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We're Celebrating Our Anniversary

Some seem surprised we’re only two decades old in the U.S. That’s to be expected
when you’ve built a reputation for stability and integrity in just 20 years.

To our clients, however, we're young and old the same. Since 1974, we've developed
broad product capabilities and a strong leadership franchise in the domestic reinsurance
market. Our success results from our young perspective, which enables us to offer a fresh
approach to ever-evolving client needs. At the same time, we use our market and industry
expertise to create value for intermediaries and cedents alike.

But that’s only part of the equation. Our product-line approach and our well-
established regional network permit us to tailor customer-focused solutions for your treaty
and facultative needs. We also draw on the technical capabilities and global capacity of
SCOR Group, one of the world’s top 10 reinsurers.

To discover how we can mobilize our resources to serve your insurance and
reinsurance needs, call SCOR Re. You'll find we’re young and old the same.

SCOR

SCOR REINSURANCE COMPANY
110 William Street ® New York, NY 10038-3995 e 212-978-8200
Two World Trade Center ® New York, NY 10048-1078  212-839-8400
Chicago 312-663-9393 # Dallas 214-401-1066
Hartford 203-525-2300 ¢ San Francisco 415-247-6565
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Rated A+ (Superior) by A.M. Best
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Aviation premiums
most recent target
in war on drugs

BY STACY SHAPIRO

LONDON—In a crackdown on
Colombian and Panamanian drug
smugglers, U.S. officials are try-
ing to seize aviation insurance
premiums allegedly paid by bogus
airlines and air cargo companies
and to stop them from buying
more coverage.

At the moment, U.S. officials
are working with British authori-
ties to try to seize hundreds of
thousands of dollars in aircraft
insurance premiums in London
they claim were paid by a drug
trafficker recently extradited
from Colombia and charged in
Chicago on Oct. 17.

In addition, the U.S. Depart-
ment of Justice and the Drug En-
forcement Administration are
telling aviation insurance brokers
and underwriters that they want
more information about suspi-
cious Colombian and Panamanian
airlines and aircraft companies
that seek coverage.

e

o Autumn aviation renewals see
selective underwriting. Page 104

“We believe that it is important
for all insurance brokers and un-
derwriters in the aviation field to
realize that when they agree to
underwrite aviation insurance
risks for airlines in Colombia and
Panama, they may well be accept-
ing premiums which have been
generated by illegal narcotics
trafficking,” Sean B. Martin, an
assistant U.S. attorney in Chi-
cago, wrote in a letter to Business
Insurance.

Continued on page 104

Managed care
under a microscope

Opinion surveys gauge plan satisfaction

By CHRISTINE WOOLSEY

CHICAGO—The trend toward
using large-scale opinion surveys
to measure managed health care
plans’ performance is sweeping
the country as employers continue
their attempt to influence the
cost, quality and accessibility of
health care.

The latest such effort will give
employers, employees—and
health plans themselves—a de-
tailed picture of the good, the bad
and the ugly in Chicago's man-
aged care marketplace.

The participants—which in-
clude 12 of the largest employers
in Chicago, seven major managed
care plans and benefit consultant

“Hewitt Associates L.L.C.—say the
survey’s findings will help change
the local health care market for
the better.

The project also is expected to
benefit out-of-town companies
that have employees in Chicago.
The survey will give such firms
detailed information on health
plans that represent nearly 80%
of the managed care business in

the Chicago metropolitan area.

Now that the federal govern-
ment has backed off of health care
reform—at least for now—these
types of grassroots-level studies
are becoming the major change
agents behind reforming the
health care delivery system na-
tionwide, )

Xerox Corp., GTE Corp. and
Digital Equipment Corp. together
sponsored the first of these broad
employee satisfaction studies us-
ing a standardized survey tool
created by the Health Institute, an
independent research arm of the
New England Medical Center in
Boston (BI, July 11).

The findings from that survey of
more than 24,000 employees are
already driving change among
some of the 32 health plans that
serve Xerox, GTE and Digital em-
ployees in six U.S. regions, said
Helen Darling, manager of health
care strategy and programs for
Xerox in Stamford, Conn.

“We are thrilled to have other
employers doing this. They will
have larger samples on the plans

Continued on page 102

Gulf Oil pensioners denied claim
for $600 million in plan assets

NEW ORLEANS—Some 40,000 partici-
pants of a pension plan sponsored by the
former Gulf Oil Corp. are not entitled to
more than $600 million in surplus pension
fund assets, a three-judge panel of the 5th
U.S. Circuit Court of Appeals has ruled.

At issue were the surplus assets of a de-
fined benefit plan offered to employees of
Gulf, which merged with Chevron Corp. in
1984. The plan’s assets were commingled
with those of a Chevron plan in 1986. Partic-
ipants in the Gulf plan who had been termi-

© Enire conlents copyrignt 1394 by
Crain Communications Inc. All righis reserved

Continued on next page

A fresh start
for health reform
begins in Senate

By JERRY GEISEL

WASHINGTON—When the 104th congressional ses-
sion begins in January, the Senate could be nearly be-
reft of its current health care reform leaders.

The ranks of those in the Senate who played pivotal,
though ultimately unsuccessful, roles in this year’s
drive to enact health care reform legislation will be sig-
nificantly reduced by retirements.

And, depending on the outcomes of next week’s elec-
tions, even more Senate B u
health care reform advo-
vates may not be returning. E LECTION

Retirement will claim
Senate Majority Leader
George Mitchell, D-Maine,
who carried the torch for
tne Clinton administra-
tion’s failed proposal and
similar proposals, as well as
Sens. Donald Riegle Jr., D-
Mich., and Howard Metzen-
baum, D-Chio, also advo-
cates of comprehensive re-
form legislation.

In addition, Sens. David
Durenberger, R-Minn., and
John Danforth, R-Mo., two
moderate Republicans, and
Sen. David Boren, D-Okla., who tried to develop a
more limited and bipartisan approach to health care
reform, will be retiring.

Moreover, two of the Senate’s most vocal supporters

Continued on page 81

« Elections are unlikely
to affect property/casualty
issues. Page 84

» Five state insurance
commissioner races are
taking place. Page 85

Election outcomes
to dictate agenda

Single-payer
initiative
among issues
before voters

By RODD ZOLKOS

Voters around the country will weigh in next
week on a variety of referenda and initiatives on
subjects such as health care, tort reform, workers
compensation and auto insurance.

Various initiatives could greatly change the
workers comp system in Colorado, allow the Ari-
zona Legislature to limit jury awards and reduce
auto insurance premiums and benefits in Mich:-
gan. y

Arkansas voters almost had the chance to vote
on an initiative to guarantee injured workers their
choice of doctor (BI, Sept. 19), but the state Su-
preme Court recently took the measure off the
ballot.

None of these initiatives, though, has been as
hotly debated as Proposition 186, which would
create a single-payer health care system in Cali-
fornia that would be administered by the state
and financed through payroll, income and to-
bacco taxes.

Recent polls suggest the measure will fail. But,
if Californians approve it, a new state agency un-
der an elected commissioner would become the
sole payer of all health care bills, with legal resi-
dents guaranteed coverage ranging from basic
medical care and hospitalization to home care,

Continued on page &2

Damaged pipeline insured‘

By SARA MARLEY

HOUSTON—One of two chan-
nels of the Colonial Pipeline is ex-
pected to reopen today after flood-
ing earlier this month ruptured the
pipeline—which serves as the main
gasoline artery between the Gulf of
Mexico and the East Coast—and
several smaller pipelines.

The spill resulted in an explosion
and fire that shut the Houston Ship
Channel for four days.

The Colonial Pipeline—owned by
a consortium of 10 oil compa-
nies—is insured in the London
market. Broker Lloyd Thompson
Ltd. confirmed that it placed the
coverage for Colonial but would
give no details on the types of

APMWide World photo
Flames from the exploded Colonial Pipeline burn an the San Jacinto River.

coverage written for the pipe-
Continued on page 103
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Continued from previous page

based, intermediaries are looking to
reinsurers in the United States, Ber-
muda, the United Kingdom, Europe
and Asia to complete clients’ pro-

grams.

“The capacity required by buyers
means enlisting the support of the
world marketplace,” said John P.
Woods, president of John P. Woods
Co. Inc. “You can't ignore any part
of it in providing capacity and com-
petitive pricing for your client.”

Intermediaries report that insurers
generally are willing to pay for qual-
ity reinsurance.

“Reinsurance buyers are balancing
their desire for cost-effective reinsur-
ance against the need for guality re-
insurance participants,” said Sedg-
wick’s Mr. Zaffino.

“Stability is important, including

the stability of the intermediary,”
added William R. Coleman, presi-
dent and chief operating officer of
Alexander Reinsurance Intermediar-
ies Inc.

Maintaining adequate coverage for
potential catastrophe exposures also
is a big concern of the clients.

“Some companies want to reduce
their premium outlay, but the major-
ity are placing as much as they feel”
corresponds to their exposure, said
Robert F. O'Leary, president and
chief operating officer of Willcox
Inc. Reinsurance Intermediaries.

“If they realize their retentions are
too large, they try to correct it by
buying as much reinsurance as they
can. They are considering the views
of the rating agencies,” he added.

Rating agency A.M. Best Co. now
requests copies of insurers’ catastro-
phe exposure studies when deter-
mining their ratings, explained
Philip W. Mitchell, managing direc-

tor and CEO of Towers Perrin Rein-
surance (see story, page 17).

Some intermediaries, though, are
advising certain clients to consider
buying less reinsurance.

“Insurers cut costs when the mar-
ket is hard and buy less reinsur-
ance,” said Wallace E. Winter, chair-
man of Intere Intermediaries Inc., a
unit of Minet Re. “We encourage
companies to utilize their surplus.
When thev build surplus, the need
for reinsurance should diminish. The
cheapest reinsurance is their own
surplus.”

Indeed, Willis Faber's Mr. Dowd
observed that “some large multiline
companies like Allstate and State
Farm don't buy reinsurance; they
manage their risk in-house.”

The amount of risk retained de-
pends on the line of busiress.

In working-layer casualty treaty
reinsurance, “retentions have more
or less been stable for the last several

years,” said Mr. Coleman of Alex-
ander Re. “In property, on the other
hand, cat retentions are up dramati-
cally. Big companies are still moving
(retentions) up and they will be for
the foreseeable future.”

Not all reinsurance brokers see cat
retentions rising.

Regarding catastrophe covers, “I
don't think ceding companies will in-
crease their retentions,” said Chris L.
Walker, chairman and CEO of EW.
Blanch Co. “They've been through
that and now they are buying more
protection. They will buy what they
bought last year, if not more.”

Many ceding companies look at re-
insurance only as an expenditure,
not an investment, Aon Re's Mr.
Davies said. “They look at the rein-
surance premium out the door as a
cost factor, but they don’t look at the
claim recoveries in terms of reducing
cost,” he explained.

Intermediaries report that consoli-

Roger Beerworth /United National Group

Some producers struggle with their competition on Truck Physical Damage business. If you are one of those producers,
it's probably because you’ve never discussed the subject with United National Group.

We are now offering innovative and competitive underwriting on Truck Physical Damage risks via an open-minded
approach to structuring deductibles. United National seeks medium and large fleets, and we will consider virtually all
commaodities, including high hazard materials. This program is approved for surplus lines nationally.

At United National Group — one of the largest surplus lines insurers in America — truck physical damage is a hot
topic, and our underwriters are prepared to help get your risks written without delay. Our companies are resourceful,
flexible, and inventive, and when it comes to writing Truck Physical Damage, we never say never.

United National Group. Wise enough to listen, strong enough to act.

“Never say never.”

united
national

The open market for unique risks and specialty programs

United National Insurance Company Diamond State Insurance Company Hallmark Insurance Company

Three Bala Plaza, East, Suite 300, Bala Cynwyd, PA 19004 (610) 664-1500

United National Group Companies rated A+, VIII by A. M. Best, eligible for surplus lines in 50 s:ates, and admitted in 37 states.

United National Insurance Company’s policyholders’ surplus is $160,513,000.

dation continues in the industry.

“With the continued consolidation
of the reinsurance business, there
will be fewer reinsurers, fewer sup-
pliers and fewer intermediaries oper-
ating, but on a larger and larger
scale,” said Stephen L. Lunsford,
president of Aon Re Worldwide.

“The trend is fewer but larger
markets and fewer but larger bro-
kers,” agreed Blanch’s Mr. Walker.
“More and more is expected of inter-
mediaries, and the smaller you are,
the harder it is to meet those expec-
tations.”

To survive in this competitive at-
mosphere, many reinsurance inter-
mediaries are re-examining their
production strategies and trying to
gain a higher profile.

“Hurricane Andrew brought the
spotlight on the financial picture of
insurers and their dependence on re-
insurance,” Mr. Woods said. “Com-
panies folded or were unable to
write business because they couldn't
buy reinsurance.”

“The reinsurance business in gen-
eral has a heightened public profile,”
over the past 20 years, when the
business was “too invisible,” said Mr.
Dowd of Willis Faber, which is one
of the few reinsurance intermediaries
to publicly announce new offices or
executive appointments.

“You can get out in front of the
trend and adopt a marketing tech-
nique and position yourself the way
you want to be positioned,” he said.
“It’s sensible that if you're going to
have a higher profile anyway, you
should describe what you want that
profile to be.”

Like many reinsurance intermedi-
aries, Willis Faber capitalizes on its
parent company’s size and reputa-
tion.

“A closer identification with the
Willis Corroon group is very posi-
tive,” Mr. Dowd said. “They have a
global reach that we are able to tap.”

Several intermediaries also are at-
tempting to increase their visibility
by expanding beyond their tradi-
tional client base.

Willis Faber, for example, also
promotes its services to risk manag-
ers, Mr. Dowd said. “They are in-
creasingly looking to alternative risk
transfer devices, many of which have
reinsurance,” he said. It is also look-
ing to professional firms, such as ac-
countants or law firms, whose clients
might be in need of reinsurance. The
investment community also might
lock to a reinsurance intermediary
during a merger or acquisition or for
runoff services, Mr. Dowd said.

While Intere focuses primarily on
insurers, the broker also has a large
book of business generated by man-
aging general agents. Although they
place reinsurance for captives and
risk retention groups, Intere brokers
rarely call on risk managers directly.

“That business is more likely to be
brought in by a Minet primary bro-
ker,” Mr. Winter said.

However, Intere brokers make pre-
sentations at the annual Risk & In-
surance Management Society Inc.
conference to increase risk managers'
recognition of the firm. “We consider
it a good opportunity to tell the story
of the reinsurance community and
reinforee in risk managers' eyes that
Intere is part of Minet,” he said.

Aon Re uses its parent company’s
capitalization as a selling point.

Ceding companies “are looking for
financially sound reinsurance bro-
kers that can service their business
for a given number of years, espe-
cially long-tail business,” Mr. Davies
said. “We feel Aon Re Worldwide is
the world’s best-capitalized broker
on the reinsurance end.”

Some reinsurance brokers also see
intercompany relationships as a po-
tential source of additional business.

Because St. Paul has owned Intere
for only five years, the intermediary

Continued on page 6
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Continued from page 4
places only a small percentage of St.
Paul’s reinsurance.

“We do everything we can to en-
courage them to use us more,” said
Mr. Winter, who added, “There's a
loyalty within the (reinsurance) busi-
ness that precludes ownership rela-
tionships.”

Although Aon Re tries to place
much of the reinsurance business
generated by Aon Corp., “we do not
force-feed an Aon company to a cli-
ent,” Mr. Davies said.

Aon Re places a large portion of
the reinsurance for business written
by Aon’s MGAs like K&K Insurance
Group and Media/Professional Insur-
ance Inc, though that decision is ul-
timately in the hands of the insurer
behind the MGA program.

“In the end, the ceding company is

the client,” Mr. Davies said.

“Interdependence within the Aon
network is very important as a busi-
ness strategy of Aon” developed by
Chairman Patrick G. Ryan, Mr.
Davies noted.

But, that strategy will not work
for all intermediaries that are part of
larger brokerages or insurers, he
added. “If they have not worked to-
gether in the past, it's like they are
the cobra and the mongoose.”

Anocther way to raise one’s profile
is to go public, as EW. Blanch Co.
did last year.

“Going public helped us in the
marketplace,”” Mr. Walker said.
“People want to do business with
winners, with successful operations.
We were able to expose to the world
our results and track record.”

E.W. Blanch Holdings recently ac-
quired Elton George Cos., an insur-
ance wholesale broker and manager
of program business based in San

Antonio. Like other intermediaries
with wholesaler affiliates, Blanch
hopes to get a shot at placing much
of the reinsurance for that operation.

“That is certainly our objective,”
he said. However, the MGA may put
together a program with a ceding
company that has an existing rein-
surance intermediary relationship or
that does not purchase reinsurance.

“We will derive fee income in
other ways, through processing
(claims or applications) or a fee for
making a marriage” between an af-
finity group and an insurer, he said.

The top intermediaries are not re-
lying solely on affiliated companies
to generate new business, though.
Many are recrganizing their staffs or
have done so in recent years to im-
prove productivity.

“We are refocusing our broking
staff from the generalist approach
with the goal of developing highly
skilled specialists by line,” Sedgwick

Payne’s Mr. Zaffino said.

For the past three years, Alex-
ander Re has approached business
on a national account basis using a
“rifle” approach as opposed to a
shotgun, Mr. Coleman said. “We are
not all things to all prospects,” he
said. “We focus on preselected com-
panies where things match up ap-
propriately. Our philosophy is that
our existing clients are the best
source of new business for us.”

Willis Faber has organized its bro-
kers into “competence centers” by
specialty, such as marine, aviation,
surety, transportation and profes-
sional liability, Mr. Dowd said. The
intermediary is also organized geo-
graphically to ensure that all parts of
the country are covered.

Intere has operated a branch sys-
tem during all of its 75 years of ex-
istence, Mr. Winter said.

“It works for us,” he said. “We are
redoubling our efforts and making

Excellence.
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In a reinsurance intermediary, it's; the experience to identify
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Excellence.

|
i

Accept nothing less.

N

Alexander

Re

We have your solution

Stamfard
New York
Boston

Chicago

San Francisco

The' tangle symbol amd Aexande Re are service marks or eingurance mteimed:ary senvices of Alexander Remsurance Intermedianes. Inc . a subsidiary of Alexander & Alexander Services Inc

more calls and more in the specialty
areas like non-standard auto and
surety. Overall, we have always fo-
cused " on medium-sized standard
property/casualty companies, in
some cases regional.”

Some intermediaries also make
cold calling a vital part of their strat-
egy for generating business.

“We've never had the luxury of a
large parent,” E.W. Blanch's Mr.
Walker said. “We have always been
out there beating the bushes, looking
for new business all the time., We are
out there hustling and making calls
consistently. I have seen a lot of oth-
ers doing the same thing.”

“I have made cold calls for my
30-years-plus in the business,” Aon
Re’s Mr. Davies said.

“Certain brokers have felt they
have been above (cold calling) and
now they are trying to catch up,” he
continued. “They are finding their
corporate philosophy in the past was
against it, and they can't turn it
around overnight.”

‘““We have always emphasized
making cold calls,” Intere’s Mr. Win-
ter said. “It is a way of life for us.
For treaty brokers, it takes three to
five years to develop a prospect into
a client.”

Cold calling is not part of the
strategy at Willcox and Alexander
Re, though.

“Cold calling to a retail broker
might be viewed somewhat differ-
ently than to a reinsurance interme-
diary,” said Sedgwick’s Mr. Zaffino.
“The nature of reinsurance fosters a
long-term servicing commitment by
the broker. We do quite a bit of
homework in preparation of a cold
call. We have made and will con-
tinue to make cold calls but with a
very focused marketing strategy.”

Profiles of the largest U.S.-based
reinsurance brokers follow:

Guy Carpenter & Co. Inc.

Gross revenues at New York-
based Guy Carpenter & Co. Inc., the
largest reinsurance intermediary, in-
creased 4.5% in 1993, reversing a
2.7% slide in 1992 revenues.

Gross revenues, including invest-
ment income, stood at an estimated
$296.8 million in 1993, up from $284
million a year earlier.

The increase is due to continued
higher rates for property catastro-
phe reinsurance as well as new
business production, according to
the annual report of Carpenter's
parent, Marsh & McLennan Cos.
Inc.

Carpenter's gross revenues include
revenues from London-based C.T.
Bowring & Co., the executives of
which report to Carpenter officials
in New York.

Premium volume increased 5.3%
to an estimated $5 billion last year
from $4.75 billion in 1992.

Carpenter’'s worldwide employee
population dropped by nearly 25%
to 1,624 from 2,145 in 1992. It closed
offices in Atlanta, Chicago, Dallas
and Coral Gables, Fla., and has in-
creased automation of its activities.

The intermediary has secured li-
censes in Texas, Ohio and South
Carolina in the past year, adding to
California, Minnesota and New
York.

Company officials declined to be
interviewed.

Aon Re Worldwide Inc.

By reorganizing its reinsurance
brokerage operations into a single
global unit, Aon Re Worldwide Ine.
became the second-largest US.-
based intermediary in 1993, up from
No. 4 a year earlier when only U.S.
operations were considered.

The company, which was created
at the end of 1993 as a holding com-
pany for all of Aon Corp.’s reinsur-
ance brokering operations, reported

Continued on page 12




ibled, Me

‘@f‘aﬂ X mftmmﬂ [h@ﬂrﬁ T
S C‘%{H@Qﬁj ¢ tO VOur rﬁ@q@ﬁf@m@m e

| tOIMOTTOW. € ﬁ‘ﬁ@ﬁﬁi&* toilt mwﬂhﬁ@g but ju Jmﬁ

another day, come to Reliane x\%:ﬁ @walfﬁ}_a
RropertylCasualty and Aee ceident & Healthiinst




8 / Business Insurance, October 31, 1994

Opinions

Time for a unified approach

O MATTER WHAT the outcome of the Nov. 8

elections, it’s a pretty safe bet that insurers and
risk managers have about two months to hammer out
a Superfund reauthorization strategy before the
104th Congress convenes.

The Clinton administration, which didn’t get

around to introducing Superfund reauthorization
legislation until the 103rd Congress had run more
than half its course, appears poised to get a bill be-
fore the 104th Congress very quickly. In fact, there is
some indication that a bill could be dropped in the
hopper as early as the day Congress convenes in Jan-
uary.
But that’s still more than two months away. And
that’s two months that a divided business community
and even more divided property/casualty insurance
industry ought to use to formulate a united approach
to Superfund reform.

Of particular concern to many risk managers and
insurers is the proposed Environmental Insurance
Resolution Fund.

The EIRF didn’t generate a great deal of support
among risk managers. It earned the outright opposi-
tion of the Risk & Insurance Management Society
Inc. and it set insurers and reinsurers at each other’s
throats.

Representatives listening to insurer debate insurer
shook their heads and wondered aloud why the in-
dustry was asking them to decide an internecine dis-
pute.

The argument occurred despite broad agreement
on the general shape of the rest of the bill. Busi-
nesses, insurers, community groups and environmen-
talists all agreed that the proposal provided real re-
form of the Superfund liability system even though it
stopped short of forbidding the application of retro-
active liability in determining who was responsible
for cleaning Superfund sites. The bill also held out
the promise that remedy selection for Superfund sites
would be more in line with reality than current prac-
tice is.

But the Superfund reauthorization bill died during
the last days of the 103rd Congress less because of
controversy over its intrinsic faults and merits than
for disagreement over an issue that had nothing to do
with environmental policy, liability reform or insur-
ance.

Instead, an argument over wage rates for certain
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work performed at certain cleanup sites killed the
bill.

That argument over labor rules gives proponents of
meaningful Superfund reform another chance, albeit
limited, to settle their differences.

As Franklin W. Nutter, president of the Reinsur-
ance Assn. of America, notes in an article on page 74,
“the industry tends not to do well when it goes before
Congress divided cr adversarial to other segments of
the industry. The industry would be well-advised to
try and reach some agreement about that.”

The current delay presents an opportunity for in-
surers and risk managers to hammer out an inclusive
Superfund strategy.

A legitimate complaint raised by opponents of the
administration bill was that too many interested par-
ties were cut out of negotiations for too long. If Su-
perfund reform is going to happen—and there proba-
bly aren’t three people in the land who disagree that
Superfund demands reform—there will have to be an
inclusive rather than exclusive approach.

Two months ought to be enough time to decide
whether the EIRF should be jettisoned. And, given
the broad agreement on so many other aspects of Su-
perfund reform, sacrificing the EIRF may be a small
price to pay for unity. '

Broker remembered for talent, personality

To the editor: On Oct. 15, 1994, the
D&O/E&O professionals of the world
lost a part of themselves. That part was
Frank Englert of Johnson & Higgins of
New York. “Frankie,” as some of us
liked to call him, was a throwback to the
old days of insurance brokering.

Frank, a Vietnam vet, came from the
school of hard knocks. He was a bit
rough around the edges, but what you
saw was what you got. Clients adored
him, underwriters were usually dazzled
by him and his peers were amazed to see
how he could convince underwriters to
“get with the program” with his unique

Business Insurance welcomes let-
ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We will not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush
St., Chicago, Ill. 60611-2590.

style of brokering. (Usually a bear hug
and a kiss.)

While at Marsh & McLennan Cos. Inc.
in the early '80s, when competing under-
writers rarely spoke to each other,
Frank would organize a white-water
rafting trip with colleagues from Ameri-
can International Group Inc., First State
Management Corp., Chubb Corp., Har-
bor Insurance Co., Wausau Insurance
Cos. and Crum & Forster Inc., to help
make us understand that personal rela-
tionships were really what it was all
about.

Frank never met a risk he couldn't
broker to an underwriter. He earned all
of our respect, for when he presented a
risk he left no stone unturned. He was a
survivor, not only in the wars of busi-
ness, but in the wars of life. Cancer took
Frank from us but he left us with memo-
ries and lessons in life that 1 pray we
never forget.

He will be missed.

Jim Ansaldi

Senior Vp

X.L. Insurance Co. Ltd.
Hamilton, Bermuda

Demotech a pioneer in HMO ratings

To the editor: In an article in the Oct.
10 issue of Business Insurance, “Weiss
Research Ratings Show Most HMOs in
Good Health,” Weiss Research Inc. said
it is the first to examine the “financial
security of nearly all the country’s larg-
est HMOs."

However, Demotech Inc., a financial
analysis and actuarial firm, was the first

fim to prepare an examination of the fi-
nancial security of health maintenance
organizations.

We initiated these services in 1987, well
before anyone else implemented same.

Joseph L. Petrelli

President

Demotech Inc,

Columbus, Ohio

Bureau Chiefs: Michoel Schachner (New York)
Joanne Woijcik (los Angeles)
Copy Editors: Regis |. Coccia (Chicagol
Sara J. Horly [Chicago)
Assistant Copy Editor: Kerry A. Dziubek (Chicogol
Associate Editors: Desorah Shalowitz Cowans (Chicago)
Roberto Ceniceros (los Angeles/
Meg Fletcher, Arm. [Chicogo]
Judy Greenwald (San Jose}
Mark A. Holmann (Washington)
Adrian Ladbury {london]
Sara Marley (Chicago)
Sally Roberts (Chicago)
Gawvin Souter (New York)
Rodd Zolkos (Chicago)
Directory Editor: Kathy Welyki {Chicago)
Assistant Directory Editor: Rich Troul (Chicago)
Editorial Assistant: Owie Dent [Chicago)
Assistant to the Publisher: Karen Brown [Chicago)
Editorial Cartoonist: Roger Schillerstrom (Chicago)
Advertising Director: Martin ). Ross lll (New York)
Eastern Advertising Manager: Stephen P. lincoln (New York]
Midwest Advertising Manager: Rober L. Niesse {Chicagol
District Managers: Cynthia Bykowski [New York]
Bloke Delany (New York)
Barrie Harmelin {New York)
Charles A. Horvath (New York)
Deboroh D. Neale {Chicago)
_ Sales Assistant Lori Lieberman (los Angeles)
Classified Advertising Manager: Cheryl Buller (Chicagol
P-oduction Manager: Elmer Kerstowske (Chicago)
Direcior of Communications: Ronnie |. Drachman (New York)
EDITORIAL: Chicago:  312649-5398
london: 71-608-1172
los Angeles:  213651-3710
New Yotk: 212:2100100
San jose:  408-379:1790
Washinglon:  202:662-7200
ADVERTISING: New York: 2122100228
Chicogo: 3126495276
los Angeles: 213-651-3710
COMMUNICATIONS: New York: 2122100132
SUBSCRIPTIONS: Detoil: 8006789595

Business
Insurance.

Reporting weekly “or corporate risk,
employee benefit anc financial executives

. Vice president/

Publisher/Editerial Director: <athryn |. Mclntyre, Arm. [Chicagof

Editor: Paul D. Winston (Chicagol
Editor-at-Large: lemry Geisel (Washington)
Managing Editor: Timothy Stanton (Chicago)
International Editor: Stacy Shapiro {london)
Senior Editors: Dave lenckus [Chicogo)
Douglas Mcleod (New York)

Assistant Managing Editor/Graphics: Jeanne M. Battels (Chicago)
Assistant Managing Editor/News: Roseanne White (Chicago]
Assistant Managing Editor/ Spotlight reports: Chistine Woolsey [Chicago)

Published by Crain Communications, Inc,, Chicago

Founder G.D. Crain Jr.(1885-1973)
Chairman Mrs. G.D. Crain
Vice chairman Keith Crain
President Rance Crain

* Chairman-executive commitiee S.R. Bemslein [1907-1993)
Treasurer Mary Kay Croin
Secrefary Merrilee P. Crain |
Exacutive Vice presi ions William A. Momow
Vice president-circulation Williom Seng
Vice president-production Rober C. Adams

Published weekly at 740 Rush 51, Chicago, I. 50611-2590, Telex 6871241, Fax
312/280:3174, Cable CRAINCOM. Offices: 220 E, 42nd SI,, New York, N.Y,
10017-5806, Fax 212/2100704, CRAIN COM MNYK; 1 Norhpark, East Suile
114, 8950 N, Central Expressway, Dollos, Taxas, 752316415, Fox 214/696
1936; Suite 814, National Press Building, Washington, D.C. 20045-1801, Fax
202/638-3155: 6500 Wilshire Bhd., Suile 2300 los les, Calif, 90048-4947, -
Fee 213/6558157; 540 lalimer Circle, Camrpbell, Calif. 95008, Fox 408/379-
3257; Coweross Court, 2nd Floor, 7577 Coweross St., london EC 1M 6BP, England,
Fax 71/608/1173. $4 a copy. $80 a year in US. $126 in Caneda (inchides
GS'). Firskelass mail subscriptions in U.S. $175, in Canada $198 fincludes GST). Al
other countries $200/yr (includes expediled or delivery]. DAVE KEUEY, circukition
manager. Four weeks' nolice requited for chongs of oddress. Send subscription corre-
spodence ko Circulation Deporiment, Business Ihsuiance, 965 E. Jefferson Ave., De-
froil Mich,, 48207-3185, or phone 8006739595 o 3134460450, Fax 313/
4466777 . Microlilm copies are availoble from University Microlilms, 300 Zeeb Road,
Ann Arbor, Mich. 48013, Microliche copies ovailable: Bell & Howell, Micro Phoio
Division, Old Mansfield Road, Woosler, Ohio 44591 . Partions of the editorial conlen!
of itis issue are availoble for reprint of repraducticn in other media, For information and
toles fo reproduce in general circulalion media, contoct: JOSEPH P, HANLEY, Crain
News Service, 220 £ 42nd S1,, New York, NLY. 100175806, 212:254-0890. For
Teprais of reprint permission conloct; KAREN BROWWIN, Business Insurance, 740 N.
Rust St., Chicogo, . 6061 1:2590, 312649-5219, Fox 312/280-3174.

TO SUBSCRIBE TO THE WORLD'S LEADING
COMMERCIAL INSURANCE FUBLICATION, CALL
800-678-9595

313-446-0450 cutside of the U.S,
W/ BPA Manear of ELaias ABP
Publications Audit of Circutation



!

Jil! '1‘1 _I 19,
)y ; ‘:“ ﬂ]i{'ﬂ
gl
e et
i) A Al "Jj-fif‘f'

PGS i
Rl e f' i ,v;‘
@ LEng br i

NOT ALL PROPERTY CATASTROPHE
REINSURERS ARE THE SAME ANIMAL

Centre Cat is redefining property cat reinsurance for And with more than $300 million in capital and sur-
insurers with regional concentrations. plus, we’re strong, secure and committed to the market
Using the industry’s most advanced technologies on a long-term basis.

for risk analysis, we evaluate and underwrite our cli- If your book of business is unique, your property
. ents’ exposures individually, rather than applying class  cat reinsurer should be, too. Ask your broker to call us
" rating techniques. in Bermuda at 809-292-2102 for more information.

- Through this scientific underwriting approach, we

lead our clients’ programs, offering them better, more E E N T R E E AT

efficient coverages and new insights into how to man-

: = T —

age their exposures.

REWARD YOUR INDIVIDUALITY



Business is looking up.-! Your long-term plan is on tracx. How car you

protect that vision wita a single-year risk management program?

Centre Re offers a farsighted alternative—thr==- and five-year con-racts

that provide [stable terms and conditions| to safeguard your company from

potent:ally damaging market fluctuations.

Centre Re con:racts are broad-kased | without the traditional exclusions| that

can blindside vour company with losses from unusual or unpredictable

events. Our cliznts lsiarc— in the profits | of favorable loss experience, effec-

tively reducing their cost of risk, often significantly. Ongoing reviews

enable our clients to change coverages as their r.eeds change.




These can be designed to meet a broad raage of

needs—from general liability coverage and specialty programs wita major
companies to managing complex issues such as environmental impairment
liabilities. Before you face another year of contract negotiations, lock into

the benefits of from Centre Re.

CENTRE RE

INNOVATION IN REINSURANCE

MEMBER OF THE ZURICH INSURANCE GROUP

Call us for a copy of our 1933 annual report: Bermuda 809-2¢5-8501
New York 212-898-5300+London 071-816-0816+=Dublin 353-1-67C-0755
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Continued from page 6
pro forma gross revenues of $120
million in 1993.

Aon Reinsurance Agency Inc., the
previously-ranked North American
operation, had gross revenues of
$45 million in 1992.

Chicago-based Aon Re World-
wide employs 528 people in its four
operating units: Aon Re Inc. is the
U.S. arm with offices in Chicago,
New York, Philadelphia, San Fran-
cisco, Seattle and Stamford, Conn,;
Aon Re (Bermuda) Ltd. is based in
Hamilton, Bermuda; Aon Re Lati-
noAmericana is based in Mexico
City; and the Nicholson Leslie
Group manages offices in London,
Amsterdam, Istanbul, Milan, Sin-
gapore and Tokyo.

About 60% of Aon Re World-
wide’s clients are U.S.-based, and

three-quarters of its premium vol-
ume is placed domestically, said
Stephen L. Lunsford, its president.

Three executive vps have joined
the firm in the past year: Robert
Strifler, Dan Dolan and Jay De-
meusey.

Minet Re

Minet Re also is reporting on a
global basis this year.

Based on estimated gross revenues
of $75 million, Minet Re ranks as
the third-largest U.S.-based inter-
mediary.

All of Minet Group's reinsurance
brokerage business reports to
Michael Rossor, executive vp and
CEO of reinsurance, in London.

1993 weorldwide premium volume
for reinsurance was $1.28 billion.

Minet Re North America Inc—
which comprises Intere Intermediar-
ies Inc., RFC Intermediaries Inc. and

IOC Reinsurance Brokers Ltd.—pro-
duces less than half the firm's global
reinsurance brokerage revenues.

Mark Hvidsten was promoted on
Oct. 1 to the president and CEO of
New York-based Intere.

Mr. Hvidsten replaces Daniel R.
Colello, who left in January. Wal-
lace E. Winter, who served as in-
terim president, continues as chair-
man of Intere.

Premium volume for Minet Re
North American declined slightly to
$654.5 million. Premium volume re-
mained flat at $486 million at In-
tere, the U.S. treaty operation, and
declined to $100 million from $120
million at RFC, a facultative inter-
mediary. IOC, a Toronto-based bro-
ker, reported premium volume of
$68.5 million, a 31.7% increase over
1992, and revenues of $2.5 million,
also a more than 30% increase.

Intere elevated a 10-year-old acci-
dent and health operation in At-

lanta to full branch status in the
past year.

In 1995, the broker will move its
headquarters to New Jersey from
New York to “be in the backyard of
our client base,” Mr. Winter said.

Typical clients of the intermediary
are medium-sized companies with
multistate operations. Few clients
are based outside the United States.

Between 10% and 15% of busi-
ness is placed with non-U.S. rein-
surers. “With a large program, you
have to go overseas,” Mr. Winter
said. Intermediaries may call on
other Minet units for assistance in
placing business abroad.

Intere’s general counsel, senior vp
Bob Mendez, also resigned during
the summer. An assistant is serving
in that capacity until a replacement
is named.

E.W. Blanch Co.
EW. Blanch Co. gained a new

‘m'

How 70 STOP RUNOFF COSTS FROM
WALKING AWAY WITH YOUR PRORITS

IRISC stops runoff costs in their tracks.
Through superior loss control. Meticulous
administration. And the experience toresolve
common runoff issues before they become
runaway problems. All at less than the cost of
managing your runoff in-house. Guaranteed.
So you can redirect time and resources to
more productive opportunities. Don't let run-

off costs run up your operating expenses.

IRISC

In the United States
Peter Johnson
Tel: 609-655-8383
Fax; 609-655-0503

For further information or a brochure, please contact:

In the United Kingdom
Jerry McArthur
Tel: 071-816-0000
Fax: 071-816-0010

Los Angeles * Miami * Jamesburg, N.J. * London

RunorF MANAGEMENT FOR THE Long Run

Insurance, reinsurance, intermediary
and extended warranty runoffs

chief executive in the past month.

Michael W. Cashman has retired
as chairman and CEO of the Minne-
apolis-based intermediary and also
as president and chief operating of-
ficer of its parent company, E.W.
Blanch Holdings Ine. (B, Oct. 10).

Chris L. Walker, president of E.W.
Blanch Co., assumed the additional
roles of chairman and CEO. Edgar
W. Blanch Jr,, chairman and CEO of
E.W. Blanch Holdings, took on the
added roles of president and COO of
the holding company.

Blanch reported gross revenues of
$64.7 million in 1993, an increase of
16.6% over 1992, making it No. 4 in
the rankings.

Premium volume inereased 17.6%
to $1.7 billion in 1993,

Blanch placed about 15% of its
business internationally in 1993,
which has increased to 18% in 1994.

“We want to increase the interna-
tional scope on both ends of the
transaction,” Mr. Walker said.

Toward that end, EW. Blanch
Holdings has teamed up with Lon-
don-based Swire Fraser Group to
create a new international reinsur-
ance broker (BI, Sept. 26). Swire
Blanch Holdings Ltd. will handle
the two firms’ existing clients out-
side London and the United States
and develop new business.

Blanch specializes in medical mal-
practice, professional liability, ex-
cess and surplus and regional insur-
ers, but large national insurers have
driven much of the intermediary’s
growth in the past 18 months, Mr.
Walker said.

“We will continue to look for
other acquisition opportunities and
joint ventures,” he said. “There are
things we are reviewing now and we
will continue to be active.”

Sedgwick Payne/Crump Re

Gross revenues declined slightly
in 1993 to an estimated $61.5 mil-
lion from $62.5 million in 1992.

That decline, along with the cre-
ation of Aon Re Worldwide,
bumped the North American unit of
Sedgwick Group P.L.C. to No. 5
among U.S.-based reinsurance bro-
kers from No. 2 a year ago.

Premium volume also dropped
about 4% to $1.2 billion in 1993.

Sedgwick Payne has completed a
restructuring of its North American
reinsurance operations, moving all
corporate functions to Hartford,
Conn., according to Salvatore D.
Zaffino, president and CEO.

Client services remain in Seattle.
The broker also formed a Minneapo-
lis office in August 1993.

“We have begun the process of
physically combining our treaty and
facultative offices where both are lo-
cated in the same city,” Mr. Zaffino
said. Sedgwick Payne writes treaty
reinsurance, while Crump Re is “the
largest facultative broker in the
country and among the few provid-
ing facultative support to clients,”
he said.

Facultative business increased to
25% of the overall operations in
1993, up from 20% in 1992.

Both units will be operating under
the name Sedgwick Re as of Feb. 1,
1995, said Mr. Zaffino.

Sedgwick Payne services major
stock companies as well as regional
and specialty insurers. The broker’s
Diversified Programs Division pro-
vides reinsurance for programs and
alternative facultative products.

Working layer and excess casu-
alty, standard property, property cat
covers, workers compensation, avia-
tion, marine, professional liability
and financial and finite risks make
up Sedgwick's book of reinsurance
business.

“Approximately 20% of our busi-
ness is placed outside the United
States,” Mr. Zaffino said. “We ex-

Continued on page 16
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Continued from page 12

pect this percentage to increase dur-
ing 1994, particularly due to the
Bermuda markets.”

Sedgwick plans to grow by add-
ing staff or by acquiring compatible
operations. For example, Sedgwick
Payne has hired a team of property
treaty brokers in New York to ser-
vice the Northeast.

Willis Faber
North America Inc.

Willis Faber North America Inc.
restated its 1992 gross revenues to
include the work of international
brokers who place business on be-
half of North American clients and
who report to Willis Faber N.A.
Chairman and CEO James F. Dowd.

The Willis Corroon Group P.L.C.
unit’s gross revenues increased 9.5%
to $46 million from a restated $42
million in 1992, securing it the No. 6
spot in the rankings,

Premium volume increased 14.5%
to $1.3 billion in 1993.

Based in New York, Willis Faber
N.A. has opened five new offices
over the past 12 months in: Chicago;
Nashville, Tenn.; Philadelphia;
Stamford, Conn.; and Miami.

The broker’s clients include na-
tional, regional and specialty/mono-
line insurers, as well as risk reten-
tion groups and captives.

“A very small insurance company
may be more reinsurance dependent
than a large company with a na-
tional presence,” Mr. Dowd said.
Most new business of late has been
coming from small to medium-sized
regional specialty insurers.

“We pride ourselves on the depth
of our expertise in specialty lines
such as accident and health, marine
and aviation, financial reinsurance,
medical malpractice, municipal lia-
bility, political risk, professional lia-
bility, surety, transportation and
workers compensation,” Mr. Dowd
said.

About 35% of Willis Faber’s pre-
mium volume was placed with
non-U.S. markets in 1993 and about
20% was through the first three
quarters of 1994.

Twelve executives have been
hired at the senior vp or higher level
in the past 12 months, including:
Manuel F. Almenara as managing
director to head the Miami office:
Kevin Riley as executive vp and na-
tional production manager; Daniel
L. Siegel as senior vp and Chicago
branch office manager; and Peter C.
Hearn as senior vp and Philadelphia
branch office manager, later named
Eastern region manager.

Willcox Inc. o
Reinsurance Intermediaries

Gross revenues rose 6.6% to $40.5
million in 1993.

The New York-based subsidiary
of Johnson & Higgins had a pre-
mium volume of about $1 billion
last year.

“We are not growing through ac-
quisitions, though we would con-
sider one if it fit our needs and met
with our growth plan,” said Willis
T. King Jr., chairman and CEO.

“One of the ways we distinguish
ourselves is we continue as one com-
pany to maintain an international
base of business,” he explained. “We
are not separate entities focusing on
geographic areas.”

Willcox opened an office in Sin-
gapore last summer headed by Y.C.
Watt, who previously ran Prudential
Reinsurance Co.’s Asian operations.
Mr. Yatt will produce business from
ceding companies throughout Asia,
including Australia, Indonesia, Ma-
laysia, the Philippines and Korea.

The firm is called Willcox

Johnson & Higgins Asia to capital-
ize on J&H’s Asian retail network.

Most of that business will be mar-
keted by Willcox offices elsewhere.

“We will be looking at Japan as a
market for business as opposed to
looking at ceding companies,” Mr.
King said. “Willcox already has
strong relationships with the home
offices of the majority of Japanese
insurers.”

Between 15% and 20% of the bro-
ker's clients are based outside the
United States.

At the same time, US. growth
will also continue, Mr. King pre-
dicted. For example, Willcox’s Indi-
anapolis staff has doubled and the
Los Angeles office has added as cli-
ents some major California-based
stock companies.

Willcox focuses on small to medi-
um-sized mutual and stock compa-
nies, especially agricultural and
farm insurers.

One-quarter of the business is
placed internationally and 6% to

% goes to Bermuda. That is an in-
crease from 1% or 2% heading to
Bermuda a year ago, noted Robert
F. O'Leary, president and COO.

Jim O’Brien and John Waite have
joined the firm as senior vps.

Towers Perrin Reinsurance

Towers Perrin Reinsurance saw
increases in gross revenues and pre-
mium volume in 1993.

Gross revenues for the Philadel-
phia-based firm rose 54% to $39
million in 1993, while premium vol-
ume increased 4.5% to $575 million.

The unit of consulting firm Tow-
ers Perrin continues to focus largely
on accident and health, managed
care and professional liability, said
Philip W. Mitchell, managing direc-
tor and CEO.

Towers Perrin Re also is placing

more business outside the United
States and Bermuda and is finding
that French reinsurers, in particular,
have an appetite for some U.S. busi-
ness, Mr. Mitchell said.

About 35% of its business is
placed in the United States, 30% in
London, 25% in Bermuda and the
rest in Europe. Nearly all its clients
are U.S.-based ceding companies.

Regional insurers constitute 60%
of the intermediary’s clients, na-
tional insurers 25% and smaller and
single-state insurers 10%. New busi-
ness is coming from the Northeast
and Midwest, Mr. Mitchell said.

Daniel R. Colello, former head of
Intere Intermediaries Inc., joined the
broker in April as senior vp.

Alexander Reinsurance
Intermediaries Inc.

Gross revenues increased 6.3% at
Alexander Reinsurance Intermediar-

ies Inc. to $28.9 million, while pre-
mium volume jumped 21.8% to
$615 million.

“Most of our new business in 1993
came in the speeialty area,” includ-
ing surplus lines, professional liabil-
ity and property catastrophe for
large regional insurers, said William
R. Coleman, president and chief op-
erating officer.

In addition to insurers, Alexander
Re focuses on self-insurance funds
and state workers comp funds.

Alexander Re is handling more
pro rata business, and has elimi-
nated a small facultative practice.

Another development in the past
year has been the addition of a new
management information and treaty
system that links Alexander Re to
clients, several markets, the Reinsur-
ance Assn. of America, the Brokers
& Reinsurers Markets Assn. and
various computer services at Lloyd's

Continued on next page
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of London.

Alexander Re places about 15%
of its business outside of the United
States, a slight decrease from 1992
levels.

“That reflects ceding companies’
desire to retain business in the US.
where they can,” Mr. Coleman ex-
plained. Purchasing from “quality
reinsurers in terms of financial re-
sources being paramount, you can
get more up-to-date financial infor-
mation on U.S. than foreign reinsur-
ers.”

The Stamford, Conn.-based inter-
mediary represents only a small por-
tion of the reinsurance brokerage
operations of parent company Alex-
ander & Alexander Services Inc,
company officials note.

The London-based Alexander
Howden Reinsurance Broking
Group, of which Alexander Re is a
part, had 1993 gross revenues of

$157.6 million and a premium vol-
ume of $2.6 billion.

John P. Woods Co. Inc.

John P. Woods Co. Irc. reports a
9.7% increase in 1993 gross reve-
nues to $17.6 million, maintaining
its ranking as the 10th-largest U.S.-
based reinsurance intermediary.

Premium volume also increased,
rising 5% to $525 million last year.

The intermediary in late 1993
formed a subsidiary, Allegiance Inc,,

. fo serve as part of a swategic alli-

ance with MIC Re, a division of Mo-
tors Insurance Co. The four Alle-
giance principals, based in Mount
Laurel, N.J., will provide marketing
and sales for direct treaty business
written by MIC Re.

“It was a unique opportunity with
a major company,” said President
John P. Woods. “We would like to
generate new business through op-

portunities to merge or acquire.”

Woods' current book of business
is divided between large national
writers, large regional and small re-
gional companies, primarily in the
East and Midwest. Overall, Woods
produces business for companies
based in about half of the states.

The intermediary has formed a
new accident and health division,
which—together with life reinsur-
ance—accounts for about 15% of
revenues, Mr. Woods said. Casualty
business accounts for about half of
revenues and property generates the
remaining 35%.

About 85% of the intermediary’s
premium volume is placed with do-
mestic reinsurers and 15% with in-
ternational companies.

New York-based Woods is li-
censed in New York, Pennsylvania,
South Carolina and Virginia with
an application pending in North
Carolina. | Bl |

Fee-hased services increase

Brokers adapt to vie with direct market

By SARA MARLEY
and JUDY GREENWALD

. Ceding companies are demanding
and getting more services from re-
insurance intermediaries—often for
the same commission.

“Before, it was a sale, a hand-
shake and it was over,” said John P.
Woods, president of New York-
based intermediary John P. Woods
Co. Inc. “Today, there is continuing
servicing of the markets, the con-
tract, reviewing security, account-
ing, collections.”

Prompted by insurer demand for
catastrophe modeling, and advice
on actuarial issues, claims-handling
and risk-based capital, at least four
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Trygg-Hansa SPP, we make sure you're
covered against the unexpected, worldwide.
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of the 10 largest U.S.-based inter-
mediaries have formed service divi-
sions that operate on a fee basis.
They include:

e Aon Re Services, a unit of Aon
Re Worldwide. It provides catastro-
phe modeling, determination of ag-
gregate exposures, and actuarial
services.

» Reinsurance Solutions Inc., a
division of Sedgwick Payne Co.
Crump Re. It provides fee-based
bundled and unbundled reinsur-
ance services to third parties.

» Integrated Services Consulting,
a Towers Perrin Re unit. It develops
exposure management systems to
judge clients’ aggregate exposures.

e Paragon Reinsurance Risk
Management Services Inc., a divi-
sion of E.W. Blanch Co. It identifies
and quantifies risk for intermediar-
ies, primary insurers, reinsurers
and private and government pools.

Services are becoming so impor-
tant that many see reinsurance in-
termediaries evolving into manage-
ment consultants. Yet intermediar-
ies need to avoid duplicating what
ceding companies and reinsurers al-
ready do.

“A typical function may be per-
formed on three levels,” said James
F. Dowd, chairman and chief exec-
utive officer of Willis Faber North
America Inc. in New York. “It's ex-
pensive. We need an inventory of
services, an agreement in the mar-
ket on who will provide what.”

Intermediaries may also find
themselves competing on servics
with direct writers.

The direct writers have the op-
portunity to provide that advice be-
cause they are talking directly to
the client and making these services
available, explained Michael Smith,
an insurance analyst with Lehman
Bros. in New York. “The brokers
have always had a tendency to try
and keep some distance between
their clients and the underwriter.”

So if broker markets are going to
compete in the services game, either
the broker must permit the client to
get close to the reinsurer, thus “cre-
ating a bit of danger to himself,” or
the broker must provide those ser-
vices itself, Mr. Smith said.

Zurich Reinsurance Centre in
New York is one broker market ra-
insurer that is competing in the ser-
vices field.

“Ceding companies are looking to
their broker-market reinsurers for
the same levels of service and ex-
pertise that they can from the di-
rect, and that's one of the things
they’re in business to provide,” ex-
plained Mark Mosca, senior vp and
chief underwriting officer for ZRC,
adding that cost-saving efforts and
the appeal of additional expert ad-
vice is driving this trend among
ceding companies.

A few primary insurers have out-
sourced their ceded reinsurance de-
partments and related activities.

That is a trend that will likely
continue; according to William E.
Thiele, president and chief operat-
ing officer of North American Rein-
surance Corp. in New York. Some
reinsurers are more into selling un-
bundled services now than at any
other time, he added.

Reinsurance brokers with close
relationships to an insurer become
like a ceded reinsurance depart-
ment, said Mr. Dowd of Willis
Faber, adding that it's easy to see
the next step as outsourcing.

Despite the increasing demaznd
for services, intermediaries are ot
seeing their compensation increase
commensurately.

Continued on next page
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Continued from page 3
going to be a truly long-term player”
and that it has a lot of capital, Mr.
Ransom said.

The exceptions to the bigger-is-
better rule are specialist reinsurers
known to be skilled in certain lines
of coverage, he said, citing Phoenix
Reinsurance Co. as an example of
such a player in the property busi-
ness.

“They are long-term players,” said
Mr. Ransom.

Longevity has become a key con-
cern of cedants, agreed Mark Mosca,
senior vp and chief underwriting of-
ficer for Zurich Reinsurance Centre
in New York.

“The forces that are driving (con-
solidation) are ceding companies’ de-
sire to have their reinsurance placed
with entities they believe will be
both solvent and in business over the
next 10 to 15 years,” he said.

“There’s an increasing recognition
that the smaller players in terms of
capital (and) participation in the
market are less likely to be in the
business over an extended period of
time, and ceding companies don't
want to have to deal with that,” said
Mr. Mosca

“The smaller reinsurers are losing
out because of either the capital base
or a subjective evaluation by buyers
that don’t see a long-term commit-
ment in the marketplace,” agreed
John W. Smithson, chairman, presi-
dent and CEO of PMA Reinsurance
Corp. in Philadelphia.

“The major criterion among buy-
ers used to be simply solvency and

Services

Continued from previous page
Brokers are not the only ones
facing increased workloads, how-
ever.
Closer ties or not, ceding com-
panies are having to do more leg-

work before their reinsurance is
placed.
Since Hurricane Andrew hit,

ceding companies are under
greater pressure to distinguish
themselves from other companies,
said Mr. Wood.

“The information has to come
from somewhere. It has to be ex-
tracted and provided by the ced-
ing company.”

Since 1988, Woods has entered
into co-brokering arrangements
with some ceding company-
owned intermediaries. The func-
tions of each party are spelled out
and reinsurers are informed of the
arrangement, Mr. Woods said.

“This co-broking approach pro-
vides lasting recognition of the
client’s contribution to the rein-
surance placement process,” he
said. “In contrast, a fee basis may
provide the client with an initial
rating benefit, yet in subsequent
renewals the advantage is gener-
ally dissipated, if not eliminated
entirely.”

While the commission system
may require refinement, “‘the cur-
rent system provides the mecha-
nism in which to address the ulti-
mate cost to the buyer,” Mr.
Woods said. “Clients and pros-
pects must enter a ceded relation-
ship based upon the quality of the
reinsurance advice provided and
not simply access to unbundled
services at a lower cost,” he
added.

Replacing commissions with
fees “is more talk than action,”
agreed Wallace E. Winter, chair-
man of Intere Intermediaries Inc.,
a subsidiary of Minet Re. “On bal-
ance, I think it is not the panacea
some buyers think it is.” | Bl |

the ability to pay,” he said. Now,
buyers question whether reinsurers
undergoing ownership changes are
likely to be in the business a few
years from now. This trend benefits
the top-tier reinsurers, said Mr.
Smithson.

Expertise is a factor as well, said
Mr. Mosca.

“What they're mostly looking for is
knowledge and expertise, and exper-
tise tends not to exist to as great an
extent in the smaller companies as it
does in the larger reinsurers,” he
said.

The Bermuda market could impact
smaller reinsurers, too, said Bard Bu-
naes, chairman and CEO of Consti-
tution Reinsurance Corp. in New
York. If the Bermuda reinsurers ex-
pand into other lines of business,
“that might make it even more diffi-
cult for smaller reinsurers to prosper
and survive.”

As evidence of the consolidation

trend, Steven H. Newman, chairman,
president and CEO of Underwriters
Reinsurance Co. in Woodland Hills,
Calif., cites offers he has received
from other reinsurers looking to be
acquired.

Underwriters Re is being ap-
proached by “owners who are un-
happy wita the strategic situation
facing their company and would like
to either have a smaller part of a
more successful business or want to
abandon the business,” said Mr.
Newman.

“I think that you could orobably
pick almost any span of five years
going back to the late '70s and dis-
cover a bunch of reinsurers leaving
the business, a bunch of new ones
entering the business and some
amount of merger activity,” he ob-
served.

“I happen to think, though, that
we are in a period of consclidation,
in part because I've seen a lot of pro-

posals and in part because it just
feels like this is something that
ought to be happening,” he said.

Can smaller reinsurers survive?
They say they can.

“The way we ensure our surviv-
ability is we're striving to offer. . .val-
ue-added services beyond the capac-
ity we offer,” said David Forrest, se-
nior vp with Abeille Reassurance’s
U.S. branch in New York.

“We need to associate ourselves
more closely with the client, offer
them advice where we can give them
advice, pay our claims promptly, re-
spond to their needs and outperform
other companies that may offer
larger limits but do not service the
account as well,” he said.

“I don’t think there's any doubt
that we're going to see consolidation
of companies within the reinsurance
business, but does this mean we will
only end up with a very small num-
ber of absolutely giant risk-assuming

companies? I don't think that,” said
Tom Case, president and CEQ of
Frankona America Cos. in Kansas
City, Mo., which operates Frankona
America Reinsurance Corp.

“While we may see a concentra-
tion of business with larger organiza-
tions, there will certainly be room
for properly structured and properly
risk-assuming entities within the
business that are not necessarily gi-
ant in size,” he predicted.

Willis T. King Jr., chairman and
CEO of New York-based Willeox
Inc. Reinsurance Intermediaries.,
questioned whether the consolida-
tion trend will continue, given the
difficulty some large reinsurers may
have generating adequate return on
equity.

“You reach a point of diminishing
returns in terms of size,” he said, “I
think a lot of very, very large rein-
surers will have difficulty generating

Continued on next page
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reasonable return on their capi-
tal” just because of their size.

At the same time, “ceding com-
panies still are interested in
spreading catastrophe risk into a
broad marketplace,’”” which
should help the smaller reinsur-
ers, Mr. King added. Even though
consolidation in the industry con-
tinues, there will be room for
smaller reinsurers. “Small lines
are welcome on many covers, es-
pecially property catastrophe and
property clash exposures,” said
Mr. King.

Meanwhile, some observers be-
lieve that direct writing reinsurers
have taken a larger share of the
overall market.

There has been a shift away
from the intermediary market,
with market share now split about
50/50 between the two segments,
according to William E. Thiele,

president and chief operating offi-
cer of North American Reinsur-
ance Corp. in New York, a direct
market and unit of Swiss Reinsur-
ance Co.

“I think it's part of the consoli-
dation story, and part of the story
of the diminishing number of par-
ticipants,” said Mr. Thiele.

“A lot of the smaller reinsurers
were- active in the intermediary
market. There are only six direct
reinsurers and they're all fairly
large,” he said.

There has been a move away
from the intermediary market on
the property side as a result of the
Northridge earthquake this year
and Hurricane Andrew two years
ago, agreed Robert L. Osborne Jr.,
executive vp of A.J. Gallagher In-
termediaries Inc. in New York.

“It forced the broker market to
take a harder look at its book and
spread within certain geographi-

cal areas and, as a result of that
review, the broker property mar-
ket seems to have instituted a cut-
back in the amount of limits
available within those areas,” said
Mr. Osborne.

“I think it creates other oppor-
tunities for the direct market,”
Mr. Osborne said. “The broker
market is not in the position to
provide the capacity it once did
and therefore an underwriter has
to do whatever he can to get the
capacity he needs, so the direct
market is definitely a viable alter-
native to turn to.”

Others, however, maintain there
has not been a significant move
away from the intermediary mar-
ket. In fact, some observers say
that business once written exclu-
sively by the direct market is now
being partly written by companies
that use intermediaries.

“I see the lines of demarcation

in distribution systems through-
out the reinsurance industry as
changing dramatically,” said Mr.
Case of Frankona Re, an interme-
diary market. “Many programs
that at one time were totally ei-
ther direct or broker-driven are
now being shared.

“Direct companies because of
their size are going to probably
continue to grow in market
share,” he said. But, the overall
ceding company market is not
moving toward the direct writers,
he said.

NAC Re’s Mr. Mosca agreed: ‘It
appears to us that the intermedi-
ary market is very healthy and
competing effectively for business
with direct writers. In fact, we see
many instances where the inter-
mediary market is gaining access
to at least portions of programs
that had been until now ceded en-
tirely to one or more of the direct

When an accident on the job severed

two fingers on a carpenter’s hand, there was

only one chance to make the right decision on

medical treatment.

workers’ compensation claim was HCM. Our

case manager was on the case fast, working with

the local medical team. The decision was
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hospital, where a leading microsurgery unit
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long run. The successful microsurgery made

additional procedures unnecessary, and the
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reinsurers.”

There are two reasons for this,
he added.

First, “buyers of reinsurance
believe they get real value from
doing business with intermediar-
ies that they can’t get by dealing
directly and, second, insurance
buyers don’t want to restrict their
ability to purchase reinsurance
from a large and strong and
knowledgeable reinsurer to only
the direct writers.”

They want to avail themselves
of the resources available by dea’-
ing with the intermediary market,
as well, he said.

Others agree there is not a dis-
proportionate movement of busi-
ness toward the direct market.

“I haven’t seen that at all,” said
Philip W. Mitchell, chief executive
of Towers Perrin Reinsurance in
Philadelphia. “I would say there’s
very little movement of business
in either direction.”

Dan Eudy, executive vp of Hart-
ford Re Co. in Hartford, Conn.,
said the successful reinsurers that
will gain market share will be
those that are financially strong
and have a depth of expertise.

“I think that criterion applies
whether you're a direct” or bro-
ker-driven market, he said.

“When you look at the numbers,
the respective market shares be-
tween the direct and the broker
market really haven’t changed a
lot in the last 10 years,” said PMA
Re's Mr. Smithson.

“What is happening is that the
larger broker market reinsurers,
frankly, are as big as the directs
were not many years ago,” he
said. As a result, “there are a
number of broker market reinsur-
ers, including us, that can do
100% covers.”

For the most part, however, <he
business is still syndicated.

Buyers want to get a variety of
opinions and a clearer view of the
availability of market terms than
they can by just dealing with one
or two writers, said Mr. Smithson.

At the same time, though, these
buyers do have more restrictive
security requirements, “so the se-
lection is becoming fewer and
more limited,” favoring the top-
tier markets with their relatively
large capital bases.

Meanwhile, some observers be-
lieve more U.S. reinsurers wil: be
looking to Europe for acquisi-
tions. The transaction this sum-
mer between Gen Re and Cologne
Re is ‘‘potentially a sign of things
to come,” said Frederick Kist, At-
lanta-based head of Cooper & Ly-
brand's casualty actuarial and
risk management consulting prac-
tice.

Gen Re and Cologne Re signed
an agreement in July under which
Gen Re will acquire a controlling
interest in the German reinsurer.
The companies’ combined opera-
tions would be the world’s third-
largest reinsurer (see story, page
76).

More and more reinsurers are
seeing the U.S. market saturated,
with future premium growth com-
ing through expansion on a global
basis, said Mr. Kist.

Furthermore, European or Pa-
cific Rim reinsurers might need
capitalization from strong U.S
reinsurers: “I think that will re-
sult in opportunistic matches of
various reinsurers,” he said.

The flight to quality is also a
factor here, noted Michael Smith
an analyst with Lehman Brgs. in
New York.

“The flight to quality that we’re
seeing in Europe is making the
market very attractive for U.S. re-
insurance companies, particularly
those that are large and looking
for ways to grow,” he said. =
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Mixed reaction to Superfund reform failure

Reinsurers’ environmental liability troubles linger

By JUDY GREENWALD

awmakers' failure to ap-
prove Superfund autho-
rization in this session of
Congress means the en-
tire issue remains dan-
gling over the heads of
U.S. reinsurers.

And Superfund is only part of
the reinsurance industry’s ongo-
ing environmental liability prob-
lems. Coverage of state-mandated
environmental cleanups remains a
nagging problem as well, and
these must also still be addressed.

“It’'s not going away. In faet,
there’s a strong strain of logic that
says because Superfund was not
re-enacted this year, it’'ll be even
more difficult and perhaps even

more costly for the insurance in-
dustry next year,” said Alan
Levin, managing director at rat-
ing agency Standard & Poor’s
Corp. in New York.

Mr. Levin also pointed out the
entire industry has not been in
agreement with the latest Super-
fund proposal. Reinsurers have
been unhappy in particular with
the tax rate slated for reinsurers
in the establishment of the Envi-
ronmental Insurance Resolution
Fund in the most recent rewrite of
the bill (BI, Oct. 3). The EIRF
mechanism is designed to reduce
litigation between policyholders
and insurers over Superfund cov-
erage.

“The reinsurance industry is
clearly not on board with the tax,
so when an industry can’t come to
Congress with at least a united
front,” it makes it more difficult
for Congress to do something, said
Mr. Levin.

During the last session, the in-
dustry was preoccupied with is-
sues including the allocation of
cost among segments of the indus-
try and tax issues. There was also
some additional skirmishing be-
tween mature companies that had
a larger retroactive exposure and
newer companies that did not
have these past liabilities, said
William E. Thiele, president and
chief operating officer of North

American Reinsurance Corp. in
New York.

“The energy that goes into that
fight is not available to influence
the legislation in any more con-
structive way,” he said.

““I think it's debatable if any
legislation goes through Congress
the next few years,” said Michael
Smith, an analyst with Lehman
Bros. in New York. “The Republi-
cans are expected to make some
major gains in both houses and
they've very clearly made it their
business to block just about any
legislation the administration
tries to advance heading into the
general election in 1996."

However, Kaj Ahlmann, chair-
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man, president and CEO of Em-
ployers Reinsurance Corp., said
“Something will have to happen
next year."

“We do know we have a major
liability out there,” said Mr. Ahl-
mann, speaking for the entire in-
dustry. “And we also do know
that someone will have to pay for
it sooner or later.”

Several industry executives
questioned whether Superfund
reauthorization and the EIRF
taxes are the answer to the prob-
lem.

“I just don’t see anything that
would lead me to believe that we
would see a reduction in losses,”
said Robert L. Osborne Jr., presi-
dent of Arthur J. Gallagher Inter-
mediaries Inc. in New York.

“From past experience, I expect
it's going to have a negative im-
pact. It seems like the insurance
industry has become the scape-
goat for funding the environmen-
tal problems of the United
States.”

‘“As it stands, Superfund doesn’t
really address the issue,” said
William Yankus, vp with securi-
ties firm Fox-Pitt Kelton in New
York.

The level of proceeds from the
taxes that were discussed as part
of the proposed legislation would
not have been nearly sizable
enough to address the issue, he
said. And, litigation would still be
possible.

Others point out there are other
sites not even covered by Super-
fund.

The “‘real issue” is who should
be sharing the overall cost, said
Paul Malvasio, senior vp with
NAC Reinsurance Corp. in Green-
wich, Conn. Billions of more dol-
lars will be needed to cover the
many state sites not covered by
Superfund, he said.

“I'm not sure how Superfund
addresses all those liabilities,” he
said.

Gary Ransom, senior vp with
insurance securities analyst Con-
ning & Co. in Hartford, Conn.,
also pointed out the Superfund
sites are only part of the problem.

“Superfund is one step down
the path of resolving this whole
problem and I look at Superfund,
even though it will force compa-
nies to take specific financial hits,
as something that won't dramati-
cally change the economics of the
whole picture.”

_ As time goes on, it will become
clearer what each company's en-
vironmental exposure might be,
said Mr. Ransom. “But in some
ways the reinsurers—especially
the larger ones—are sufficiently
strong. It's a manageable problem.
They are sufficiently profitable.”

The companies that will be most
in trouble are primary companies
with unprofitable current opera-
tions that are further dragged
down by environmental charges,
said Mr. Ransom. '

Less optimistic was Mark
Mosca, senior vp and chief under-
writing officer for Zurich Rein-
surance Centre in New York. “I
think ultimately the reinsurance
industry is going to be responsible
for a great deal more environmen-
tal liability than is reflected now
in the balance sheets,” he said.

“How that is shaped by changes
in legislation is anybody's guess.
But there is no legislation I can
imagine or foresee that is going to
eliminate that overhang of very
large liabilities that will be borne
in significant part by reinsurers,
at least reinsurers who were in
business prior to the past immedi-
ate few years,” said Mr. Mosca,
who added that as an officer of a
relatively new company, this is a
“great relief.” | Bl |
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Spotlight report

Security concerns reshape reinsurance

By JUDY GREENWALD

rimary insurers con-

tinue to closely scruti-

nize the security of

their reinsurers due to

concerns over whether

their reinsurers will

still be around years

down the road to pay their claims.
These same concerns also are
encouraging the consolidation of
the reinsurance industry into

larger and fewer players.

“I think as a general trend
worldwide, you will find that
chief executives of primary com-
panies are very selective when
they choose their reinsurers,” said
Kaj Ahlmann, chairman, presi-
dent and chief executive officer of
Employers Reinsurance Corp.

Primary companies are select-
ing among a “handful or two” of
major players in order to be sure
they get a competitive price. But

they do not want to spread the
business among as large a number
of reinsurers as they once did, said
Mr. Ahlmann.

Surplus is an important factor
in evaluating security.

“Where we see the biggest
change is in some very large stock
companies,” said David Forrest,
senior vp with the U.S. branch of
Abeille Reassurance in New York.
“They have elevated their security
list to prohibit reinsurers with

surplus under a certain size to
even see their treaties.”

In some cases, he said, primary
companies are demanding a mini-
mum surplus of $150 million, he
said.

However, the process goes way
beyond looking just at the size of
surplus.

Insurers “are asking us to take
every precaution possible to make
certain that we're placing their
business with very secure mar-

More capacity.
Fewer letters.

There’s a lot that’s new at Phoenix Reinsurance
Company. For starters, there’s our name. On July
31, we became PXRE Reinsurance Company.
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we started with, we’re also pleased to announce
that some things haven’t changed. Our cautious
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in an average of 48 hours and pay 90% of claims
within 3 days. And you can still learn about us by
contacting your reinsurance intermediary, or by
calling PXRE’s Michael Bleisnick (Domestic
Treaty) or Gordon Forsyth (International Treaty)
in New York, or Alain Tounquet in Brussels.

REINSURANCE COMPANY
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1(212) 837-9520 (New York) ® 32 (2) 231-13-55 (Brussels)
Member of BRMA (Brokers and Reinsurers Marketr Associatior)

Helping clients tame
big CAT’s since 1982

kets,” said Philip W. Mitchell,
chief executive of Towers Perrin
Reinsurance in Philadelphia.

“We have to do extensive re-
search and financial analysis of
the reinsurers that we place busi-
ness with that goes far beyond
just determining their ratings
from the various agencies,” he
said.

“The reinsurers must meet cer-
tain objective criteria, such as our
analysis of their annual and some-
times quarterly financial reports,
risk-based capital requirements,
and also certain subjective crite-
ria such as analysis of their own
retrocessional program and our
insights gained from ‘street talk’
as to the management and as to
how well a company is underwrit-
ing and is being managed in gen-
eral,” said Mr. Mitchell.

Typically, insurance buyers be-
gin by looking at reinsurer rat-
ings. Then, “most companies go
beyond that and do their own fi-
nancial analysis,” said Paul Mal-

‘(Security problems)
are problems from
the '60s and '70s,’

says Willis T. King Jr.
“of Willcox Inc.

vasio, senior vp with NAC Rein-
surance Corp. in Greenwich,
Conn.

For instance, buyers want to
make sure the people running the
organization understand the busi-
ness they are underwriting and
are a committed market in terms
of the risks that are assumed.

If a buyer, for instance, puts out
a line of $10 million or $20 mil-
lion, it wants to be sure that the
reinsurer is large enough, stable
enough and has the expertise and
commitment “to be there for a
long time,"” said Mr. Malvasio.

The quality and commitment of
the management are factors taken
into consideration as well, said
Mr. Malvasio. “What we see hap-
pening more and more is compa-
nies looking to have partnerships
with their reinsurers,” he said.
With that partnership comes a
commitment to provide the ser-
vices for a long time, he said.

There is nothing really new
about security concerns these
days, though, observers point out.
“I don't see greater concern, be-
cause I think the concerns were
elevated years ago, and so they
continue to be very concerned,”
said Abeille Re’s Mr. Forrest,

“I don’t think this is anything
different than we've been through
in the last five to seven years, to
be honest with you,” agreed Rob-
ert L. Osborne Jr., president of
Arthur J. Gallagher Intermediar-
ies Inc. in New York. “It’s a con-
tinuous evaluation of the finan-
cials of the reinsurance markets.
Each one has to stand on its own.”

Willis T. King Jr., chairman anc
CEO of Willcox Inc. Reinsurance
Intermediaries in New York
agreed. “Security continues to be
a sensitive issue and it's one that’;
examined closely,” he said.

“But this is an issue that’s five
or ten years old. The problem:
with security are not current yea:
or going forward. They're prob
lems from the 60s and 70s.”

However, Bard Bunaes, chair
man and CEO of Constitution Re
insurance Corp. in New York, sait
if anything, the security process i
intensifying “because of the envi
ronmental exposures now and th
problems of collecting 20-, 30-
40-year old losses.” | B
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Little impact seen from risk-based capital

By JUDY GREENWALD

he new property/casualty
risk-based capital guide-
lines to be implemented
by the National Assn. of
Insurance Commissioners
are of little concern to re-
insurers who say they
meet the standards now.

The standards could, however, in-
‘rease demand for reinsurance, some
=xecutives note.

“(It's) one more opportunity to
ook at the potential solvency issue
of an organization, but I don't see it
pecoming the all-encompassing mea-
sure of industry strength,” said Tom
Case, president and chief executive
officer of Frankona America Cos. in
Kansas City, Mo., which runs Fran-
kona America Reinsurance Corp.

Risk-based capital rules set by the
NAIC essentially require more capi-
tal to support assets and liabilities
that are deemed risky (BI, Feb. 14).

Life and health insurers and rein-
surers were required to report their
risk-based capital levels in their
1993 statutory statements, while
property/casualty insurers and rein-
surers will report them in their 1994
statements, due in March 1995.

Alan Levin, managing director at
rating agency Standard & Poor’s
Corp. in New York, said the guide-
lines will probably have very little
impact on the reinsurance industry.

“Risk-based capital is designed to
raise the safety net,” but with most
primary companies already demand-
ing capital bases far in excess of the
minimum guidelines, the industry’s
leading companies will not be signif-
icantly affected, said Mr. Levin.

Paul R. Davies, chairman and
CEO of Aon Reinsurance Inc. in Chi~
cago, also said the guidelines will
have little impact “unless there's
some changes. Most of the compa-
nies would pass the risk-based capi-
tal test, so I don’t think it's really go-
ing to have that much (of an effect).”

“I think they will have a relatively
minor effect on the industry,” agreed
Mark Mosca, senior vp and chief un-
derwriting officer at Zurich Reinsur-
ance Centre in New York. He said he
sees little effect now, and “the ma-
jority of the market will either not
be constrained by risk-based capital
or will find ways to deal with any
potential problems they see.” While
there will be exceptions, they won’t
be particularly important to the mar-
ketplace, he added.

Right now, the risk-based capital
guidelines have no impact on the re-
insurance industry, said William
Yankus, an analyst with Fox-Pitt
Kelton in New York. While the
guidelines will “certainly change the
way in which some managers ap-
proach their business” in terms of
keeping a closer watch on capital,
they will not have a broad-based im-
pact on the industry, he said.

Some executives aren’t so sure.

“I think it's too early to tell right
now” what the guidelines’ impact
will be, said David Forrest, senior vp
with the U.S. branch of Abeille Re-
assurances in New York. “We are
quite conservative in our investment
portfolio, so it has not affected us.

“But I would assume as reinsurers
get used to applying this formula, it
may or may not have an effect on
their investment portfolio. . .though I
don’t think we have many compa-
nies at this point in time that are
heavily involved in either junk bonds
or in the stock market.”

One reinsurer executive who sees
the risk-based capital guidelines as a
consideration is Edwin M. Millette,
chairman and CEO of TIG Reinsur-
ance Co. in Stamford, Conn.

TIG Re is now considering the

guidelines as part of its 1995 busi-
ness plan.

“It influences what we perceive as
margin in our business and yes, that
does drive our decisions,” said Mr.
Millette. As the reinsurer begins to
consider 1995, “it will play a role as
it filters down to each account.”

Willis T. King Jr., chairman and
CEO of Willcox Inc. Reinsurance In-
termediaries in New York, said the
guidelines are causing some confu-
sion in the market.

“The people that are putting out
risk-based capital are claiming it
should not be used as a security cri-
teria,” but it will be, he said.

Some observers say while it will
not have an immediate impact on
most reinsurers, the formula could
have one in a future hard market.

“At the moment, I would say it
has no effect because everyone is in
good shape from a risk-based capital -
standpoint,” said John W. Smithson,
chairman and president of PMA Re-
insurance Corp. in Philadelphia.

“It will come into play when pre-
miums start going up because of the
way the (NAIC) charged the risk-
based capital formula for growth,”
Mx. Smithson said.

Paul Malvasio, senior vp with
NAC Reinsurance Corp. in Green-
wich, Conn., agreed. While he said
the top-tier companies are not really
going to be affected by risk-based
capital now, “over time, as some of
the companies continue to write
more business or leverage up, you
could find constraints.” For example,
in a hard market with volume in-

creasing, you “could find yourself in
the odd position of needing more
capital because of risk-based capi-
tal,” said Mr. Malvasio.

Other executives see only an indi-
rect effect on reinsurers.

“It will generate more business for
reinsurers because some of our cli-
ents will have to use reinsurance to
meet their requirements as far as
risk-based capital is concerned, so
we don’t consider that as a bad
thing,” said Kaj Ahlmann, chairman,
president and CEO of Employers Re-
insurance Corp.

William E. Thiele, president and
chief operating officer of North
American Reinsurance Corp. in New
York, said, “We believe there’s been
a migration of business, particularly
personal lines business, away from

big national carriers toward smaller
regional companies and some of
them are outgrowing their capital.

“Reinsurance is one possible tool
when the capital’s inadequate to
support the revenue, so we're seeing
reinsurance coming from smaller
companies that are growing rapidly,”
said Mr. Thiele, adding that the
guidelines are contributing to this
volume.

Frederick Kist, head of Coopers &
Lybrand’s casualty, actuarial and
risk management consulting practice
in Atlanta, said insurers with large
quota share positions may look to-
ward reducing their reinsurance ces-
sions for the purposes of risk-based
capital, assuming they've got to
worry about the guidelines.

But many of the reinsurance pro-
grams underwritten are excess-of-
loss programs and generate small
credit risk charges for ceding insur-
ers, he said. | Bl |
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By JUDY GREENWALD

he financial reinsurance

market is continuing to

flourish, albeit within

much narrower con-

straints than it once did.

A double whammy of

regulatory changes and

accounting rules has depressed

volume and has driven some mar-

ginal players from the market, but

demand for financial reinsurance

remains and the market is re-
sponding with new products.

“It's a market that can grow
rapidly and shrink and re-orga-
nize and have product cycles, so I
think it’s going to be around for a
long time. You just can't describe
what it is, or what it is going to

look like because it's going to be
constantly changing,” said Gary
Ransom, senior vp with securities
analysis firm Conning & Co. in
Hartford, Conn.

“I think there'll always be play-
ers in that market, some more cre-
ative than the next guy,” said Wil-
liam Yankus, vp with securities
firm Fox-Pitt Kelton in New
York. “Clearly that market exists,
but to a much lesser extent than it
used to.”

While many reinsurers that only
dabbled in financial reinsurance
have left the market, those com-
panies dedicated to the business
have managed to replace products
like funded catastrophe covers

that are discouraged under the re-
cent rules changes.

“With the current accounting
rules it’s more difficult to struc-
ture a financial reinsurance
treaty, but it is possible,” said
David Saurnick, senior vp and ac-
tuary with F&G Re Inc., a Morris-
town, N.J.-based unit of USF&G
Corp., which expects to write
about $100 million in financial re-
insurance premiums this year.

“In short, it isn’t dead despite
the recent accounting rules,” said
Mr. Saurnick.

Two recent rules from the Fi-
nancial Accounting Standards
Board discouraged use of several
popular products.
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As rules change, financial reinsurers adapt, survive

Rapidly changing market loses volume, but not nerve

Last year, at the urging of the
Securities and Exchange Commis-
sion, FASB adopted a rule, known
as EITF 93-6, that virtually elimi-
nates the benefits of funded cat
covers. Obligations owed to rein-
surers under multi-year contracts
must now be reported as liabili-
ties by ceding companies and as-
sets by reinsurers.

Conversely, if a ceding company
stands to make a profit under a
multi-year contract because of
good loss experience, that amount
must be booked as an asset while
the reinsurer reports it as a liabil-
ity.

Requiring ceding companies to
report the amounts owed to rein-

AT

surance companies as liabilities
effectively means funded cat cov-
ers can no longer be used to
“smooth out” balance sheet vola-
tility over several years.

The other important accounting :
regulation is FAS 113, which gov-
erns the reporting of transactions
by publicly-traded insurers using
generally accepted accounting
principles.

Under the 1992 rule, a contract
will be considered reinsurance
only if it transfers “significant in-
surance risk” to the reinsurer and
it is “reasonably possible” the re-
insurer will suffer a “significant
loss” under the contract.

Early next month, representa-
tives of FASB, the SEC and the
American Institute of Certified
Public Accountants are scheduled
to meet to discuss whether more
detailed guidance in applying the
rules is needed and, if so, who
should provide it.

“None of that’s been decided
yet,” said Kevin Meade, a FASB
practice fellow who attended a
similar FAS 113 meeting in Sep-
tember. What emerges ‘‘could
range the gamut from nothing to
some technical guidance from any
of those three groups.”

If applying the new rules can be
difficult, tracing their impact on
some companies is not. ‘

At NAC Reinsurance Corp., fi-
nancial reinsurance business,
which was never a very large part
of its writings, has now “dwindled
down to nothing,” said Paul Mal-
vasio, senior vp in Greenwich,
Conn.

‘““Because of the accounting
rules changes, there’s been less
flexibility from the buyers’ stand-
point to use some of the financial
products. They've generally gone
back to the more conventional re-
insurance products,” said John
Smithson, chairman, president
and CEO of PMA Reinsurance
Corp. in Philadelphia.

“There are different products
out there. We were a buyer of
some of those and we are not to-
day, and I think a lot of compa-
nies have taken the same position
we are,” said Richard E. Cecle,
chairman and CEO of Chartwell
Reinsurance Co. in Stamford,
Conn. _

“Especially if there is any
chance of going public or you're a
public company you have a diffi-
cult time explaining this away, so
there’s much less activity in the fi-
nancial reinsurance area.

“If you comply with the regula-
tions, (the covers) don’t do as
much for you as they used to,
therefore the need to buy them
isn't there. We're only buying tra-
ditional risk covers,” said Mr.
Cole.

“I would say it's still a viable
market” but “it’s changed consid-
erably since those rules came into
being,” said Urban Koagedal, a
partner at reinsurance intermedi-
ary The Tretis Group Inc. in San
Francisco, who sees less financial
reinsurance being written. Deals
that would have been very fi-
nance-oriented in the past now
contain more risk, he said.

“Legitimate deals will still be
able to be done, and those that are
questionable have sort of falien
off the table. It's going to be very
difficult today and in the future to
do deals that really are question-
able and don’t have some risk in-
volved in them,” said Mr.
Koegedal.

“There’s still possibilities and
there are still some very good re-

Continued on page 32
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insurers out there willing to write
it,” he added. “It’s a matter of find-
ing a client with that type of need
and matching it with a reinsurer.”

There are fewer reinsurers willing
to devote resources to developing
the market, though.

The list of reinsurers willing to
write financial products has
changed little in two years, David
Koegel, senior vp at reinsurance in-
termediary Gill & Roeser in New
York. But companies might be de-

voting less time and effort to devel-
oping the business.

One reason that the volume is de-
clining is available catastrophe ca-
pacity, said Steve Patterson, senior
vp at the New York-based Atrium
Corp., a reinsurance intermediary
subsidiary of North American Rein-
surance Co. that operates as a finite
risk facility.

“At least a major portion of the
market is driven by property cat ca-
pacity or lack of capacity and right
now there seems to be a reasonable
balance between capacity and what
the client companies are willing to
pay for cat protection. We're not

seeing as much activity as we did.”

He added, “We remain convinced
that finite risk is an extremely effi-
cient product and in many cases
more efficient than traditional rein-
surance, and there is a permanent
and expanding position for it in the
reinsurance marketplace.”

‘I think finite products have ad-
justed to the accounting and regula-
tory requirements,” said Mr. Patter-
son. And, he added, when an imbal-
ance between supply and demand
develops “you will once again see
activity.”

Lower margins are a factor here
as well, said Ajit Jain, president of

the reinsurance division of Berk-
shire Hathaway Inc. in Stamford,
Conn. He said the reinsurer is writ-
ing less financial reinsurance be-
cause both margins and demand are
down.

“We. have withdrawn from ac-
tively marketing the product, but
the phone still rings every once in a
while and we get a transaction
someone wants to write and if we
can agree on terms we write it.”

“I think the market won’t totally
disappear,” said Mr. Jain. “I think
people will adapt and redesign the
product and there will certainly be
fewer deals done, but deals will be
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done. And my guess is if the market
hardens, more deals will be done.”

Those reinsurers still in the mar-
ket are “doing very well,” said Kirk
Roeser, Gill & Roeser’s president.
“Their products are probably get-
ting more sophisticated and at the
end of the day theyre delivering
something of greater value to their
clients, and where that greater value
comes from is more and more
they’re mixing risk coverage and fi-
nancial protection coverage.

Nearly all transactions being done
today are prospective and most, be-
cause of EITF 93-6, are 12-month as
opposed to multiyear, said Mr.
Roeser.

One currently popular offering is
aggregate excess loss ratio covers.
These products cover all kinds of
losses excess of a loss ratio, often set
around a company’s budgeted loss
ratio, helping keep a company on its
budget.

They are popular because the cov-
erage is useful, and it can be used to
replace some expensive catastrophe
coverage, said Mr. Roeser.

“The other thing appealing is, if
done correctly, they're not very con-
troversial,” said Mr. Roeser. “They
fit fairly nicely within existing ac-
counting rules and you're not push-
ing the rules to the limit.”

Another popular product today is
finite-risk quota shares.

These are being written either to
produce surplus relief or to help in-
surers comply with risk-based capi-
tal regulations, said Atrium’s Mr.
Patterson.

“There continues to be certain
funding plans written to address ei-
ther unique exposures or layers of
coverage where it's not economically
reasonable to buy it in the tradi-
tional market,”” Mr. Patterson ex-
plained.

Despite the move to prospective
contracts, retrospective contracts
are still in demand, said Richard
Black, who with Michael Cascio re-
cently left Centre Reinsurance (Ber-
muda) Ltd. to run finite risk rein-
surer Stockton Reinsurance Ltd. (
BI, Aug. 15). Stockton Re's business
is expected to be about 75% pro-
spective and 25% retrospective.

“We'll be writing presumably
lines of business with a long tail”
he said. “That certainly will be
where our particular strength lies.”

Stockton Re expects to write
about $50 million business by the
time its fiscal year ends March 31,
although the final number could ac-
tually vary widely because one or
two larger transactions could distort
that number, said Mr. Cascio.
Stockton Re is wholly owned by
Commodities Corp., the largest
shareholder of which is a Japanese
financial services firm, Orix Corp.,
which owns 37%.

“We have had a significant flow
of inquiries and submissions from
the broker community as a whole
and we're very encouraged by the
reception that we've gotten from the
broker market,” said Mr. Cascio.

Meanwhile, some reinsurance ex-
ecutives doubt that financial rein-
surance volume is declining at all.

“I think there's just as much being
written in the last year or two as in
the years prior,” said Mr. Black.

“Centre Re’s volume has not de-
clined,” said Michael Palm, presi-
dent of Centre Reinsurance (Ber-
muda) Ltd. He said Centre Re ex-
pects to set new marks for new
transactions, numbers of new clients
and premium volume in 1994.

“At least from our point of view,
the accounting changes do not ap-
pear to have fundamentally altered
the business,” he said. They have re-
quired some product structure
changes, but Centre Re and its cli-
ents have come up with structures
that comply with the guidelines.

Continued on page 36






36 / Business Insurance, October 31, 1994

Spotlight report

Financial

Continued from page 32

“The success of the finite risk
business is based on the economic
characteristics of the business,
which are attractive to buyers, and
not accounting gimmickry,” said
Mr. Palm.

And, Mr. Palm asserted there still
remains a demand for finite risk re-
insurance for property risks.

“Buyers are still not finding as
much traditional capacity in these
heavily exposed areas as there is an
appetite for coverage,” he said. Both
Centre Re’s finite risk and tradi-
tional property coverages are writ-
ten through Centre Cat Ltd.

While Bermuda-based Scandina-
vian Reinsurance Co. Ltd. did not
have a “bumper crop” this year, nei-
ther was volume low, according to
W. Dave Brining, senior vp and

T

chief financial officer.
“We always say we're trying to

-get 20 to 30 contracts a year,” and

now “we're certanﬂy on track to be
around 20,” said Mr. Brining, and
the reinsurer could wind up with
more,

While deals now have to pass the
accounting rules’ muster, “that does
not seem to have reduced the luster
of financial reinsurance, and there's
no reason why it should if you really
think about it,” said Alan Levin,
managing director at rating agency

Standard & Poor’s Corp. in New

York,

“Creative transactions that have
financial ramifications is a legiti-
mate business, and there is a legiti-

* mate need for it. The reality of life is

demand for reinsurance is high in
all forms, because primary insurers
need capital and reinsurance is a
source of capital to the primary in-
dustry,” said Mr. Levin. [ B |

Calm after the storm in London

Reinsurers that survived the tumult
begin restoring luster to crown jewel
of the world’s reinsurance markets

By CAROLYN ALDRED

onfidence is slowly but
certainly returning to
the London reinsur-
ance market after years
of shrinking capacity.
As the surviving
companies in the mar-
ket boost underwriting efforts,
they are being joined by new sub-
sidiaries of European, U.S. and
Bermuda-based companies that
see London as a key part of the
global reinsurance market.

“The mood generally is very up-
beat,” said Victor Blake, chair-
man of CNA International Rein-
surance Co. Ltd. and founder of
the London Underwriting Centre
complex, which is home to many
London reinsurers.

“Reinsurers have come through
a difficult time and are much bet-
ter disciplined. There are fewer of
them, but the ones that have sur-
vlved have beefed up thelr capi-
tal,” he said.
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(Underwriting) Agencies Ltd., a
leading market for U.S. liability
business, and dozens of failures of
Lloyd’s of London syndicates and
other London companies.

Still, Mr. Blake said he believes
“there is still a desire on the part
of the U.S. buyer to do business in
.London.”

Despite the loss of some prestige
and power in recent years, other
London market executives agree
that London remains an impor-
tant market.

“London is still the most impor-
tant international reinsurance
marketplace,” said Ken Dare,
chairman of Zurich Re Ltd.

“You only have to look at the
number of people coming to the
London market from the United
States to know that we are still
the world leaders,” said Mr. Dare.

“Other countries have reinsur-
ance centers, but nowhere else
functions like a market,” said
Philip Marcell, chairman of
Unionamerica Insurance Co. Ltd.
and a council member of the Lon-
don Insurance & Reinsurance
Market Assn. )

With its extensive network of
brokers, underwriters and sup-
port services, London is a “mas-
sive conduit where business can
be done very quickly,” he said.

“London will remain a signifi-
cant market in terms of its ability
to price, lead and innovate,” pre-
dicted Charles Catt, managing di-
rector of NAC Re Ltd. of London,
a new unit of NAC Reinsurance
Corp.

But Brian Rothwell, marketing
director of E.W. Payne Ltd., the
reinsurance brokerage unit of
Sedgwick Group P.L.C., says the
London market will not regain the
ground it has lost until the British |
tax on reinsurers’ loss reserves
parallels more favorable tax
treatment elsewhere in Europe.

“Until we have a level playing
field, London will not be able to
compete as effectively,” he argues.

However, “there are very, very
positive signs with new capital

coming into London,” he said.

Indeed, insurers’ perception of |
the London reinsurance market is |
improving already, he said. “The
world’s insurers need a healthy |
reinsurance market in London,
and we owe them it.”

Although Mr. Rothwell believes
there may be a few more compa-
nies and several Lloyd’s syndi- |
cates that will close up shop in the
next year or so, he thinks most of
the weak reinsurers have already |
closed their doors and that the
market is “‘very near the bottom"”
of its bad times.

Over the last few years, nearlyJ
60% of Lloyd’s syndicates folded; |
more than 60% of Lloyd’s under-
writing agencies merged, were |
taken over or shut down; and the |
London company insurance and|
reinsurance market shrank 30%,3
according to DYP Insurance &
Reinsurance Research Group Ltd. |

That consolidation has left|
fewer players, much stronger bal-|
ance sheets and an overall stron-|
ger market, the firm concluded in
a recent report commissioned by
the Assn. of British Insurers, the,
Institute of London Underwriters' ]
and LIRMA, |

In both the insurance and rein-;
surance markets, “the process of!
natural selection has usually{
meant that the survivors are those]
with wider skills and better re-
sults,” said the report, which'
didn’t specify the period covered. §

Capacity may again be increas-;

Continued on page 38
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London

Continued from page 36

ing following the consolidation,
according to DYP and brokerage
and underwriting executives.

It is difficult to calculate the to-
tal amount of reinsurance pre-
mium written in London because
of the number of reinsurers and
the diversity of business.

London accounted for about
13% of unspecified world reinsur-
ance premiums in 1992, the last
year for which figures are avail-
able, said DYP. LIRMA members
and a few non-member London
companies wrote a total of 2.2 bil-
lion pounds ($3.33 billion) of net
reinsurance premiums in 1992,

That figure includes only busi-
ness accounted for on a three-year
basis. That is the traditional
method in London, though more
international business now is be-
ing accounted for on an annual
basis.

Lloyd's syndicates wrote 5.2 bil-
lion pounds ($7.88 billion) in gross
reinsurance premiums in 1992 and
5.3 billion pounds ($7.84 billion)
in 1993, according to Lloyd's.

Currently, existing and new
companies are infusing the mar-
ket with capital.

“Reinsurers have recapitalized
and regrouped and are going for-
ward with new confidence. They
have had a couple of years (of im-
proving rates) to rebuild and are
stronger and more buoyant,” said

Tony Gasking, the London branch
manager of Spanish reinsurer
Mapfre Re Compagnia de Reaseg-
uros S.A.

Regulatory and buyers’ de-
mands on reinsurers to boost their
capital has forced many smaller
companies out of the market, but
it has strengthened bigger ones.

“It is much more difficult to op-
erate now in London unless you
have a minimum capital of $100
million,” said CNA Re's Mr.
Blake. “There’s a tendency for
brokers to shop less widely to
place business. They are looking
at the top 30 or 40 reinsurers in
the market rather than the top
100. If you are a reinsurer in the
top category, you are probably
seeing more business. If not, you

are probably struggling.”

Parent CNA Financial Corp.
last year boosted CNA Re’s capi-
tal by $25 million to $175 million,
and it plans a another injection of
$25 million in 1995, he said.

CNA Re expects to write more
than $500 million in gross premi-
ums in 1995, which represents a
50% increase in two years, Mr.
Blake said. Ninety percent of its
premiums is reinsurance.

Zurich Re, one of the most in-
fluential players in London, also
expects to boost its gross written
premiums to 330 million pounds
($538.7 million) in 1994 from 290
million pounds ($429 million) in
1993, according to Chief Operat-
ing Officer Stephen Cane.

In the last year or so, Zurich Re
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INSURANCE WORLD FOR
A SPECIALTY MARKET?

Then take a look at Ranger Insurance. Benefit from
years of experience, a professional staff of
underwriters, claims and field technicians.

For over 50 years, Ranger Insurance has successfully
provided specifically designed insurance for niche
markets and specialty programs.

We are seeking out new and diverse programs to
protect as only Ranger can.

"A" Rated, Licensed in Fifty States

Call or Fax:

NEW PRODUCTS UNIT
1-800-392-1970, Extension 8314
Fax: (713) 954-8320

. & 4
L

RANGER

INSURANCE

P.O. Box 2807, Houston, Texas 77252-2807

has hired 45 additional staff from
throughout the London market,
including underwriters from the
Merrett Group P.L.C. and Anglo
American Insurance Co. Ltd.,
which was bought by Zurich In-
surance Group subsidiary Centre
Reinsurance Holdings Ltd. (BI,
June 6).

The company plans to continue
expanding, although at a more
gradual rate.

Zurich Re has 100 million
pounds ($163 million) in capital,
and Mr, Dare sees “good opportu-
nities for well-capitalized compa-
nies in the London market.”

New players coming into Lon-
don include Bermuda companies
that have recently opened contact
offices there, and Mapfre Re,
which opened a branch office in
May this year after receiving a li-
cense to write reinsurance from
the British Department of Trade
and Industry.

The Spanish reinsurer has had a
contact office in London since
1991 and has long wanted to have
a base there, Mr. Gasking said.
“London may no longer be the
only reinsurance center, but it's
going to continue to be the most
important one.”

Mapfre Re writes non-propor-
tional, excess-of-loss and faculta-
tive reinsurance, and it plans to
write 10 million to 12 million
pounds ($16.3 million to $19.6
million) of treaty excess-of-loss
reinsurance in 1995, he said.

Another recent entrant in the
London market is NAC Reinsur-
ance International Ltd., which re-
ceived a DTI license to write rein-
surance last December.

The company, capitalized at 50
million pounds ($81.6 million), is
writing international property
and casualty reinsurance on a
proportional and non-propor-
tional basis. Its parent company,
NAC Reinsurance Corp. of Green-
wich, Conn., recorded policy-
holder surplus of $401.7 million
for the first half of 1994.

“NAC Re wished to enter the in-
ternational arena to access inter-
national clients and to support its
U.S. clients,” said Charles Catt,
managing director,

Mr. Catt estimates that the Lon-
don company will write 25 million
pounds ($40.8 million) in premi-
ums in its first year of operation.

He predicts that more compa-
nies will set up in London in the
near future. “I understand that
there are exploratory talks with
new companies, including at least
one U.S. company, and I think we
will see further new capital in
London.”

One reason that London market
executives give for the newfound
optimism is the London Under-
writing Centre.

The building, which consists of
nine trading floors, provides facil-
ities for 23 companies, or about
half of the market outside of
Lloyd’s.

“It has brought a cohesion and
focus into the market and created
a greater efficiency,” said Mr.
Dare of Zurich Re, which has its
offices in the building.

On a similar note, Mr. Marcell
said he believes it is becoming in-
creasingly important for reinsur-
ers in London to operate from
within the LUC or near Lloyd's
headquarters on Lime Street.

“The LUC building is very good
for brokers who like market-
places,’” said Sedgwick’'s Mr,
Rothwell, noting that the building
“cuts down our costs and in-
creases our efficiency.”

Another reason for the opti-
mism may be LIRMA, which
emerged from the 1991 merger of

Continued on page 42



Being comfortable with risk
has made Winterthur Re one

of America's top 20 reinsurers.

We provide brokers with consistent,
reliable reinsurance capacity and the

highest quality of reinsurance services.

We're known throughout the industry
for our professionalism. And our
reputation for financial security and

Strength dates back to 1875.

For traditional or customized
reinsurance, call Winterthur Re.

We're right at horme with risk.
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Winterthur Reinsurance
Corporation of America

Two World Financial Center
225 Liberty Street

New York, NY 10281

(212) 416-5700

1075 Bay Street
Toronto, Ontario M5S 2W5
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Whether it’s the Atlantic, the Pacific,
or the Caribbean, risk is everywhere.
Think of Andrew’s huge, unanticipated
losses. Or the winds of Iniki.

But it isn’t just wind and

storm damage that drives

professional reinsurers dropped out of the
reinsurance race. Permanently.

North American Re has proven its staying
" power through every kind of
man-made and natural

disaster since 1910.

reinsurers off course. We have the backing of

Many other reinsurers today T Swiss Re’s global reinsurance

: : _ All 1

just don’t have the stamina it a gentle b;zz(;ﬁ ;",.’m —_ network to help us serve the
. . a hurricane. o

takes to climb the mountains North American market.

of asbestos claims. North American Re.

ln fact, in just the past decade, almost 200

The reinsurer that goes the distance.

NORTH AMERICAN [R€

A MEMBER OF THE SWISS RE GROUP

NORTH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8000 ATLANTA BOSTON CHICAGO DALLAS LOSANGELES NEW YORK PHILADELPHIA SAN FRANCISCO
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the Policy Signing & Accounting
Center and the Reinsurance Of-
fices’ Assn.

PSAC previously managed a
policy signing and accounting bu-
reau for non-marine companies in
the London market. The ROA was
an association of reinsurers with
operations in London. Before the
merger, there was much overlap
in the two organizations’ techni-
cal work.

“The result of the merger is an
international organization com-
mitted to a strong and effective
reinsurance market,” said the
DYP report that was commis-
sioned by LIRMA and other
groups.

LIRMA now has 104 full mem-
bers and 120 associate members,
according to Mary Louise Rossi,
the group’s director general.

LIRMA provides centralized
closing, accounting and settle-
ment services, which permits all
member companies to issue a sin-
gle policy form. It also streamlines
policy checking and claims settle-
ment.

Some 521,000 cases in 1993 and
532,000 in 1992 were processed
through its policy signing bu-
reaus, according to the DYP re-
port. Premiums processed in-
creased to nearly 3 billion pounds
($4.44 billion) in 1993 from 2.6
billion pounds ($3.93 billion) in
1992.

Processed claims fell in 1993 to
2.4 billion pounds ($3.55 billion)
from 3 billion pounds ($4.53 bil-
lion) in 1992.

LIRMA joined forces in 1993
with the Institute of London Un-
derwriters, which represents
many of the company market's
marine underwriters, to create a
single processing bureau called
the London Processing Centre.

LPC, which is based in Folke-
stone, Kent, became operational
this year and likely will process
the paperwork for 5 billion
pounds ($8.17 billion) in premi-
ums this year.

LIRMA also is one of the found-
ing shareholders of LIMNET, a
new version of the electronic plac-
ing system that is expected to dra-
matically increase the number of
transactions handled electroni-
cally.

Mainly due to the increased co-
hesion in the London market and
the improved administrative sys-
tems, London has proved to be
particularly efficient in a truly
testing time for the insurance and
reinsurance industry as a whole,
London executives say.

“In the event of recent catastro-
phes, money has moved out of
London very quickly and we're
getting more efficient,” said Zur-
ich Re's Mr. Dare.

In this regard, Mr. Dare believes
that other reinsurance markets,
notably Bermuda, will find it dif-
ficult to beat London.

“London is used to handling a
lot of business. We have the ad-
ministrative backup and re-
sources to handle it,” he said.

Many Bermuda-based reinsur-
ers, however, would take issue
with this assessment since they
pride themselves on their quick
claims payment via electronic
fund transfer.

Many people believe it was es-
sential for the London company
market to strengthen its position
and improve its cohesion because
of continuing uncertainty sur-
rounding the Lloyd's market.

“London has always existed as
a major international market
largely because Lloyd's is here,”

said Chris Hitchings, a stock ana-
lyst at UBS Ltd. in London.

“But the London market is im-
portant apart from Lloyd’s,” he
said, pointing to its extensive net-
work of corporate underwriters
and brokers.

“If Lloyd’s disappeared forever,
we would see London's market
share of international and
wholesale business decline fur-
ther, but the London market
would not disappear overnight,”
he said.

Brokers are starting to place
more business in the company
market, thus shifting power away
from Lloyd’s, said Mr. Blake.
“Lloyd’s is still an important part
of the London marketplace, but it
is taking proportionately less
business,” he said.

Zurich Re's Mr. Dare said he
certainly hopes that Lloyd’s sur-
vives but that London, with a

stronger company market, has a
lot more to offer now than just
Lloyd's.

Indeed, CNA Re’s Mr. Blake be-
lieves reinsurers in London are
experiencing better market condi-
tions now than during any time
during the past decade.

“If you're still in business and
haven’t lost your shirt, you're in
an extremely strong position. It is
better now than at any other time
since 1985,"” Mr. Blake said.

Reinsurers also are helping
themselves by maintaining rates
despite the increased capacity.

“The increase in reinsurance ca-
pacity has not influenced rating
levels,” said Mapfre Re’s Mr.
Gasking, explaining that rates are
set by the leaders and that there is
not a significant increase in com-
petition among leading under-
writers in London.

Moreover, ceding companies are

again buying higher levels of rein-
surance, compared with the past
few years, which is absorbing
much of the new capacity, he
noted.

“I don't see a lot of change in
rates for property catastrophe re-
insurance,” said Unionamerica’s
Mr. Marcell. He added that extra
capacity from Bermuda should
not “cause a massive pressure on
rates.”

There is no incentive for share-
holders in the Bermuda compa-
nies to have a “massive exposure
with poor rates,” he explained.

However, NAC Re’s Mr. Catt
pointed out that there was a de-
gree of uncertainty still about the
upcoming January renewals, with
“brokers trying to talk the market
down.”

Moreover, ceding companies
that increased their retention lev-
els in the past now are buying

more reinsurance, which is ab-
sorbing much of the new capacity,
he noted.

“Because of the level of past ca-
tastrophes, the need for reinsur-
ance is as great as ever,” Mr.
Blake said.

But, Payne’s Mr. Rothwell be-
lieves that property catastrophe
rates will fall due to increased ca-
pacity and a recent reduction in
the number of catastrophe losses,
with the notable exception of the
Northridge earthquake in the Los
Angeles area.

Meanwhile, underwriters point
out that competition from U.S. re-
insurers for U.S. business remains
stiff.

Zurich Re’s Mr. Dare said he is
letting U.S. business go rather
than reduce rates or weaken
terms.

“We do need to see reasonable
stability in ratings,” he said. =l
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How can you get customized solutions

If it seems like your reinsurer is offering solutions
that date back to the dark ages, you may not be
getting coverage that prepares you for the future.

At American Re, we have a different way of
approaching risk. We start by assigning a
multidisciplined team of specialists to analyze

a client’s business from the inside out. We'll call

on experts in treaty, facultative, actuarial, claims
or finite risk. Whatever the mix, they’ll work
together to build and deliver a customized
reinsurance program that works for our clients,

not just for us.

Our goal is to serve our clients as a consistent,
strategic partner. To start at the conceptual phase
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Agnew International Inc.
14 Washington Road, Building 6,
Princeton Junction, N.J. 08550;
609-799-7373; fax: 609-799-2265

15993 1992
Premium volume... $11,250,000 $5,850,000
% Treaty......... 10% 10%
% Facultative. 90% 90%
Gross revenues ...... $525,000 $550,000
Total employees..... 8 8

Founded: 1976.

Specialties: Foreign commercial
property.

Licensed in: New York.

Officers: Patrick Agnew, presi-

dent; W. James Cook, vp; Ruth S.
Poveda, vp; Paul S. Kasian, assis-
tant vp.

Contact: Patrick Agnew.

Alexander Howden
North America Inc.

200 Northcreek, 3715 Northside
Parkway N.W., Atlanta, Ga. 30327:
404-240-5200; fax: 404-240-5393

1993 1992
Premium volume... $7,000,000 NA
% Facultative. 100% NA
Gross revenues ...... $473,000 NA
Total employees ... 5 NA
Facultative ..... 5 NA

Founded: 1986.

Parent: Alexander & Alexander
Services Inc.

Branch offices: New York.

Specialties: Large property/ca-

sualty facultative risks, multina-
tional and global programs,
semi-automatics.

Licensed in: New York.

Conducts business: Nationwide.

Officers: Randolph Roppelt, se-
nior vp; Joe Filardo, Kevin
Kennedy, vps.

Contact: Randy Roppelt, 212-
612-3803.

Alexander Howden
Reinsurance
Intermediaries Inc.

1 Whitehall St., New York, N.Y.
10004-2109; 212-859-2040;
fax: 212-859-2127

1993 1992
Premium volume... $30,000,060 $24,000,000
% Treaty........ 95% 95%
% Facultative. 3% 5%

Total employees ... 13 11
Tty e 11 9
Facultative ... 2 2

Founded: 1988.

Parent: Alexander & Alexander
Services Inc.

Branch offices: Coral Gables,
Fla.

Specialties: International treaty
business.

Officers: Joseph Artel, senior vp.

Alexander Reinsurance
Intermediaries Inc.

(Alexander Re)

1 Landmark Square, 21st Floor,
Stamford, Conn. 06901;
203-359-6969; fax: 203-967-4768

1993 1992
Premium volume... $615,000,000 $505,000,000
% Treaty......... 100% 98%
% Facultative. 0% 2%

vhen you’re given fossil

and work together to actualize their vision. To give
them well-conceived products and services
that provide stability regardless of fluctuations in

the market cycle.

So, plan for your future with American Re;
because these days if you're not moving forward,

you're history.

Los Angeles, Melboume, Mexico City, Minnieapolis, M

ized answers?

. AMERICAN
RE-INSURANCE COMPANY

585 College Road East, Princeton, NJ 08543-5241 (609) 243-4200

Allanta, Bermuda, Bogota, Boslon, Erussels, Cairo, Chicago, Columbus, Dallas, Hartiord, Kansas City, London,
oniceal, New York, Philadelphia. Princelon. San Franticcn: Cantianm Qimmamrn Qo . <t w0

Gross revenues......  $28,900,000 $27,200,000
Total employees .... 129 137
Treaty ........... 129 127
Facultative ... 0 10

Founded: 1980.

Parent: Alexander & Alexander
Services Inc.

Branch offices: San Francisco;
Chicago; Boston; New York.

Specialties: Property and casu-
alty working, catastrophe, clash
and contingency covers, fidelity
and surety, accident and health,
life.

Licensed in: California, Illinots,
New York, South Carolina, Texas.

Conducts business: Nationwide.

Officers: Ronald A. Iles, chair-
man/CEQ; William R. Coleman,
president/COO; Robert T.
Mobyed, executive vp; John T.
Roby, senior vp/CFO.

Contact: William R. Coleman.

Membership: Brokers & Rein-
surance Markets Assn.

Am-Re Brokers Inc.
685 College Road E., Princeton,
N.J. 08543-5212; 609-243-4900;
fax: 609-243-4940

1993 1992
Premium volume... $330,000,000 $297,000,000
% Treaty......... 100% 99%
% Facultative. 0% %
Gross revenues ...  $17,137,000 $10,155,000
Total employees .... 48 44
TrCaty o uneiio: 18 44

Founded: 1985.

Parent: American Re-Insurance
Co.

Licensed in: New York.

Conducts business: Nationwide.

Officers: EB. Jobe, chairman/
CEO; Paul H. Inderbitzin, presi-
dent/director; Mahmoud M. Ab-
dallah, executive vp/managing di-
rector; Donald F. Merkel, William
C. Godfrey, senior vps; John
Varea, senior vp/actuary.

Contact: Timothy J. Schmict,
609-243-4921.

American Healthcare
Intermediaries Inc.

1000 N. Point, Suite 1405, San
Francisco, Calif. 94109;
510-839-6100; fax: 510-839-9998

1593 1992
Premium volume...  §19,800,000 $18,700,000
% Treaty..,...... 100% 100% _
Gross revenues ...... $223,000 $212,000
Total employees ... 3 3
Treaty i 3 3

Founded: 1987.

Subsidiaries: Professional Rein-
surance Organization, Wilming-
ton, Del.

Specialties: Accident and
health, special risk, life, financial.

Conducts business in: Arizona,
California, Nevada.

Officers: Donald K. Anderson,
president.

Andrew Edwards & Co. Inc.
100 Crossways Park Drive W.,
Woodbury, N.Y. 11797;
516-364-3700; fax: 516-364-3791

1993 199z
Premium volume... $15,000,000 $24,000,000
% Treaty......... 100% 100%
Gross revenues....... $586,000 $649,000
Total employees .... 4 5
TIEALY ..o iemon 4 3

Founded: 1977.

Parent: AANA Holding Corp.

Licensed in: California, New
York.

Conducts business: Nationwide,
excluding Alaska and Hawaii.

Officers: Edward J. Mallozzi,
president.

Contact: Edward J. Mallozzi.

Aon Re Worldwide Inc.
123 N. Wacker Drive, Chicago,
lll. 60606; 312-781-7914;
fax: 312-781-7901

1993* 1892+

Premium volume...$3,000,000,000 NaA
% Treaty ... 97% 97%

% Facultative. 3% 3%

Continued on nexrt nooe
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Spotlight report

Continued from previous page

Gross revenues...... $120,000,000 $45,000,000
Total employees .. 528 182
Treaty ............. 500 170
Facultative ..... 28 12

* 1993 figures are for Aon Re Worldwide Inc,
1992 figures are for the former Aon Reinsurance
Agency Inc. and include only U.S. operations.

Founded: 1945.

Parent: Aon Corp.

Subsidiaries: Aon Re Inc., San
Francisco; Stamford, Conn.; Chi-
cago; New York; Philadelphia; Se-
attle. Aon Re (Bermuda) Ltd,,
Bermuda. Aon Re LatinoAmeri-
cana, Mexico City. Nicholson Le-
slie Group, London; Milan, Italy;
Tokyo; Mexico City; Amsterdam,
Netherlands; Singapore; Istanbul,

Turkey.
Licensed in: Arizona, Califor-
nia, Delaware, Idaho, Illinois,

Towa, Kansas, Kentucky, Mary-
land, Minnesota, Mississippi,
Montana, Nebraska, New Hamp-
shire, New York, North Dakota,

Ohio, Pennsylvania, South Caro-
lina, South Dakota, Utah.
Conducts business: Worldwide.
Contact: Michael O'Halleran,
312-701-3065 or Joan Steel, 312-
701-3016.
Membership: Brokers & Rein-
surance Markets Assn.

Armrisk Corp.

1 Executive Drive, P.O. Box 1383,

Fort Lee, N.J. 07024;

201-592-7100; fax: 201-592-7859
1993 1992

Premium volume... $170,000,000 $165,000,000
85%

% Treaty......... 90%
% Facultative. 15% 10%
Total employees .... 9 9
Treaty ... 6 6
Facultative ..... 3 3

Founded: 1988.

Parent: International Risk Man-
agement Group.

Branch offices: New York.

Affiliates: European Risk Man-
agement (Brokers) Ltd., Wey-
bridge, UK.; International Risk
Brokers Ltd., Hamilton, Bermuda.

Specialties: All property and ca-
sualty lines including alternative
risk market programs.

Licensed in: New York.

Conducts business: Worlcwide.

Officers: D. Jay Carbine, presi-
dent; Peter V. LeResche, senior
vp; Terence J. Reilly Jr., vp-facul-
tative.

Contact: D. Jay Carbine.

Associated
Intermediaries Inc.

P.O. Box 1260, Flowery Branch,
Ga. 30542, 404-967-4009;
fax: 404-967-2804

1993 1992

Premium volums.., $8,000,000 37,500,000
% Treaty......... 100% 100%
Total employees .... 5 5
Treaty ..oy 4 4

Founded: 1982,

Parent: Associated Reinsurance
Management Corp.

Branch offices: Welaka, Fla.;
Waynesville, N.C. '

Specialties: Specific and aggre-
gate medical stop loss; alternative
risk funding; excess workers com-
pensation; special risks, including
aviation.

Licensed in: New York.

Conducts business: Nationwide,
excluding Hawaii.

Officers: Alph H. Browne, presi-
dent; Diana D. Browne, corporate
secretary; Alice Williams, vp.

Contact: Alph H. Browne.

Atlantic Security Ltd.

Windsor Place, 18 Queen St.,
Hamilton HM 11, Bermuda;
809-295-5425; fax: 809-295-5444

1993 1982

Premium volume... $7,200,000  $6,400,000
% Treaty ......... 40% 40%
% Facultative. 680% 60%

A NEw
EQUATION
FOR SOLVING
AGE-OLD
PROBLEMS

On February 1, 1995, Sedgwick

Payne and Crump Re will become

Sedgwick

Re. This adds up to a

new equation for our clients: the

Sedgwick

Payne treaty division's

proven ability to place reinsurance

for complex programs combined with

Crump Re's facultative expertise.

Sedgwick Re will provide an even

greater array of choices in the

marketing,

of wvirtually any

servicing and placement

reinsurance

requirement. And, this combination

means that the best intermediaries

in the reinsurance business have

become even better.

NORTH AMERICAN OFFICES

Atlanta
Boston
Chicago
Dallas
Hartford

Seattle
Toronto
Vancouver

Los Angeles
Minneapolis
New York
Philadelphia
San Francisco

Sedgwick Payne

CRUMPJS:

AN

W,
Sedgwick Re

Total employees .... 10 10
Preaty s 1 1
Facultative..... 1 1

Founded: 1974.

Parent: ASL Holdings Ltd.

Specialties: Ski area liability,
compensation for captives/
rent-a-captive liability.

Licensed in: Bermuda.

Conducts business: Nationwide.

Officers: Colin James, president;
Richard Witkowski, senior vp; Hal
Forkush, chairman.

Atrium Corp.
200 Park Ave., New York, N.Y.
10166; 212-973-5072;
fax: 212-973-5083
1993 1992
Premium volume®*. $578,370,456 $760,000,000

% Treaty ... 100% 100%
Total employees .... 27 33
Treaty ......... 27 33

* Includes financial and finite risk reinsurance.

Founded: 1983.

Parent: Swiss Re Group.

Branch offices: Stamford, Conn.

Specialties: Surplus relief, fi-
nancial reinsurance, finite risk re-
insurance, life reinsurance.

Licensed in: New York.

Conducts business: Worldwide.

Officers: Jay A. Novik, presi-
dent; Owen Whitby, executive vp;
Peter A. Gentile, Stephen F.
Patterson, Bruce P. Reich, senior

Continued on page 46

How to use
reinsurance
directory

Information in the twelfth an-
nual directory of reinsurance in-
termediaries was gathered from
responses to questionnaires sent
to companies by Business Insur-
ance. The directory is published
as an editorial service; there is
no charge to be included.

The directory lists companies
that provide reinsurance broker-
age service. Companies must
provide premium volumes or
revenue information to be in-
cluded in the directory. Esti-
mates were accepted.

Following the name and ad-
dress of the company, financial
and operational information for
1993 and 1992 is given, includ-
ing the premium volume related
to reinsurance, percent of treaty
and facultative business (as a
percent of reinsurance premium
volume), and gross revenues
related to reinsurance. The num-
ber of total employees and those
assigned to treaty and faculta-
tive reinsurance are also given
on a full-time equivalent basis.

Next, the year founded and
parent company (if any) are
noted, as well as locations of
branch offices and subsidiaries
brokering reinsurance.
Acquisitions in 1993 and so far
in 1994 follow.

Particular types of risks a
company specializes in broker-
ing reinsurance for are noted
under specialties.

States in which the company
is licensed and where it conducts
business as a reinsurance
intermediary are next. Principal
officers and a contact for read-
ers seeking more information
complete the listings.

When a company is newly
founded, financial information it
is noted in the listings as NA
(not available).

Although every effort is made
to obtain complete and accurate
information, Business Insurance
is unable to verify all informa-
tion listed.



Reinsurance s a
safety net, nota game
of chance.

A reinsurer’s staying power should be your first concern.

As part of the worldwide Swiss Re Group, which has
over 100 years of professional reinsurance experience
and $40 billion in assets, our commitment is

beyond question.

We provide our clients with stable
capacity they can count on, year after
vear. And a complete range of services
for U.S. intermediaries, including

claims, actuarial and financial services.

To keep pace with our clients’
constantly changing needs, we remain
flexible in constructing customized

reinsurance programs.

Western Atlantic.

The reinsurer you can rely on.

WESTERN
ATLANTIC

WESTERN ATLANTIC REINSURANCE CORPORATION
380 MADISON AVENUE, NEW YORK, NY 10017 TELEPHONE 212 973-5800
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vps; Joan M. deLemps; Margaret E.

Seiter, Marvin D. Fineman, vps.
Contact: Jay A. Novik, 212-

5072 or Bruce P. Reich, 212-973-

5068.

BEP International
Holding Inc.
1140 Blvd. de Maisonneuve Blvd.
W., Suite 1200, Montreal, Quebec
H3A 1M8, Canada; 514-288-1133;
fax: 514-288-0840
1993 1992
. $406,875,000 $362.560,000
98%
141
sing the r
dolla

dian dollar llar (199,

Founded: 1960.

Parent: Sodarcan Inc.

Branch offices: Toronto.

Subsidiaries: Jersey City, N.J.;
Seattle, Wash.

Specialties: Property, ualty,
compensation, life, ma-
ation, surety, bonds, fi-

nite risks.

Licensed in: 20 states, including
New York.

Conducts business in: North
America, including Alaska and
Canada.

Officers: Raymond Gilbert,
chairman/CEQ; Robert W. Bailey,
president/COO-U.S. operations;
Peter V. Dale, executive vp-U.S.
operations; Peter M. Bennett, ex-
ecutive vp-Canadian operations;
Chris J. Robey, executive vp-tech-

ical services.

Contact: Robert Limoges.

BRI International
Agency Inc.

80 Maiden Lane, New York,
N.Y. 10038; 212-809-1200;
fax: 212-809-9368
1993 1992
81,048,000 2
99%

1%

Founded: 1981.

Parent: Underwriters Financial
Group.

Licensed in: New York.

Conducts business: Mationwide.

Officers: Bruno Rumignani,
president; Burton Matfus, secre-
tary/treasurer; Howard Miller, Jo-
seph Zweig, Mark Bailine, vps.

Contact: Joseph Zweig.

Adrian Baker Reinsurance
Intermediaries Inc.
34 N. Meramec Ave., St. Louis,
Mo. 63105; 314-721-1372;
fax: 314-721-1290
1993
$30,000,000

709

Premium volume

Founded: 1974.

Parent: Great Rivers Holding
Co.

Specialties:
health, propert
workers compensation, car
medical, aviation, life.

Licensed in: Missouri, New
York.

Conducts business: Worldwide.

Officers: Adrian N. Baker II,
president; Charles V. Basuino,
vp/treasurer.

Contact: Marie L. Doyle, assis-

Accident and

Bates Turner Inc.

5200 Metcalf, P,O. Box 2959,
Overland Park, Kan. 66201;
913-676-5920; fax: 913-676-5940
1993 2
. $385,000,000 $230,
100%
24
24

Parent: Employers Reinsurance
Corp.

Branch offices: Franklin Lakes,
N.J.

Acquisitions: Kelley Intermedi-
aries Ine., Franklin Lakes, N.J.
7/94.

Specialties: All lines, including
property/casualty and accident/
health.

Licensed in: Illinois, Kansas,
New York, South Carolina, Texas.

Conducts business: Nationwide.

Officers: Kaj Ahlmann, chair-
man/CEQO; Michael E. Fisher,
president/COQ; James C. Blanton

ITI, vp; E. Wilson Wyant, second
vp; V. Kay Curtis, associate gen-
eral counsel/assistant vp.

Contact: Michael E. Fisher.

E.W. Blanch Co.

3500 W. 801th St., Minneapalis,
Minn. 5543 ; 612-835-3310;
fax: 612-896-4646
1993 1992
$1.7 billion  $1.4 billion
99% 99%
1% :
$64,674,000
349
) 345
Facultative ... 4

Founded: 1957.

Branch offices: Burlingame,
Menlo Park and San Francisco,
Calif.; Palm Beach, Fla.; Atlanta;

Chicago; Boston; New York; Phil- |

adelphia; Callas; Copenhagen,
Denmark.

Specialties: Life, accident and
health, professional liability, pro-

gram business, retrocession.
Licensed in: California, Florida,

Illinois, Minnesota, New York,

Ohio, Pennsylvania, South Caro-

lina, Texas.

Conducts business: Nationwide,
excluding Alaska.

Officers: E.W. Blanch Jr., chair-
man/CEO/president; Chris L.
Walker, Frank S. Wilkinson, exec-
utive vps; Tom S. Nelson, senior
vp/CFO.

Membership: Brokers & Rein-
surance Markets Assn.

Bott & Associates Ltd.
Sterling House, Wesley St., P.O,
Box HM 1087, Hamilton HM EX,
Bermuda; 809-292-6564;
fax: 809-292-5796

1993
$9,300,000

Total employees ...

DON'T CONFUSE ACTIVITY

Founded: 1979.

Specialties: Captive reinsur-
ance, excess property and casu-
alty, finite risk.

Licensed in: Bermuda.

Conducts business: Worldwide.
Officers: Michael F. Bott, pre
dent; Roy V. Bray, executive vp;
Scott W. Nickerson, CFO.
Contact: Roy V. Bray.

Bradstock Inc.

1 Whitehall St., New York,
N.Y. 10004; 212-344-2711,
fax: 212-809-6797

1993 1992
$15,000,000 $18,000,00
100%
$900,000
10
10

Premium volume..

Founded: 1981.

Parent: Bradstock Group P.L.C.

Specialties: Aviation.
Continued on next page

The Lockwood Companies
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Continued from previous page Parent: Marsh & McLennan | sota, New York, Ohio, South Founded: 1926, John B. Collins
Licensed in: New York. | Cos. Inec. Carolina, Texas. Parent: General Reinsurance | Associates Inc.
Conduct si Nati | Branch offices: San Francisco; | Conducts busin Nationwide. Corp. 8500 Normandale Lake Blvd.,
excluding : Ha Hartford, Conn.; Minneapolis. ffi : Richard H. Blum, S ialties: s Minneapolis, Minn. 55437;
fficers: Esther Hernandez, Subsidiaries: Balis & Co. Inc., chairman/CEO/director; G.H.C. | alty occ ) < : ' 612-820-0012; fax: 612-820-2700
Sharon Taylor, vps; Jean Pareja, | Philadelphia rpenter Bowring | Wakefield, president/ ciifek e ‘inanci: i ce, a 1993 1292
assistant vp. Ltd., London; Carpenter Bowring | Clement S. Dwyer Jr., Brandon W. | and health, aviation and marine, dium volume: s $220,500 000 32121
v. Ltd., Melbourne and Sydney, Sweitze cutive vps/directors; | workers comp, professional liabil- es .
Gradmann & Holler- A.J.C. Smith, Philip L. Wrough- | ity. > ‘
enter GmbH, Munich, ton, director Licensed in: New York. Founded: 1987.
Germ nter & Co. Contac briele J. Troiano. | Conducts business: Nationwide. | Branch offices: East
i Membership: Brokers & Rein- Officers: Alistair D. John ; Conn.
surance Markets Assn. president; Lawrence C. Magnant Specialties:
, vp-brokerage/operations; i ident and
J. Bel, vp-treaty; Th s ns in: fornia.
[y 8 d vp-retro S necticut, Delaware, Illinois,

Herbert Clough Inc.

Guy Carpenter & Co. G arpe ehvdes Canl ST P.O. Box 10216, 695 E. Main St., | mar g; Kathleen M. McCor- | nesota, Montana, New York.
2 World Trade Center, New York, Madrid, Spain; Guy Carpenter & Stamford, Conn. 06904; i cond vp-retrocessions.

LRk | Conducts business: Nationwide.
act: Alistair D. Johnston, Officers: John B. Collins Jr.
penter & Co. ockholm) AB, - : 6609.

1993 982 s holm,
$5,000,000,000 § (

.. $296,800,000 4 0 | (Clé Inc., ; - i
loyees f 2,145 | on Francaise de Reass = e ) Directory terms and methodol-

iy ostimates. Par%s. ; EE : 1 g ogy explained on page 44. Contact: Gregory L. Brettingen.
Founded: 1923. Licensed in: California, Minne- : . 3 3

N.Y. 10048; 212-323-1000; S.A., Brussels, Belgium; Guy 203-357-8883; fax: 203-328-6408
fax: 212-313-4970 l )

Cooper Gay Steele & Co. Lid.

120 Wall St., 22nd Floor, New York,
N.Y. 10005; 212-248-1150;
fax: 212-248-1181
1993 1392
$26,000,000 $18,500,00(
10% 109

cu

Founded: 1988.

Parent: Cooper Gay (Holdings)
Ltd.

Specialties: Property, including
technical lines; ualty; marine
and energy; aerospace; domestic
WITH RESULTS | foreign and global/multinaticnal
busine

Licensed in: New York.

Conducts business: Nationwide
Puerto Rico and overseas.

Officers: David A. Gay, chair
man; R. Patrick Steele, president;
Stephen S. Brewer, Jeremy A
Goodman, vps/directors; Pete:
Gorman, vp-finance/secretary;
treasurer.

Contact: R. Patrick Steele.

Cravens & Co. Inc.

555 California St., Suite 3333,
San Francisco, Calif. 94104;
415-433-6161; fax: 415-433-1434
1993 1982
Premium volume... $38,000,000 $35,000,00(

Founded: 1978.

y reinsurance

Licensed in: California, New

York.
Conducts business: Nation
Officers: Hartley

president; James

Michael D. Reynolds, s

Carol C. Cravens, vp;

| Davis, treasurer.

REINSURANCE UNDERWRITING MANAGERS Cypress Creek

Intermediaries Inc.

; - : . 300 International Parkway, Suite
0 A & H Special Risk 0 Treaty O Medical Stop Loss O Facultative 190, Heathrow, Fla. 32746:

O Portfolio Medical 01 Specialty Workers Compensation Reinsurance 407-333-9002; fax: 407-333-9105
0 Travel Accident O Specialty Liability Reinsurance -

CALL US WHEN YOU'VE HAD ENOUGH ACTIVITY e

Founded: 1 ;
Specialti rope asualty
risk, farm owne
and genera

atas e CC s; accident and
medical, including sports-relatec

medical/accident/health.

Licensed in: Florida, New York
SRRF MANAGEMENT INCORPORATED e e L
LDG REINSURANCE UNDERWRITERS INCORPORATED -'

Conducts business: Nationwic

MEDICAL REINSURANCE UNDERWRITERS INCORPORATED | Officers: Michael T. Pyle,
dent; Andrew Pyle, assistant vp
Wakefield, Mass., (617) 245-2220 » Minneapolis, Minn., (612) 927-0808 e Roswell, Ga., [404) 6401539 « New York, N.Y., [212) 8037500 g : : reasurer; Lau
Philadelphia, Pa., (215) 563-2365 ¢ Overland Park, Kan., (913) 338-3574 « Paortland, Me., (207) 874-8777 ¢ London, England, 011 4471 626 6001 i i Lt i ssistant secre

Contact: Michael T. Pyle.
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Delaney Offices Inc.
215 Elberon Ave., Allenhurst,
N.J. 07711; 908-517-0612;
fax: 908-531-0977

1983 1992

Premium volume... $3,000,000 $3,000,000

% Treaty......... 90% 90%

% Facultative. 10% 10%

Gross revenues ...... $1,000,000 $1,000,000

Total employees ... 3 5

Treaty ............ 3 3
Founded: 1954.

Specialties: International and

domestic, property, casualty, ca-
tastrophe, ocean marine, aviation,
stop-loss, financial.
Licensed in: New York.
Conducts business: Nationwide.

Officers: William F. Delaney Jr.,
president.

Falcon Re-Insurance
Intermediaries Inc.

790 E. Colorado Blvd., 9th Floor,
Pasadena, Calif. 91101;
818-796-1152; fax: 818-792-5035

1993 1992
Premium volume... $8,000,000 $7,000,000
% Treaty ......... 100% 100%
Total employees .... 3 3
Treaty .oopmnse 2 2
Founded: 1991.
Parent: CSI.
Specialties: Casualty, marine,

surety, finite risk.
Licensed in: New York.

Conducts business: Nationwide.

Officers: K. Mark Russ III, pres-
ident; Zondra Hendrix, CFO.

Contact: K. Mark Russ III.

Financial Reinsurance Inc.
140 S. Atlantic Ave., Ormond
Beach, Fia. 32176; 904-677-4453;
fax: 904-673-1630

1993 1992
Premium volume... $8,780,400 517,642,892
% Treaty.......... 98% 91%
% Facultative. 2% 9%
Total employees .... 5 5
Treaty ............ 4 4
Facultative ... 1 1

Founded: 1960.

Parent: Ormond Re Group Ine.

Subsidiaries: W.J. Burt & Asso-
ciates Inc., New York.

Specialties: Crop hail.

Licensed in: Florida, New York.

Conducts business: Nationwide.

Officers: W. Lockwood Burt,
president; John B. Deiner, execu-
tive vp; A.L. DiPardo, senior vp-

claims; William T. Long, senior
vp/controller.
Contact: John B. (Jay) Deiner.

First Reinsurance
Intermediaries Corp.

55 John St., New York, N.Y. 10038;
212-608-8270; fax: 212-519-0480

1993 1892
Premium volume... $50,000,000 $50,000,000
% Treaty......... 100% 100%
Total employees .... 5 5
b 5 5

Founded: 1983.

Parent: Risk Distribution Ser-
vices Inc.

Specialties: Financial reinsur-
ance, medical malpractice.

Licensed in: New York.

Conducts business in: Eastern
United States.

Officers: Stephen M. Edwards,
president; Paul G. Curtis, vp;
Roger J.B. Beach, director.

Contact: Stephen M. Edwards.

Call your professional reinsurance broker, whose partnership and
participation on the KRe team has been a significant contribution for
25 years. Or, call Jim Miller at (708) 320-2644, Long Grove, IL 60049.

\Ve ) o - RPINSURANCE

Kemper Reinsurance
has added some backup
for your business.

For twenty-five years, Kemper Reinsurance has been easing the financial
burden of unexpected catastrophes. Wherever in the world they
happen. Whenever they happen.

That's earned us a reputation for stability and adaptability. And, since
our affiliation with the Kemper National Insurance Companies, we've
increased our capacity, too. That's given us even more stable footing for
the next twenty-five years. .

Consistent protection and service, today and tomorrow.
The backup you need.

25i

S

thI’_

ANNIVERSARY

H.S. Fox Corp.
8222 Douglas Ave., Suite 400,
Dallas, Texas 75225;
214-369-2211; fax: 214-369-8380

1953 1992
Premium volume... $285,000,000 $275,000,000
% Treaty......... 100% 100%
Gross revenues ... $6,700,000 $6,500,000
Total employees ... 25 26
Treaty .o 25 26

Founded: 1985.

Specialties: Special type health
risks, professional liability.

Licensed in: New York, Ohio,
South Carolina, Texas.

Conducts business: Nationwide,
excluding Alaska and Hawaii.

Officers: Donald M. Fox, chair-
man/CEO; Alan R. Sheppard,
president/COO; Robert C. Hend-
erson, executive vp; Donald C.
Blackburn, Larry L. Collins, Rob-
ert M. Hodge, senior vps.

Contact: Donald C. Blackburn.

C.L. Frates Reinsurance
Intermediary Inc.

2 Greenwich Plaza, Greenwich,
Conn. 06830; 203-622-4433;
fax: 203-622-0777

1993 1992

Premium volume... .$28,000,000 $26,000,000
% Treaty ......... 100% 100%
Gross revenues...... $1,306,000 $1,211,000
Total employees .... 4 4
Treaty ... 4 4

Founded: 1986.

Specialties: Casualty and pro-
fessional liability, fidelity, excess
workers compensation.

Licensed in: New York.

Conducts business: Nationwide
and internationally,

Officers: Albert P. Amato, se-
nior vp; Dina Pavon, account ser-
vice manager.

Arthur J. Gallagher
Intermediaries Inc.

111 John St,, Suite 800, New York,
N.Y. 10038; 212-732-9855;
fax: 212-619-7957

1993 1992
Premium volume... $33,570,000 $30,700,000
% Treaty......... 12% 16%
% Facultative. B88% 84%
Total employees ... 20 19
TREREY. . cpipicns 3 3
Facultative ..... 17 16

Founded: 1987.

Parent: Arthur J. Gallagher &
Co.

Branch offices: Treaty Reinsur-
ance Division, New York.

Subsidiaries: Arthur J. Gal-
lagher International, London;
Arthur J. Gallagher Intermediar-
ies (Bermuda), Bermuda.

Specialties: Facultative; prop-
erty, casualty; programs; finan-
cial/finite; treaty reinsurance, in-
cluding domestic credit, export
credit, marine, property and polit-
ical risk on a global basis.

Licensed in: Illinois, New York,
Rhode Island.

Conducts business: Nationwide.

Officers: Robert L. Osborne Jr.,
president; Randall S. Jensen, Ed-
ward Santos, executive vps; Ger-
ald F.X. Caffrey, senior vp; Joe
DeChristofaro, Ted Levandowski,
Kevin Denike, John M. O'Reilly,
vps.

Contact: Robert L. Osborne Jr.,
212-312-6205 or Edward Santos,
212-791-5900.

Arthur J. Gallagher
Intermediaries
(Bermuda) Ltd.

P.O. Box HM 2000, Hamilton HM
HX, Bermuda; 809-292-4654;
fax: 809-292-8231

1893 1992
Premium volume... $10,000,000 $8,000,000
% Treaty......... 4% 5%
% Facultative. 96% 95%

Continued on page 50



So fraud actually costs more than money. It can cost jobs. If you're interested in flexible,

: LIBERTY
cost-effective ways to stop it in its tracks, talk to Liberty Mutual. MUTUAL.
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Total employees
Treaty

7
3 1
Facultative 6

Founded: 1972.

Parent: Arthur J. Gallagher &
Co.

Specialties: Reinsurance of
self-insurance mechanisms, in-
cluding financial and finite risk
reinsurance.

Licensed in: Bermuda.

Conducts business: Nationwide.

Officers: David J. McManus,
president; Peter J. Mullen, vp-
production; Wayne L. Brown, vp-
brokering

Contact: Peter J. Mullen.

Gill & Roeser Inc.
535 Fifth Ave., New York,
N.Y. 10017; 212-972-4880;
fax: 212-972-4885

1993 1992
Premium volume $100,000,000 $100,000,000
t 100% 100%
Tot 11 11
11 11

Founded: 1983.

Specialties: Traditional reinsur-
ance, finite risk reinsurance, al-
ternative risk reinsurance, merg-
ers and acquisitions, commuta-
tion, novation.

Licensed in: New York.

Conducts business: Nationwide.

Officers: Kirk Roeser, president;
Steven Bolland, David Koegel, se-
nior vps; Peter Larsen, vp; Julian
Hayter.

Contact: Robert Kaufman, 212-
661-1710.

Reinsurance Intermediaries
Directory terms and methodol-
ogy explained on page 44.

Greig Fester Inc.

1 Liberty Plaza, 165 Broadway, New
York, N.Y. 10006; 212-227-1600;
fax: 212-227-0500
1993
$123.000,000
85%

18992

Premium volume 585,000,000

cultative 15%
Gross revenues $6,400,000 $4.500,000
Total employees 29 32
Treaty .. s 23 27
Facultative [

Founded: 1981.

Parent: Greig Fester Group Ltd.

Branch offices: Minneapolis,
Philadelphia.

Specialties: Property, casualty,
crop, agricultural, credit.

Licensed in: New York.

Conducts business: Nationwide.

Officers: Dieter Losse, chair-
man; James Buysse, president/
CEQO; Drew Beauchamp, executive
vp; Terrence Rose, chief adminis-
trative officer; Joseph Curcio, se-
nior vp.

Contact: Terrence Rose.

Membership: Brokers & Rein-
surance Markets Assn.

Griffiths & Wanklyn
Reinsurance Brokers Ltd.

8 Wesley St., P.O. Box HM 658 CX,
Hamilton HM 11, Bermuda;
809-295-1639; fax: 809-295-1638

1993 1092
Premium valume* $10,000,000 &7,000,000
95% 059
2% H
Total employees 3
Treaty . 3
* Company estimate
Founded: 1985.
Parent: Griffiths & Wanklyn

Management Litd.

Specialties: Captive reinsur-
ance, risk retention groups, self-
insured entities, agency-owned
insurers and specialty programs.

Licensed in: Bermuda.

Officers: Julian Griffiths, Wil-
liam Wanklyn, Lisa Skinner,

H&H Re-Insurance
Brokers Lid.
Chevron House, P.O. Box HM 1861,
Hamilton HM 11, Bermuda;
809-295-3342; fax: 809-295-4065

1993 1992
Premium volume $12.000,000 $10.500.0600
= 90% 90%
% Facultative 10% 10%
Total employees G ]
Treaty 4 ]
Facultative 3 3
Founded: 1977.
Specialties: Captive, financial
and commercial reinsurance.
Licensed in: California, New

Jersey, New York, Bermuda.
Conducts business in: Berriuda.
Officers: Simon C. Everett,

president; W.H. (Cotty) Outer-

bridge, Dawvid Harris, vps; John

Berry, president-IAS Intermediar-

ies Inc.
Contact:

bridge.

W.H. (Cotty) Outer-

Heddington Brokers Ltd.
P.O. Box HM 1187, Hamilton HM
EX, Bermuda; 809-295-3063;
fax: 809-292-3548

1993 1952
Premium volume ... $10,500,000 $9,400,000
% Tréaty......... 5% 5%
v Facultative 95% 95%
Total employess ... 18 19

Founded: 1981.

Parent: Heddington Insurance
Ltd., Willis Corroon P.L.C.

Subsidiaries: Willis Corroon
(Dublin) Lte.

Specialties; International rein-
surance.

Licensed in: Bermuda.

Conducts business in: Bermuda.

Officers: R.C. Golden, presi-
dent/CEO; J.D. Ryan, executive
vp; M.G. Randall, senior vp-casu-
alty; H.C. Scully, vp-casualty; P.
Obolensky, vp.

Holborn Agency Corp.

90 John St., New York, N.Y. 10038;
212-267-0224; fax: 212-964-0919

1993 1992
Premium volume $500,000,000 NA
% Treaty 100% 1009
Total emple 52 49
Treaty ......... 52 49

Founded: 1920.

Specialties: Property and casu-
alty

Licensed in: New York, South
Carolina.

Conducts business: Nationwide.

Officers: John N. Gilbert Jr.,
president; Joseph N. Gaffney, ex-
ecutive vp; Michael S. White,
Keith D. Gillies, senior vp.

Contact: Michael S. White.

Membership: Brokers & Rein-
surance Markets Assn.

10C Reinsurance
Brokers Lid.
67 Yonge St., Suite 902 Toronto,

Ontario M5E 1J8, Canada;
416-863-6665; fax: 416-863-3961

1993 1992
Premium volume* S68.500,000 $52.000,000
Treaty ... 92.5% 92.5%
% Facultative 7.5% 7.5%
Gross revenues* $2,500,000 $1,900,000

Total employees 17 17
Treaty 14 14
Facultative 3 3

* Reparted in U.S
nadian dollar = $0.747
Founded: 1980.
Parent: Minet North America.
Officers: Bob Inksater, Joe
O’'Connell, directors; David Sloan,
Michael Dodd, vps.
Contact: Michael Dodd, vp-fi-
nance/administration.

Independent Brokers Lid.
20 Reid St., P.O. Box HM 2070,
Hamilton HM HX, Bermuda;
809-295-1646; fax: 809-292-8062

1993 1992
Premium volume. $3.100,000 1,500,000
% Treat 80% 52%
% Facultative 20% 44
Gross revenues S$144,000 §140,000
Total employees /) 7
Treaty 2 2
Facultative 2 A
Founded: 1984.
Parent: Independent Manage-
ment Group Ltd.
Specialties: Medical malprac-

tice, excess liability.
Licensed in: Bermuda.
Conducts business in: Bermuda.
Officers: Peter J.N. Strong,
president.

Industrial Re—
International Inc.

1 Wall Street Court, Suite 403, New
York, N.Y. 10005; 212-425-4683;
tax: 212-425-4340

1993 1992

Premium ne $9,200,000 $B,100,000

% Treaty........ 38% +0%

% Facultative 62% 80%

Total employees 8 il

Treaty ! 2 3

Facultative . 3 2
Founded: 1987.

Branch offices: Buenos Aires,

Argentina.
Continued on next page
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Specialties: Traditional non-
marine classes.

Licensed in: New York.

Conducts business: Internation-
ally.

Officers: Rene A. Gutierrez,
president; Richard Durett, Mark
S. Andrews, vps; Francisco A. Pa-
dilla, CFO.

Contact: Francisco A. Padilla.

Innovative
Reinsurance Group

1 Penn Square W., Suite 700,
Philadelphia, Pa. 19102;
215-564-1511; fax: 215-564-1235

1893 1992

Premium volume...  $9,188,000 NA
% Treaty......... 99% NA
% Facultative. 1% NA%
Gross revenues...... $560,000 NA
‘Total employees ... 11 NA

Treaty ... 11 NA

Founded: 1993.

Specialties: Accident and
health, including medical, disabil-
ity, accidental death and dismem-
berment; group life; mortality
stop-loss.

Licensed im: Arizona, Minne-
sota, Pennsylvania.

Conducts business: Nationwide.

Officers: Thomas F. Conners,
president; Stuart B. Grodanz,
Christopher J, Pfeifer, vps.

Contact: Thomas F. Conners.

Insurance Agency
Programs Inc.

59 John St., New York, N.Y. 10038;
212-227-1300; fax: 212-349-1650

1993 1992
Premium volume... $10,000,000  $8,000,000
% Treaty........ 100% 100%
Total employees ... 5 5
Treaty ... 4 4

Founded: 1991.
Specialties: Financial reinsur-

ance, alternative risk transfer re-
insurance, programs, agency cap-
tive, fronting.

Licensed in: California, Florida,
New York. ’

Conducts business: Nationwide.

Contact: Andrew Barile, presi-
dent.

Iintere Intermediaries Inc.
199 Water St., New York,
N.Y. 10038; 212-809-3900;
fax: 212-514-5959

1093 1992
Premium volume... $488,000,000 $486,000,000
% Treaty......... 100% 100%
Total employees ... 170 172
Treaty ....vcem. 170 172

Founded: 1919.

Parent: Minet Re North America
Ine.

Branch offices: Atlanta; Itasca,

IIl.;; Danvers, Mass.; New York; -

Philadelphia; Dallas.

Subsidiaries: Intere (Bermuda)
Ltd., Hamilton, Bermuda.

Specialties: Property and casu-
alty; marine and aviation,; life, ac-
cident and health; domestic and
international.

Licensed in: California, Illinois,
New York, Ohio, Pennsylvania,
South Carolina, Texas.

Conducts business: Nationwide.

Officers: Wallace E. Winter,
chairman; Mark T. Hvidsten,
president/CEO; Michael G. Woll,
senior executive vp/chief adminis-
trative officer; Thomas F.
McGrath III, senior executive vp;
Albert J. Devon Jr., Kenneth R.
Fewell, Brian S. Keegan, execu-
tive vps; Charles M. Caporale, se-
nior vp/treasurer; Ronald C.
Fazio, senior vp/secretary.

Contact: Wallace E. Winter,
708-285-7300.

Membership: Brokers & Rein-

surance Markets Assn.

| JBW & Co. Inc.

"1450-C Enea Square, Suite 690,
Concord, Calif. 94520,
510-680-8060; fax: 510-680-1421

1983 1992
Premium volume... $89,600,000 $78,000,000
% Treaty ... 99.5% 100%
Facultative ..... 0.5% 0%
Gross revenues ... $2,700,000 $2,100,000
‘Total employees .... 20 22
Treaty .o 20 22
Founded: 1980.

Parent: Concord General Corp.

Branch offices: Scottsdale,
Ariz.; Newark, Ohio; Dallas.

Specialties: Non-standard auto,

excess and surplus lines, miscella-
neous E&O classes.

Licensed in: California, Florida,
New York, Ohio, Oklahoma,

- Pennsylvania, Texas.

Conducts business: Nationwide.

Officers: Roland G. (Skip) Roth,
president; Thomas M. Thie, execu-
tive vp; John Broadnax, Ed
Lukco, Don Nixon, Peter O.
Norton, senior vps.

Contact: Peter' Q. Norton.

Jardine Sayer & Co. Inc.

Princeton Pike Corporate Center,
1009 Lenox Drive, P.O. Box 6400,
Lawrenceville, N.J. 08648-0400;
609-896-0555; fax: 609-896-2666

1993 1982
Premium volume... $172,000,000 $140,000,000
% Treaty ... 99% 100%
% Facultative. 1% 0%

Gross revenues....... $8,200,000 $6,20C,000
Total employees ... 26 25
TYCRtY . coorimare 25 25
Facultative..... 1 0

Founded: 1979.

Parent: JIE Group P.L.C.

Specialties: Property, accident
and health, medical, marine, avia-
tion, workers comp, life, auto-
matic facultative.

Licensed in: New Jersey, New
York, Ohio.

Conducts business: Nationwide.

Officers: John D. Sayer, presi-
dent; John S. Yeuroukis, execu-
tive vp; John E. Januszewski Jr.,
COO/controller; Joseph A. Zaf-
farese, Richard C. Moody, senior

Vps.

Continued on page 5§

QUALITY INSURANCE AND
REINSURANCE EXPERT SERVICES

o -

Suite 1026
15500 Wayzata Boulevard
Minneapolis, Minnesota 55391-1414

Experienced in Assisting with Coverage Issues
Arbitrations, Disputes, Litigation & Due Diligence

Internal or External Underwriting,
Claims or Transactional Audits

Directors: Bob Drag, Steve Farnsworth, CPCU, ARe,
George Foulkes and John Webb, CPCU, ARe

Telephone: (612) 449-0250
Facsimile: (612) 449-0450

BERIND YOU

National Re

Hartford

Los Angeles

National Reinsurance Corporation

Stamford, Connecticut 203-329-7700
Rated “A+" by A.M. BEST Company




If tnis is the reception your

irtually no one would challenge the
direct market's size or financial sta-
bility. But ask clients to evaluate
the bigger picture—underwriting flexibil-
ity or responsiveness to unique needs and
business opportunities—and its ratings
often decline. If you share this view, we'd
like to suggest an alternative solution:
Tune in to the broker channel.
il il
TUNED IN TO YOUR WAVE
Like the commercial banking profession a
decade ago, the reinsurance brokerage in-
dustry is changing dramatically. Today’s
top reinsurance brokers work smarter,
faster and are more responsive to clients’
changing needs. In addition to directing
reinsurance programs, most have created
highly specialized consulting units to help
clients deal with issues from financial and
tax planning to complex risk-based capi-
tal requirements.
Broker-market reinsurers have also
changed. Check the numbers: Half of

WELCOME TO THE INFORMATION
SUPERHIGHWAY. The broker market
provides access to problem-solving
specialists across the globe.

Standard & Poor’s “top tier” reinsurance
companies are marketed through brokers.
Led by innovators like Zurich Reinsurance
Centre, the broker market is attracting top
underwriting, actuarial, claims and finan-
cial professionals from throughout the
industry, all to provide more innovative
solutions to reinsurance buyers without
- compromising financial security.

A NETWORK OF PROBLEM SOLVERS
Brokers share a simple philosophy: “What's
best for you” rather than “What's in it for
me?” They provide clients with a broad
range of problem-solving ideas rether than
promoting a single point of view.

Brokers are tireless client advocates.
They work on your side of the table, nego-
tiating favorable terms and conditions,
evaluating contract language, facilitating
claims payments, and constantly challeng-

ing reinsurance companies to create more
efficient solutions. The broker market
doesn't tall you how to run your business.
It skows you ways to make it stronger and
more profitable, in part by designing pro-

DIRECT
treaty reinsurance, in billions)

M ARKET

aybe IS time to

1992 Treaty Reinsurance
Premium Volume. Source:
Best's Review, Nov. 1993



reinsurer gives new ideas,
Change channels.

grams to achieve an optimal balance of risk
retention and risk transfer.

When traditional soluzions have come
up short, the broker market has developed
new and more effective ones, including

BROKER
(treaty reinsurance, in billions)

M ARKET

the creation of finite risk protection and,
most recently, the expansion of the prop-
erty catastrophe market.

Brokers are managing their businesses
to be more responsive, too. By upgrading

technologies and automating many day-

to-day service functions, brokerage firms
and reinsurers are able to respond faster
to client needs—from contract delivery to
claims payments—and have set aggressive
goals for continuous improvement.

WHO'S IN CHARGE HERE,
ANYWAY? YOU ARE! Keep
control over your reinsurance
program using the help and
advice of your broker.

A WORD FROM OUR SPONSOR

Why are we saying all of this in an ad? For
the same reason we formed ZRC: We be-
lieve the reinsurance industry needs to
change to keep pace with the escalating
needs of ceding companies. Working
through the broker channel, we continue
to advocate this position to the benefit of
a growing number of clients.

With more than $600 million in statu-
tory surplus, a AA-claims-paying rating
from S&P and a clean, unencumbered bal-
ance sheet, ZRC leads the broker market
in size and financial stability. But beyond
capacity, it's our energy, creativity and
innovative underwriting philosophy that
we think set us apart. If you're looking
to fine tune your reinsurance program this
renewal season, call your broker and ask
about ZRC. You'll be pleasantly surprised
by the reception you'll receive.

RAISING THE STANDARD
FOR REINSURANCE

MEMBER OF THE ZURICH INSURANCE GROUP

TFl: 212200 . ENNNA TAVY. 919 OO0 CANC



L
Q
Q

S

RESTAURANT GROUP:
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i Find Out How Crawford’s Dedicated Services '
nit Can Provide Accelerated, Accurate
laims Handling Services—For You.

Send me your Free Dedicated Services Unit brochure.
Please have a Representative call.

Name & Title:
Address:

IS A DEDICATED
SERVICES UNIT SUITABLE
FOR YOUR COMPANY?

Do you need prompt investigations, quality reporting, increased communications, and
claims personnel with an in-dzpth familiarity of your claims? If so, Crawford & Company
can draw upon our extensive staff to assign proper claims personnel to a Dedicated Services

Unit for you. Here’s how our dedicated units have benefited these satisfied clients:

“Specialized daim
service by flexible,
committed staff”

WHITMAN:
‘A team approach
and team culture”

AMERICAN

SUMITOMO:
“Strong alliance
increases
communication on
all levels”

“Total focus on

LAIDLAW:
“Complete control over
our claims process”

ALAMO:
“Total cost of risk

reduction of several
million dollars
the first year”

K& w
3 N 2 Mail coupon te:
Richard Groepoer
w n' Director of Client Development,

Crawford & Company,
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ASK A BENEFIT MANAGER

Retirement issues
to get more attention

During the past year, the focus
in Congress has been health care
reform.

Are there other major issues
Congress will be focusing on in
the future?

I was surprised that there was no
health care reform legislation passed
at the federal level this year. There
appeared to be a great deal of
momentum in the early discussions
regarding health care reform.
However, that momentum was lost
with the distractions of other major
legislative issues, such as crime and welfare reform. These
distractions, along with the extreme measures in the
Clinton proposal, resulted in the demise of health care
reform legislation this year.

The issue of health care reform will be present again in
the 104th Congress. Discussions may be more efficient and
productive since it appears that those elements of health
care reform that are not acceptable have been identified.
However, there will be new members of Congress that will
be on a sharp learning curve. I hope Congress takes action
on health care reform, but I hope it leans more toward
incremental reform rather than an overhaul.

A major issue has been brewing in the background and
should surface in Congress sooner rather than later. The
issue is retirement—and more specifically the adequacy of
retirement income for future retirees. In this 20th year
after the passage of ERISA, there has been increased
discussion on the adequacy of the retirement system.

The segment of the workforce that will potentially face
a crisis and could make this a very visible issue are the
“baby boomers,” those born between 1946 and 1964. For
the most part, baby boomers’ parents enjoyed relative
prosperity. Many retired after long careers at a single
company, and the combination of company benefits,
Social Security and personal savings resulted in a
comfortable refirement. Based on what their parents have
in retirement, most employees today are expecting the
same comfortable retirement; but, for a number of reasons,
there is a good chance it just won't happen.

Many facts and figures, when considered together, paint
a fairly dismal retirement picture for baby boomers:

¢ Even when employees are given the opportunity to
save for retirement and are encouraged to do so in plans
like 401(k) plans where the employer often matches the
contribution, many still do not seize the opportunity.
Surveys show that 25% of employees eligible to
participate in 401(k) plans do not.

e Another study showed that today’s average 50 year
old has only $2,300 in savings.

¢ A government survey found that 40% of people
between age 51 and 61 expect to have no retirement
income except Social Security.

Social Security, as a retirement income source, may be
in question. The latest report shows that the Social
Security trust fund will be depleted by the year 2036,
down substantially from the estimate of 2063 made in
1983. Additionally, many people are not aware that the
normal retirement age for Social Security benefits has
been modified. For much of the baby boomer group,
normal retirement age is 66. The normal retirement age for
those born after Jan. 1, 1960, is 67. Retiring and
commencing your Social Security retirement benefit prior
to your normal retirement age (as defined by Social
Security) will result in a reduced benefit.

A further complication is the fact that we are living
longer, With society’s focus on fitness and wellness, 'm
confident that our longevity will further increase. For
example, in 1990, a man retiring at age 65 was expected to
have approximately 15 years of retirement; for a woman,

nearly 19 years. Projections to the year 2030 show nearly
17 years for men and nearly 21 years for women. This is a
good news/bad news scenario. It is certainly good news
that we are living longer. The bad news is we have to find
a means of financing our longer lives. What this also
means is there will be a greater likelihood of us becoming
disabled, which will most likely require additional health
care expenditures.

Retirees are now required to absorb additional costs.
With the implementation of FAS 106, which requires
employers to account for retiree health care costs on an
accrual basis, employers have been shifting the burden of
retiree health care costs to the retiree. Some employers
have eliminated their retiree health care plans and most
are requiring retirees to pay for an increased percentage of
the costs through increased levels of premium
contributions and less generous plan designs, such as
increased deductibles and decreased copayments.

There has been a change in the composition of
retirement plans, as the number of defined benefit pension
plans has declined and the number of defined contribution
plans has increased. This change places inereased
responsibility for retirement income on the shoulders of
employees.

If employees choose to participate in the defined
contribution plan, they need to make the right investment
choice. Many employees, though, are not making proper
investment choices—the majority of 401(k) assets are in
guaranteed investment contracts or short-term cash funds
rather than equities, which over time are likely to provide
a substantially higher rate of return.

Unlike their parents, baby boomers have not remained
with just one employer during their career. The workforce
has been much more mobile. Some of this is attributable
to their search for the best opportunity. But, in recent
years, many job changes have been the result of increased
world competitiveness, which has led to large-scale
workforce reductions.

The result of frequent job changes is limited buildup of
retirement funds. This is true in both defined benefit and
defined contribution retirement plans. Very often, when a
defined contribution benefit is distributed to an individual
who has changed jobs, the amount is not rolled over to
another retirement plan or an individual retirement
account.

With the growth of defined contribution plans, there has
been an increase in the availability of lump-sum
distributions when an individual leaves an employer. A
survey conducted by Hewitt Associates L.L.C. found that
34% of defined benefit plans for salaried employees
offered a lump-sum option and, of these, 67% made the
option available to terminated employees who were vested,
72% to early retirees and 75% to normal retirees.

An Employee Benefit Research Institute study found
that in 1990 there were 3.1 million IRA rollover
contributions, totaling $71.4 billion. For every 100
lump-sum total distributions in 1990, there were only 29
IRA rollover contributions, and for every $100 distributed,
only $57 was rolled over into IRAs. These findings are
consistent with previous EBRI research.

A study reported in an EBRI publication shows that a
hypothetical worker holding four jobs with increasing
tenure over 30 years, with constant defined contribution
plan coverage, would lose 55% of the value of his or her
retirement benefit by spending the preretirement
lump-sum distributions rather than rolling them into a
tax-qualified account at a moderate nominal interest rate.

The effect of spending preretirement distributions from
final pay defined benefit plans rather than rolling them
over would be smaller. This is true since final pay plans
are more back-loaded than defined contribution plans.

Benefit accruals, as a percentage of pay, increase with
worker tenure. The plan sponsored by the final
employer—from which the worker retires—would
contribute a disproportionately large share to retirement
income, thus mitigating the loss. The study showed that
final pay plan participants who spend their preretirement
distributions will receive 19% to 27% less in benefits than
workers who roll over such amounts.

What implications does this have for employee benefit
managers? Benefit managers need to focus on employee

education and plan design. Educating employees to
prepare for retiremen: is critical.

The focus of such programs is largely financial. The
major thrust is to approximate how much income one
needs in retirement and to determine if the income stream
from various sources will be available.

Many people attending such programs discover that
their projected expenses in retirement exceed their
projected income stream. Once such a determination is
made, hopefully employees will have adequate time to
adjust their savings rate and possibly investment mix,
which then results in increased income in retivement.

Employees also often need help in choosing investment
funds in their company’s 401(k) plan. Many companies
have expanded the selection of funds offered in their
401(k) plans to meet 404(c) requirements.

However, employees will be less likely to invest in the
additional funds if they are unfamiliar with them. It's
basically “fear of the unknown.”

The latest figures I have seen on investments in 401(k)
plans shows that more than 50% of 401(k) plan
investments are in GIC-type funds. Many employees are
investing far too conservatively in 401(k) plans. Employees
need to understand the risk of investing too large a share
in conservative funds. That risk is having inadequate
funds for retirement.

Employees need to understand the need for saving for
retirement, as well as how to invest their retirement funds.
This communication should not be a one-time event.
Employees should be reminded of the need to save for
retirement on a regular basis, as well as items to consider
when investing their funds. Employee participation rates
in savings plans, as well as investment direction, should be
monitored on a regular basis.

Another issue is plan design. Although plans are not
mandated to meet 404(c) requirements, the concept
promoted by these regulations—investment
diversification—is worthwhile. If employees are saving for
retirement, they should be able to properly diversify
investments. Plan sponsors should ensure an adequate
array of options in their savings plans.

It is a good idea to determine the adequacy of
retirement income from your organization’s plans if such a
review has not been done within the past five years. The
general guideline for one to maintain their current
standard of living into retirement is a 50% to 60% income
replacement. The concept of the “three-legged stool”

. applies, with the three sources of retirement income

being the company’s plans, Social Security and personal
savings.

If employees do not have adequate retirement income,
they may be forced to work longer than they had intended
and may not be as productive in their later years if they
are “hanging on” in order to have adequate savings for

retirement. | Bl |

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

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

This month’s column on employee benefit management
issues is written by Dennis J. Nirtaut,
manager of employee benefits at Bank
of America Illinois in Chicago. Susan
M. Werner, director of risk
management at Hardee’s Food Systems
Inc. in Rocky Mount, N.C., answers

. questions on risk management issues.

i Williem J. Miner, an actuary with

| The Wyatt Co. in Chicago, answers
actuarial questions on benefits issues.

And, Richard E. Sherman, president

of Richard E. Sherman & Associates
Inc. in Ashiand, Ore,, answers actuarial

guestions in the casualty field.

Address your questions to ASK, Business Insurance,
740 N. Rush St., Chicago, Ill. 60611. Please give us your
name, title and employer; however, Business Insurance
will consider unsigned letters,

Mr. Nirtaut




Craze beyond comparison

Use of benchmarking can lead to wrong conclusions

By Jay T. Deragon

ENCHMARKING IS BECOMING a risk

management craze. But, without profound
knowledge of the “process” that facilitates effective
benchmarking, risk managers may find themselves
trying to copy procedures that don't fit or attempting
to reach goals relative to cost that have been
accomplished only with careful planning and
execution of specific strategies.

Our culture, and the fast pace of change, compels us
to try to copy ideas, procedures or concepts without
first achieving a fundamental understancing of what
it is that drives a policy, procedure or concept.
Benchmarking is being touted as a method of
comparing best practices with the aim of motivating
risk managers to improve.

Today, many risk managers are trying to compare
their costs with others’ costs and using those
“benchmarks” as a tool for negotiation, either
externally with brokers and insurers or internally
with finance people in operations. The benchmarking
concept can only be effectively used when one has a
thorough understanding of the processes one is
comparing and all the variables that go into the
processes. Comparing costs of a process as a
benchmarking fact does not tell the risk manager how
a particular process worked.

The quality philosophy tells us that every process
has inputs and outputs. Within every process, there
are basically five variables of input:

e The person,

¢ The machinery.

e The methods. -
The materials.

e The environment.

These inputs are the variables that cause process
variation, while the outputs are the results of
variation in the process driven by the complexity of
the process inputs.

For instance, if a risk manager wants to compare his
costs of workers compensation claims to other risk
managers’ costs, measuring the cost by itself and
comparing it will not provide the knowledge
necessary to thoroughly understand the complexities
underlying the cost; that is, the process and their
inputs.

Many want to measure something without defining
exactly what they are measuring. This seems to be a
consistent complexity within the American culture as
many organizations try to adopt some of the elements
of quality. We have been taught and have
subsequently managed our business by the
measurement of results rather than the measurement
of processes and their inputs. We do not have the
fundamental knowledge needed to understand the
root causes of variation, nor do we in general have any
fundamental understanding of statistics and their

applications to measuring process variations or costs.

As an example, a risk manager measures the
response time for claims handling by third-party
administrators, insurers, etc. The response time will
vary by these suppliers, and the variables that cause
the variation of response time are significant. Thus,
comparing response times of claims administrators
must be further defined relative to types of claims,
severity of claims and the definition of what is
response time.

Considering that all process inputs have five
fundamental variables as discussed above, one can see
the complexity of making decisions or reacting based
on process output measurement. It is a fallacy to think
that by measuring process output only, one can
improve operations, decrease costs, or increase
knowledge. Many consultants tout benchmarking to
risk managers as the new fad, but few of them have
the necessary knowledge to add value to the role of
the risk manager and its impact on a company’s
improvement efforts.

Before risk managers can use benchmarking
effectively, they must first determine the following:

e What is the process that is going to be compared?
A process is different than a system. For instance,
claims administration is a system responding to
claims as a process within it.

e What does the proposed process look like? Can it
be illustrated on a flowchart indicating the macro
steps of the process, with each step having an
identified attribute of data that can measure the steps’
variation?

e Have the variables of inputs been identified and
are they measurable?

e When comparing one process to another, is it
clearly understood that these processes are either
identical or very similar? Otherwise, in comparison to
the output of the process, it may lead one to the wrong
conclusion.

e What is the ultimate aim of benchmarking? If it is
to evaluate the quality of one’s efforts and/or results,
then it can be an exercise in frustration if one doesn'’t
understand the processes that are driving those
results.

Many risk managers are beginning to ask insurance
companies and brokers to do cost comparisons of their
insurance prograras relative to those of similar
businesses. For instance, a chemical company wants
to know what another chemical company’s insurance
cost is. This question is largely meaningless.
Comparing one chemical company to another is a very
complex comparison, considering operating cultural
differences, personnel, orientation, training
differences, equipment differences and differences in
management philosophy and methodology, as well as
differences in materials used, handled or
manufactured. These types of comparisons will only
lead to further adversarial relationships between

insurers, brokers and customers.

On the other hand, if both the suppliers and the
customers can get together to learn what processes
drive the cost of risk, most to least, and what practices
can be applied to reduce the variation of those
processes and their subsequent costs of risk, then and
only then can real knowledge be gained on how to use
benchmarking effectively.

A short article cannot adequately explain the depth
of knowledge necessary to understand the value of
benchmarking and/or how to execute the process
effectively. Forewarned is forearmed. B

Benchmarking reminds me of a parable I once
heard:

Once there was a boy who kept a turtle in a sandbox
in his backyard. He charged the other children in the
neighborhood a nickel to come and look at it. For a
while, the boy was prosperous. One day the boy next -
door put a goldfish into a wading pool in his backyard.
He charged the other children in the neighborhood a
nickel to come and look at it. The crowd around the
sandbox grew smaller every day. It was standing room
only at the wading pool. The boy next door raised his
price to a dime. ‘ '

After three days without e customer, the
turtlekeeper walked over to the wading pool. The boy
next door was scattering crumbs across the water. The
children laughed and clapped as the fish darted
around collecting them. The turtlekeeper walked back
to his yard and looked down at his dingy turtle
plodding slowly around in the sand. The boy picked
the turtle up, carried it to the edge of the yard, and set
it free among the tall grass.

He went to his room, gathered his money and rode
off on his bicycle. A short while later, he returned
carrying a large goldfish in a jar. He put the jar down,
picked up a paintbrush and changed his sign to read
“Admission 10 cents.” Then he dumped the goldfish
into the sandbox.

The moral of the story is that before we can copy
what somebody else is successfully doing, before we
can “move the goldfish,” we must have a thorough
understanding of both why the goldfish is working
better over there and of all the conditions we must
meet for it to thrive.

Is our present system capable of supporting
goldfish? If not, our attempt to copy the kid next door
is doomed to failure. | Bl |

Jay T. Deragon is chief quality
officer at Willis Corroon Corp. in
Nashville, Tenn.

Builder has no claim on contractor for builder’s risks

A builders risk insurer for the owner of
an apartment complex could not recover,
under the contribution theory, from a

Legal Briefs

contractor’s builders risk insurer for fire

Insurance Co. and DeMaria from Liberty

amount of 50% of the loss paid. The trial
court ruled against Reliance.

The appellate court concluded that
Reliance’s claim for contribution was

policy protected only DeMaria’s
contractual interest in completing and
delivering the complex. The trial court
decision was affirmed.

. damage to an apartment complex,
according to the 6th U.S. Circuit Court of
Appeals.

The Jewish Federation Apartments
entered into a construction contract with
DeMaria Building Co. for the building of
an apartment complex. The parties waived
all rights against each other for fire
damage to the extent covered by property
insurance obtained pursuant to the
contract. Both parties purchased builders
risk policies—JFA from Reliance

Mutual Fire Insurance Co. Neither named
the other as an additional insured or loss
payee. In 1989, fire partially destroyed the
complex, causing $182,000 in damage.
Each reported the loss to their insurer.
Reliance paid JFA about $181,000. Thus
DeMaria informed Liberty Mutual it was
not pursuing its claim. Reliance then sued
DeMaria’s insurer, seeking a declaration
that Liberty Mutual must indernify it for
the full $181,000, or in the alternative, that
Liberty Mutual owed contribution in the

entirely without merit. According to the
court, Liberty Mutual would be liable for
contribution only where the insurers were
equally liable for the discharge of a
common obligation. The court ruled that
while the property and risks in both
policies were the same, the interests
insured were different. The court noted
that Reliance protected JFA’s ownership
interest in the complex and
indemnification was payable only to JFA.
Similarly, the court said, Liberty Mutual's

Reliance Ins. vs. Liberty Mutual Fire
Ins., 6th U.S. Circuit Court of Appeals,
Jan. 14, 1994 (BI/02/Jy.-$10) K=

These abstracts were prepared by
Mayo H. Stiegler. Copies of these
decisions are available by sending a 510
check, payable to Mayo H. Stiegler, to
Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611-2590. List the
number for each opinion.
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Officers: Joel B. Johnson II,
president; Molly K. Johnson, sec-
retary/treasurer.

Contact: Joel B. Johnson II.

Continued from page 51
J.B. Johnson
Intermediary Inc.

1776 Woodstead Court, Suite 228,

The Woodlands, Texas 77380;

713-292-4023; fax: 713-292-1106
1993 1992

Premium volume... $20,000,000 $20,000,000
% Treaty......... 100% 100%
Total employees ... 3 3
Treaty ... cunon 3 3
Founded: 1979. -
Specialties: Accident and | Le Blanc de Nicolay U.S. Inc.

140 E. 45th St., New York,
N.Y. 10017; 212-972-7090;
fax: 212-687-4852
1993 1992
$62,000,000  §55,000,000
100% 100%

health, alternative workers comp.
Licensed in: Kansas, Missis-
sippi, New York, Texas.
Conducts business: Nationwide, | premium volume..
excluding Alaska and Hawaii. % Treaty........

Gross revenues ... . $884,359 $854,705
Total employees.... 6 9
b 1y 3 - | 5 R 6 9

Founded: 1386.

Parent: Le Blanc de Nicolay Re-
assurance.

Specialties: Property and casu-
alty; life, accident and health;
credit and financial risks; interna-
tional risks; marine and aviation,

Licensed in: New York, Texas.

Conducts business: Internation-
ally.

Officers: Oliver du Passage,
president; William H. Asay, exec-
utive vp; Rycko Mochizuki, vp.

Contact: William H. Asay.

W.J. Lehrke Co.
6600 France Ave. S., Edina,
Minn. 55435; 612-920-1667;
fax: 612-920-2039

1993 1992
Premium volume... $20,000,000 $18,000,000
% Treaty ... 95% 98%
% Facultative. 5% 2%
10 10
4 4
2 2

Founded: 1973.

Specialties: Catastrophe or loss
ratio, flexible excess.

Licensed in: Minnesota, New
York.

Conducts business in: Jowa,

The threat of lawsuits can have a chilling effect on an organization’s ability to attract and retain highly

qualified outside directors.

That’s why the right directors and officers liability coverage can be a deciding factor for prospective

board members who are concerned that board service may put their personal assets at risk.

SHE’S HIGHLY
INTELLIGENT,
TALENTED AND
EXPERIENCED.
AND SHE WOULDN'T
BE CAUGHT DEAD
SITTING ON
YOUR BOARD.

Your D&O coverage must be relevant both to your specific industry, and to the sensitivities of

individual organizations. That’s the difference you'll find at Executive Risk Management Associates. We make

it our business to understand the industries we serve almost as well as our insureds. That's why our D&0

coverage reflects the realities of the marketplace, responding to timely legal, regulatory, and competitive

issues. And the specific needs of each organization we insure.

Take a look at your current coverage, then contact your agent or broker for a comparison with D&O from
Executive Risk, 82 Hopmeadow Street, Simsbury, CT 06070-7683, 203-244-8900.

Executive Risk Management Associates is

an underwriting manager for The Aetna Casualty

and Surety Company, Executive Re Indemnity Inc.,

and Executive Re Specialty Insurance Company.

A

Executive Risk

Management Associates

Kansas, Michigan, Minnesota,
Ohio.

Officers: Thomas A. Lehrke,
president; S.P. Sorensen, vp; Mark
Noack, assistant vp; W.J. Lehrke,
secretary.

Lincoln National
Intermediaries
1 Reinsurance Place, 1700
Magnavox Way, P.O. Box 7808,
Fort Wayne, Ind. 46801-7808;
219-455-3290; fax: 219-455-1200

1993 1992
Premium volume... NA NA
% Facultative. 100% 100%
Gross revenues...... $6,069,578 $5,147,224
Total employees ... 26.5 27
Facultative..... 26.5 27

Founded: 1982.

Parent: Lincoln National Corp.

Specialties: Financial reinsur-
ance, annuity reinsurance, merg-
ers and acquisitions.

Licensed in: Indiana, New York.

Conducts business: Nationwide.

Officers: Kenneth J. Clark, pres-
ident; Thomas E. Skillman, Mark
R. Troutman, Todd Spooner, vps.

Contact: Kenneth J. Clark.

Edward Lloyd Ltd.
100 Merrick Road, Suite 510 W.,
Rockville Centre, N.Y. 11570;
516-763-9320; fax: 516-763-6722

1993 1992
Premium volume... $6,000,000 $5,000,000
% Treaty......... 2% 5%
% Facultative. 98% 95%
Gross revenues ,...., $500,000 $500,000
Total employees ... 5 4

Founded: 1983.

Specialties: International/glo-
bal and reverse flow reinsurance.

Licensed in: New York.

Conducts business: Worldwide.

Officers: John M. Mannix, presi-
dent; Rambha A. Shukla, vp.

Stephen J. Lockwood & Co.
401 Edgewater Place, Wakefield,
Mass. 01880; 617-245-4559;
fax: 617-245-0052

1993 1992
Premium volume... $130,000,000 $83,000,000
% Treaty ......... 98% 7%
% Facultative. 2% 3%
Total employees ... 11 11

Founded: 1977.

Parent: LDG Management Co.
Inc.

Specialties: Occupational acci-
dent, aviation, workers compensa-
tion carve out, specific and aggre-
gate medical stop loss, special risk
accident and health.

Licensed in: Illinois, Massachu-
setts, New York.

Conducts business: Internation-
ally.

Officers: Stephen J. Lockwood,
president; Carolyn A. Kirwin, se-
nior vp; Jerilynn M: Ross, vp; De-
nise Donovan, assistant vp.

Contact: Jerilynn M. Ross.

M.LM. Inc.

P.O. Box 260148, Highlands Ranch,
Colo. 80126; 303-791-8370;
fax: 303-791-8372

1993 1992
Premium volume... $2,800,000 $2,100,000
% Treaty........ 85% 85%
% Facultative. 15% 15%
Total employees ... 2 2
Treaty ..o 2 1 1
Facultative..... 1 1

Founded: 1992,

Specialties: Workers comp,
product liability, alternative
funding programs, strategic quota
share planning.

Licensed in: Colorado, Florida,
Nebraska, New Mexico, New
York, North Carolina, Wisconsin.

Conducts business: Nationwide.

Continued on page 60



FOR Y OUR PROPERTY

Blowing/throughiyouricat covercan killlyour com-
pany. Thatis no great seeret.
~ But not canryingienough coverage can affect your
rating andleven depress the price of your stock.

Evenlifi we don’t'have the record-breaking catastro-
phesithat we've secnlinirecent years, _CXpost re to)
excessive volatility isidamaging to yousr'matketing and
planning efforts and al threat o youtibalance sheet:

It may be your worst ni :ghtmm-eu. ..butiit’s our busi-
s. We maintain large. liquidlcapital resources to
helpiusiabsorbiextreme volatility.
Put our property catastrophe capacity andlexpertise
{toluse and keep your own company,
aliverand welll
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Officers: Anne O. Morgan, pres-
ident; C. Fred Morgan, secretary/
treasurer; Jon M. Morgan, assis-
tant secretary.

Contact: C. Fred Morgan.

Meadowbrook
Intermediaries Inc.

144 E. 44th St., New York,
N.Y. 10017; 212-297-1800;
fax: 212-297-1802

1993 1992
Premium volume® .  $14,500,000  $5,500,000
% Treaty......... 100% 100%
Total employees ... 6 5
Treaty ............. 6 5

* Company estimates.

Founded: 1985.

Parent: Meadowbrook Insur-
ance Group.

Specialties: Alternative risk, in-
cluding professional liability,
products liability, municipal lia-
bility, workers comp, weather in-
surance, export credit and surety.

Licensed in: New York.

Conducts business: Nationwide.

Contact: Joseph Fahys.

Median Re Inc.
98 Cuttermill Road, Suite 346S,
Great Neck, N.Y. 11021;
516-482-2111; fax: 516-482-2133

1993 1992

Premium volume... $17,500,000 NA
100% NA

$400,000 NA

2 NA

2 NA

Founded: 1993

Branch offices: Stamford, Conn.

Specialties: Loss portfolio trans-
fers, finite reinsurance, finite acqui-
sition financing reinsurance.

Licensed in: Connecticut,
York.

Conducts business: Nationwide.

Officers: Henry H. Traendly, pres-
ident; Gary L. Ketchum, treasurer;
Robert M. Christie, John Milne, vps.

Contact: Robert M. Christie.

New

National Intermediaries Inc.
777 Long Ridge Road, P.O.
Box 10167, Stamford, Conn.
08904-2167; 203-329-7700;
fax: 203-329-9027
1993
$55,200,000
1

1882

Premium volume... $46,700,000
b

Total employees ...

Founded: 1976.

Parent: National Reinsurance
Corp.

Licensed in: New York.

‘tb‘\

S

Yee

&m Wwefanticipatedithe)
changinaldynamicstothelinsurance s
ﬁiﬂ!ﬂiﬁﬂ@i@ﬂi@m@aﬁ
reinsuranceitolachieveitinanciali

gﬁbﬂnmky‘@%

[developedlinnovativelreinsurance’
g mma&mmd@@ﬁm

Q«ﬂ\

TRIUM

=
50“"95‘ >

/ o NOVIK. PSR

Corporation. A mamber of the Swias Re Group-

riskiproductsiaddressialvarietylofi
mm@mm@mm Eta Problems!

es!ﬁa“‘

pueny ;
CIES 083
Sttt

237 Park Avenue
New York, NY 10017
(212} 907-8091

FAX (212) 907-8777

ATRIUM Corporation. A m

BRUCE P. REICH
Sanior Vice President
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STEPHEN F. PATTERSON, CPCU :
Senior Vica Prasident ]

~ Re Group.

RrogressiveiSolutions;

Conducts business: Nationwide
and Canada.

Officers: Robert Eager, chair-
man/president; Carl Zuanelli, ex-
ecutive vp; James Brautigam, vp;
Renee Walter, assistant secretary.

Northern States
Intermediaries Inc.

206 S. Main St., Stowe, Vt. 05672;
802-253-6986; fax: 802-244-6230

1993 1992
Premium volume... $5.500,000 $6,000,000
% Treaty......... 40% 60%
% Facultative. 60% 40%
Total employees ... 2 2
Treaty ... i 1 1
Facultative ..... 1 1

Founded: 1988.

Parent: Northern States Man-
agement Inc.

Branch offices: Waterbury Cen-
ter, Vt.

Specialties: Workers compensa-
tion, professional liability.

Licensed in: New York.

Conducts business: Nationwide.

Officers: John J. Middleton,
president.

Contact: John J. Middleton.

PWS Holdings P.L.C.

52-26 Minories, London EC3N 1JJ,
England; 44-71-480-6622;
fax: 44-71-702-1689
1993 1992
Premium volume*. $271,000,000 $479,000,000
% ‘[reaty........ 6% 8%
% Facultative. 94% 92%

Gross revenues® ... $25,500,000 $29,900,000
Total employees ..., 274 283
Treaty v 20 20
Facultative ..... 60 60
* Reported in U.S. dollars.
Founded: 1964.
Branch offices: New York;

Hamilton, Bermuda; Toronto;
Amsterdam, Netherlands; War-
saw, Poland; Singapore.

Subsidiaries: Burns-Crosson
Ltd.; PWS Asia Pacific; PWS En-
ergy; PWS International; PWS In-
ternational Poland S.A.; PWS Life
& Pensions; PWS North America;
PWS Overseas Holdings; PWS
South Africa PTY; PWS (USA)
Inc.; Thurgood, Farmer & Hack-
ett.

Specialties: International and
U.S. domestic property and casu-
alty, international property and
casualty treaty, accident and
health-facultative and treaty, in-
ternational and domestic energy,
aviation excess of loss, directors
and officers, financial, Canadian
binders and marine insurance ser-
vices.

Licensed in: New York.

Conducts business: Nationwide.

Officers: Peter J. English, group
managing director-London;
Charles E. Aman III, director/vp-
PWS (USA) Inc.; Kevin Hubbard,
international director-London;
Peter Smith, treaty director-Lon-
don.

Contact: U.S.: Charles E. Aman
ITI, 212-791-9350; London: Peter
J. English, Kevin Hubbard or Pe-
ter Smith, 44-71-480-6622.

Park International Ltd.

P.Q. Box HM 2062, Hamilton HM
HX, Bermuda; 809-295-7396;
fax: 809-295-4622 or 809-295-6052

1983 1992

Premjum volume.. $12,500,000 $10,000,000
% Treaty ......... 92% 100%
Facultative ..... 8% 0%

Gross revenues..... $300,000 $200,000

Total employees .... 5 4

Founded: 1973.

Parent: Mutual Risk Manage-
ment Ltd.

Specialties: Wholesale reinsur-
ance brokering in all Bermuda
markets, including catastrophe
reinsurance facilities,

Continued on page 62
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Willis Faber’s

Transportation leam
is in the driver’s seat.

GREG EDENS, GORDON LAHEY, BoB ELLINGTON, JAY JOHNSON
THE TRANSPORTATION TEAM

There’s no broker with more hard-won experience in
Transportation than the Willis Faber Team. )
Our Team knows trucking from the asphaItAup.
We’ve been involved with the industry as it has gone through
major changes like the challenges of deregulation.
We understand the impact of the move to bigger, more
expensive rigs on the road, the deterioration of our highways
and bridges, and cut-rate competition.
We’re part of the risk management process that
has resulted in better, safer trucking today.
We're rolling along ahead of the pack with a bigger
staff, more satellite offices, more computerized
backup, and the enhanced clout that
comes from being part of Willis Corroon
Group plc and Willis Faber’s worldwide
reinsurance operations.
Our experienced team knows how to
interpret those special risks that
carrier companies face every day.
We are well-versed in reinsurance
solutions that are right for your
company and right for the industry.
Not many brokers can declare
they are as dedicated to improve the
quality of the process as we are.
We know the markets. We know the
industry, and we know how to act
quickly to ensure our clients are advised of
everchanging regulatory requirements.
Willis Faber’s Transportation Team.

For a smoother ride, travel with us.

WILLIS FABER

NORTH AMERICA

940 Golf House Road West, P.O. Box 2500
Stoney Creek, North Carolina 27377
Telephone: 910-449-3200 Fax: 910-449-3232
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Licensed in: Bermuda.

Conducts business in: Bermuda.

Officers: Paul Scope, president;
Stephen Dean, Nan Pollock Grif-
fiths, vps.

Contact: Stephen Dean.

Pearson & Georgi
International Inc.

117 Washington St., P.O. Box 1597,
Hoboken, N.J. 07030;
201-656-0800; fax: 201-656-3412

1993 1992
Premium volume... $57,982,160 $64,391,120
% Treaty......... 5% 85%
% Facultative. 25% 15%
(GTOSS Tevenues ... $1,349,554 $1,609,778
Total employees .... 14 21
Teeaty ..o 11 17
Facultative ..... 3 4

Founded: 1979.

Parent: Pearson & Georgi Hold-
ings Inec.

Subsidiaries: Pearson & Georgi
(Europe) Ltd., Athens, Greece,

Pearson & Georgi (Hellas) S.A.,
Athens, Greece; Pearson & Georgi
(S.E. Asia), Manila, Philippines.

Specialties: International treaty
and facultative reinsurance, med-
ical insurance and auto credit
guarantee risks.

Licensed in: New Jersey, New
York.

Conducts business: Nationwide.

Officers: Fred H. Pearson,
chairman; Ernest G. Georgi, pres-
ident; Rodolfo A. Agatep, execu-
tive vp; Peter M. Graetzer, Aret M.
Tasciyan, vps.

Contact: Ernest G. Georgi.

Donald B. Peat
& Associates Inc.

2201 Cantu Court, Suite 200,
Sarasota, Fla. 34232;
813-379-9122; fax: 813 379-6167

1993 1992
Premium volume... $7,500,000 $2,000,000
% Treaty. 100% 100%
Total employ 10 3
Treaty o 10 3

Founded: 1991.

Specialties: Property and casu-
alty treaty reinsurance.

Licensed in: Florida, New York.

Conducts business: Nationwide,
excluding Alaska and Hawaii.

Officers: Donald B. Peat, presi-
dent.

Pegasus Advisors Inc.

86 Hopmeadow St., P.O. Box 398,
Simsbury, Conn. 06070,
203-651-0641; fax: 203-658-5470

1993 1992
Premium volume... NA NA
% Treaty ... 100% 100%
Gross revenues ...... $1,455,300 $1,463,700
Total employees ... 5 5
Treaty.. L unes 5 5

Founded: 1989.

Parent: MBI Inc.

Specialties: Non-traditional, fi-
nite reinsurance, especially casu-
alty business.

Licensed in: Connecticut, New
Jersey, New York.

Conducts business: Nationwide. .

Officers: Gregory E. Leonard,
president; Lawrence G. Frank, vp;
Joseph Abbott, assistant vp.

Contact: Rose Komanetsky.

Preferred Reinsurance
Intermediaries Inc.

14 Monckton Blvd., Columbia,
S.C. 29206; 803-790-4800;
fax: 803-790-4825

1993 1992
Premium volume... $75,000,000 $83,000,000
100% 100%
19 21
19 21

Founded: 1983.

Branch offices: Port Washing-
ton, N.Y.

Licensed in: California, Florida,
Indiana, New York, Ohio, South
Carolina, Texas.

Conducts business: Nationwide.

Officers: Robert H. Sanders,
president; Karen N. Basso, senior
vp; S. Oliver Hines, vp-accident/

Network.

The Get-Well

THE MurriPran NETWORK IS MORE than our 15,000 health care facilities
nationwide — it is the tens of thousands of people who work with us in those
facilities to keep health costs reasonable for the more than 15 million people who
rely on us. Asone of the largest Preferred Provider Organizations in the nation, and
the fastest-growing, we offer our clients discounts at:

o general hospitals
* subacute facilities
e rehabilitation/orthopedic facilities
e psychiatric and alcoholism and substance abuse
treatment facilities
home health care providers
o facilities with specialties in organ transplants

In addition, our clients benefit from our growing
network of physicians.

Addztzonal mmngs are available through our MultiPlan Managed Care Inc.
subsidiary, which provides a full range of managed care options.

Our hundreds of clients include insurance companies, corporate benefit
plans, third-party administrators, and labor-management and government ben-
efit plans.

We have more experience helping our clients save money at health care
facilities than anybody else. We’ve been at it for more than two decades, and #s
our only business.

For information on how The Get-Well Network®™ can become yozr network,
please call Edward Rothstein or Ron Katz
at 800 677-1098 or write to MultiPlan Inc.,
115 Fifth Avenue, New York, NY 10003.

MultiP/a1,

Savings Nationwide

health; Robert P. Hodson, Philip
M. Russo, vps.
Contact: Charles Perry.

QSX Re (North America) Inc.

120 Wood Ave., Iselin, N.J. 08830;
908-494-4560; fax: 908-494-4505

1993 1992
Premium volume... $31,000,000 $25,000,000
% Treaty ......... 20% 5%
% Facultative. 80% 95%
Gross revenues ...... $1,550,000 $1,200,000
Total employees .... 11 9
Treaty ..cocoeenns 2 1
Facultative ..... 9 8

Founded: 1925.

Parent: QSX Holdings B.V.

Specialties: Facultative and
treaty property reinsurance.

Licensed in: New York.

Conducts business: Nationwide,
excluding Alaska and Hawaii.

Officers: Willem P. Schuil,
chairman/president; Steven L.
Himes, vp.

Contact: Willem P. Schuil.

RFC Intermediaries Inc.
1117 Perimeter Center West,
Atlanta, Ga. 30338; 404-392-9541;
fax: 404-393-1541

1993 1992
Premium volume... $100,000,000 $120,000,000
% Facultative. 100% 100%
Total employees.... 4 78
Facultative...... T4 8

Founded: 1972.

Parent: Minet Re North America
Inc.

Branch offices: Los Angeles and
San Francisco, Calif.; Hartford,
Conn.; Atlanta; Itasca, Ill.; St.
Paul, Minn.; New York; Philadel-
phia; Dallas.

Specialties: Domestic and inter-
national facultative reinsurance.

Licensed in: California, Con-
necticut, Illinois, Minnesota, New
York, Texas.

Conducts business: Nationwide.

Officers: Wallace E. Winter,
chairman; Mark T. Hvidsten, presi-
dent/CEQO; Kenneth R. Fewell, ex-
ecutive vp; Michael G. Woll, Tho-
mas F. McGrath III, senior execu-
tive vps; Robert Mikalouskas,
Nicholas C. Mesogianes, senior vps.

Contact: Kenneth R. Fewell.

Re Advisory Services Inc.
1 Morningside Drive N., Westport,
Conn. 06880; 203-222-8776;
fax: 203-226-1881

1993 1992
Premium volume... $67,000,000 $61,000,000
% Treaty ... 99% 99%
Total employees ... 6 3
Treaty ....occvis 6 3
Founded: 1991.
Specialties: Catastrophe, pro-

fessional liability, medical mal-
practice, alternative reinsurance
market responses.

Licensed in: Connecticut, New
York.

Conducts business: Nationwide.

Officers: Peter B. Scanlan, pres-
ident; Roland Pike, Geoffrey A.
Axt, vps; James J. Cincotta, assis-
tant vp; Jeanne C. Kehoe, control-
ler.

Contact: Peter B. Scanlan.

Re/lnsurance Brokers Inc.

100 Brookwood Place, Birmingham,
Ala. 35209-6811; 205-871-4949;
fax: 205-871-4950

1993 1992

Premium volume... $10,522,500 $9,020,000
% Treaty....... 100% 100%

Total employees .... 2 o g
Tty . ooian 2 %

Founded: 1990.
Specialties: Professional liabil-
ity, pilot disability reinsurance,
Continued on nage 64



1994 Zurich Insurance Company

Your Environmen

Ect

al Insurer’s Motto

Shouldn’t Be “Run ForYour Lives.”

Today, you need the courage and
creativity that our specialists have shown
since the days when they pioneered the
industry. You need an ever-evolving
company willing to take the intelligent,
informed risks that progressive risk
management demands.

By forming an active partnership with
ouragents, brokers and customers, the
Zurich-American Environmental Group
forges abond of shared expertise that

recognizes no boundaries when it comes
to creative risk management productsand
solutions. We're willing to take risks other
companies won't. And we'll service our
policies inaway other companies can't.
Because we're backed by the financial
strength, stability and The Power of
Partnership only The Worldwide Zurich
Insurance Group can provide. For more
information, contact youragent or broker,
orcall 1-800-382-2150.

L L o * L] ® s L] ® ®

. R

INSURANCE GROUP

A MEMBER OF THE WORLDWIDE @ ZURICH INSURANCE GROUP
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excess workers compensation, ex-
cess medical stop-loss.
Licensed in: Texas.
Conducts business: Nationwide,
excluding Alaska and Hawaii.
Officers: Dale Busby, president.

Reinsurance Associates Inc.
1670 Fenpark Drive, Fenton,
Mo. 63026; 314-349-1234;
fax: 314-349-3169

1993 1992
Premium volume... $40,000,000 $37,000,000
% Treaty......... 95% 95%
% Facultative. 5% 5%
Gross revenues ...... $653,354 $598,192

Total employees .... 6 6
Treaty ... H 5
Facultative ..... 1 1

Founded: 1979.

Specialties: Credit life and disabil-
ity, gap, involuntary unemployment
insurance, product guarantee, work-
ers compensation, impaired risk or-
dinary life, used car garage liability.

Licensed in: Illinois, Mississippi,
New York.

Conducts business in: Nationwide.

Officers: Richard Banks Croak,
president/secretary; Michael A.
Gardner, vp.

Contact: Michael Gardner.

Reinsurance Brokers Co.
3545 N. I-10 Service Road, Suite
300, Metairie, La. 70002;
504-455-4545; fax: 504-455-9449

1993 1992
Premium volume... $4,000,000 $4,000,000
% Facultative. 100% 100%
Total employees .... 3 3
Facultative ..... 3 3

Founded: 1965.

Parent: Hilb, Rogal & Hamilton
Co.

Specialties: Domestic and inter-
national risks.

Licensed in: Louisiana.

Conducts business in: Nation-
wide and overseas.

Officers: J. William Sherar, se-
nior vp; William G. Sherar, vp;
Virginia M. Baber, assistant vp.

Sedgwick Payne Co./
Crump Re

55 Farmington Ave., Suite 501,
Hartford, Conn. 06105;
203-727-9727; tax: 203-293-0755

1993 1992
Premium volume® .. $1,200,000,000 $1,250,000,000
% Treaty...... 5% B0%
% Facultative. 25% 20%
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Gross revenues® ... $61,500,000 $62,500,000
Total employees ... 395 425
Treaty .......eeeer 292 300
Facultative ..... 103 125

* Bl estimates.

Founded: 1928.

Parent: Sedgwick Group P.L.C.

Branch offices: Los Angeles and
San Francisco; Hartford, Conn.;
Atlanta; Chicago; Minneapolis;
New York; Philadelphia; Dallas;
Seattle; Vancouver and Toronto,
Canada.

Specialties: All major lines of
reinsurance and most specialty
categories facultative specialist
in property and casualty, interna-
tional program business and fi-
nancial reinsurance.

Licensed in: California, Illineis,
Minnesota, New York, Texas.

Conducts business: Nationwide.

Officers: Salvatore D. Zaffino,
president/CEO; Charles A.
Higham, COO.

Contact: Salvatore D. Zaffino.

Membership: Brokers & Rein-
surance Markets Assn.

Sentry Intermediaries Ltd.
Skandia International House, 16
Church St., Hamilton HM HX
Bermuda; 809-295-2185;
fax: 809-292-1143

1993 1992
Premium volume... $7,000,000 £5,000,000
% Facultative. 100% 100%
Total employees .... g 2
Facultative ... 2 . 2

Founded: 1985.

Parent: Skandia.

Specialties: Bermuda market
placements.

Licensed in: Bermuda.

Conducts business in; Bermuda.

Officers: Nicholas S. Dove,
president; Robert J. Rosser, vp.

Contact: Robert J. Rosser.

Smyth, Sanford
& Gerard Reinsurance
(C.C.King & Co.)

135 William St., 16th Floor, New
York, N.Y. 10038; 212-374-1323;
fax: 212-587-4170

1993 1992
Premium volume... $65,500,000 $42,500,000
Yo Treaty .. ... 32% 35%
% Facultative. 68% 65%
Total employees .... 19 20
Treaty ... 6 6
Facultative ..... 13 14

Founded: 1987.

Branch offices: Coral Gables,
Fla.

Specialties: Engineering, ma-
chinery breakdown, oil and gas,
property, international.

Licensed in: Florida, New York.

Conducts business: Nationwide
and internationally.

Officers: Douglas L. King, pres-
ident; Carl J. Casale, Thomas C.
Chiappa, senior vps; Geraldine
Froget, executive vp-Florida; Eu-
gene R. Melski, senior vp-Florida.

Contact: Douglas L. King.

Specialty Reinsurance
Intermediaries Inc.

600 Unicorn Park Drive, Woburn,
Mass. 01801; 617-938-7100;
fax: 617-938-0996

1993 1992

Premium volume... $3,150,000 NA

% Treaty ... 15% NA

% Facultative. 25% NA

Gross revenues...... $284,150 NA

Total employees .... 3 NA

Treaty ... 15 NA

Facultative ..... 1.5 NA
Founded: 1991.

Specialties: Personal accident,

occupational accident, sports/en-
tertainment, contingency.

Licensed in: New York.

Conducts business in: Massa-
chusetts.

Officers: Edward A. Dipple,
chairman/CEQ; Candace J. Hal-
lett, president; Kimberly A. Col-
lins, treasurer.

Contact: Candace J. Hallett or
Kimberly A. Collins.

Continued on page 66




IN ALTERNATIVE MARKETS
ONE REINSURER CUTS A CLEAR PATH.

RISK
RETENTION
GROUPS

nEcipﬁer:ALs

RISK
PURCHASING
GROUPS

You need a highly experienced reinsurer to guide you through the alternative market maze. No reinsurer is more
experienced than North American Re. We offer reinsurance capacity, no matter which structure you select.

To discuss which reinsurance program is best for your company, call Carla D'Andre, Director of Alternative Markets
- at212-307-8013. North American Re: the clear path to solvent capacity.

NORTH AMERICAN RE

NORTH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8013 ATLANTA BOSTON CHICAGC DALLAS LOS ANGELES NEW YOR

K PHILADELPHIA SAN FRANCISCO
A MEMBER OF THE SWISS RE GROUP :

~
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Sterling Universal Ltd.
4 King St. W., Toronto, Ontario

M5H 1B6, Canada; 416-364-7231;
fax: 416-364-6826

1993 1992

Premium volume® . $195,300,000 $185,400,000

% Treaty......... 97% 97%

% Facultative. 3% 3%

Gross revenues® ..., $11,625,000 $10,712,000
Total employees ... 85 85

: Treaty ... 29 28
Facultative...... 2 2

* Converted to U.S. dollars using the rate of Ca-
nadian dollar = $0.775 U.S. dollar (1993); Cana-
dian dollar = $0.824 U.S. dellar (1992).

Founded: 1940.

Parent: Alexander & Alexander.

Branch offices: Montreal.

Licensed in: New York, Canada,
Jamaica.

Conducts business in: Primarily
Canada; also conducts business in
Barbados, Bahamas, Bermuda,
Jamaica, Panama, Puerto Rico,
Trinidad & Tobago and English
speaking Caribbean.

Officers: Bent Sorensen, chair-
man; Malcolm Thorn, president;
John D, Holmes, senior vp/CFO;
Pierre ‘Asselin, senior vp/branch
manager-Quebec; Gord Crutche,
Robert McLean, Michael Mulville,
Paul Mittertreiner, David Warren,
senior vps.

Contact: Malcolm Thorn or John
Holmes.

G.J. Sullivan Co.
800 W. Sixth St., Los Angeles,
Calif. 90017; 213-626-1000;
fax: 213-622-5921

1993 1992

Premium volume... $264,000,000 $278,000,000

% Treaty......... 100% 100%
Total employees .... 70 53
Treaty ....coeein: 70 53

Founded: 1980.

Parent: Gerald J. Sullivan & As-
sociates.

Branch offices: Stamford,
Conn.; Atlanta; Chicago; Seattle.

Subsidiaries: G.J. Sullivan Co.

Ltd., Toronto.

Specialties: Surety and fidelity,
workers compensation, finite and
financial, professional liability.

Licensed in: California, New
York.

Conducts business: Nationwide,
excluding Aleska and Hawaii.

Officers: Gerald J. Sullivan,
chairman/CEO; Ronald J. Taylor,
president/COO; William M. Allen,
Julius Friedman, Steven V. Moc-
cardini, Paul G. Wayne, Peter F.
Zurfluh, senior vps.

Contact: Ronald J. Taylor, 203-
363-5000.

THB Intermediaries Inc.

3333 Wilshirs Blvd., Suite 711,
Los Angeles, Calif. 90010;
213-388-6630; fax: 213-388-9117

1993 1992
Premium volume... $26,475,000 $24,500,000
% Facultative. 100% 100%
Gross revenues...... $2,162,250 $2,000,949
Total employees .... 22 22
Facultative ..... 22 22

Founded: 1984.

Parent: Near North National
Group.

Branch offices: Chicago, New
York.

Licensed in: California, Illinois,
New York.

Conducts business: Nationwide,
excluding Alaska and Hawaii.

Officers; Victor H. Thompson,
CEO; Richard DiClemente, senior
vp-New York; William Ullmann,
senior vp-Chicago; Larry Parks,
senior vp-Los Angeles; Lisa Miles,
vp/CFO; Charlie Taylor, vp-
claims.

Contact: Richard Di Clemente,
212-558-6630 or Victor Thomp-
son, 213-388-6630.

ITT Hartford presents EconoMax; a complete retirement package for businesses
with 25 to 250 employees. From initial enrollment to benefit disbursement, you can

now offer your employees the same advan-

tages that the largest corporations enjoy.

EconoMax provides a wide variety of
investment opportunities—
including options from Fidelity
Investments—as well as profes-
sional money management and a pro-
cess that keeps paperwork to an abso-
[ute minimum.

EconoMax also includes another
big advantage—toll-free access for
you and your plan participants

through our FACTS telephone service.

What’s more, everything is overseen by a designated case

manager who'll help achieve maximum participation, stay

ANNOUNCING A

2999, Hartford, CT 06104-2999. Or call him at (203) 843-8032.

RETATIVELY SMALL
BREAKTHROUGH
IN PENSION PIAN
DESIGN

current with all federal regula-
tions, perform ongoing IRS
qualification testing and ensure
timely, accurate statements.

And in ITT Hartford, you
get a provider that's been
administering 401(k) plans for
well over a decade. In fact, we
currently manage in excess of
$10 billion for more than
200,000 employees in 6,300 sep-
arate sponsor companies.

That’s experience plus
clout. And it’s all part of
EconoMax—proof that good
things actually do come in
small packages.

For complete information write to Kevin Kirk, Vice President, Asset
Management Services, ITT Hartford Life Insurance Companies, PO. Box

=

ITT HARTFORD

Tanenbaum-Harber
Reinsurance
Intermediaries Inc.

320 W. 57th St., New York,
N.Y. 10019; 212-603-0362;
fax: 212-582-6256

1993 1892
Premium volume... $50,000,000 $48,000,000
% Treaty ........ 100% 94%
% Facultative. 0% 6%
Gross revenues...... $2,000,000 £1,700,000
Total employees ... 5 6

EYERLY: s osssasns 5 6

Founded: 1986.

Parent: Tannenbaum Harber
Co. Inc.

Specialties: Property, casualty,
life and health, small companies,
risk retention groups, specialized
casualty products, managed care.

Licensed in: New York.

Conducts business: Nationwide.

Officers: Walter L. Harris,
chairman; Ronnie Ellen Raymond,
president; Juan Carlos Mal-
donado, controller.

Contact: Ronnie Ellen Ray-
mond.

Towers Perrin Reinsurance

Mellon Bank Center, 1735 Market

St., Philadelphia, Pa. 19103-7501;

215-963-7700; fax: 215-963-7873
1993 1992

Premium volume... $575,000,000 $550,000,000

% Treaty......... 95% 92%
% Facultative. 5% 8%
Gross revenues...... $39,000,000 $37,000,000
Total employees .... 204 197
Treaty ...t 184 177
Facultative ..... 20 20

Founded: 1934.

Parent: Towers Perrin.

Branch offices: Hartford and
Stamford, Conn.; Los Angeles and
San Francisco, Calif; Philadel-
phia.

Specialties: Accident and
health, managed care, profes-
sional liability.

Licensed in: California, Ohio,
New York, Pennsylvania, South
Carolina, Texas.

Conducts business: Nationwide.

Officers: Philip W. Mitchell,
managing director/CEO; Jacobus
J. Van de Graaf, senior vp/COO.

Contact: Philip W. Mitchell.

Membership: Brokers & Rein-
surance Markets Assn.

Tretis Group Inc.

101 Spear St., Suite 200, San
Francisco, Calif. 94105;
415-495-3555; fax: 415-495-6735

1893 1892

Premium volume... $15,000,000 NA
% Treaty......... 100% 100%
Gross revenues ...... $1,500,000 NA
Total employees ... 10 20
TrEALY ousisionses 10 20

Founded: 1986.

Specialties: Property, casualty,
finite financial risk, life, workers
compensatmn

Licensed in: Cahforma New
York.

Conducts business: Nationwide.

Officers: Robert N. Tremelling
II, president; John Peeke-Vout,
Urban Koagedal, directors.

Contact: John Peeke-Vout.

Triangle Reinsurance
Intermediaries Ltd.
The Phoenix Building, 2 Reid St.,
P.O. Box HM 1838, Hamilton HM
HX, Bermuda; 809-295-3973;
fax: 809-295-3982

1893 1992
Premium volume ... $4,500,000 NA
% Treaty......... 93% NA
% Facultative. 1% NA
Gross revenues ...... $160,000 NA
Total employees ... 2 2
Treaty ......u 2 2

Founded: 1993

Parent: Triangle Holdings Ltd.

Specialties: Property catastro-
phe, facultative, captive reinsur-
ance, financial or finite risk rein-
surance.

Licensed in: Bermuda.

Officers: Thomas W.M. Masters,
president; Giles B. North, execu-
tive vp.

Contact: Thomas Masters.

Continued on page 68




1 Brokers & Reinsurance
Markets Association

BRMA is an association comprised of leading reinsurance intermediary and underwriting firms representing
a channel of more than $8 billion in reinsurance suiplus.

' For more information, call 1-800-BKR-MRKT

. Advoc.. Its power is historical

Thomas Jefferson was one of
the greatest advocates of freedom
our nation has ever known. Without
his efforts, many of the personal
liberties we enjoy today might not
exist.

History clearly demonstrates the
valuable role advocates play. And it
is the benefit of advocacy which sets
the brokered channel apart in the
world of reinsurance.

When you buy reinsurance
through the brokered channel, the
broker works for you. Your broker
is an independent advocate whose
vital concern is your best interests.
An advocate who Is free (o act on
your behalf to pursue the best options
in the marketplace. An advocate
with the expertise to negotiate the
best terms and conditions for your
particular situation.

When you use the brokered
channel, you rely on someone
who thinks of your interests first.
Discover the difference a strong
advocate can make.

The Brokered Reinsurance Channel.

Advocacy in the strongest sense.
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Turnbridge Reinsurance
Intermediaries Inc.

2 Preston Park S., 4965 Preston
Park Blvd., Suite 360, Plano, Texas
75093; 214-612-9622;

fax: 214-612-8572

1994 1993
Total employees .... 7 NA
Treaty ..o T NA

Founded: 1994.

Parent: Fairfax Financial Hold-
ing Ltd.

Licensed in: New York, Texas.

Conducts business: Nationwide.

Officers: Thomas H. Friedberg,
president; Barbara C. Bufkin,
Michael J. Wybar, executive vps;
W. Brant Chandler, senior vp; Th-
omas D. Nimmo, senior vp/CFO.

Contact: Barbara C. Bufkin or
Michael J. Wybar.

Conducts business in: Canada.

Officers: Raymond David, presi-
dent; Joseph Lanzo, general man-
ager.

Contact: Joseph Lanzo.

U.R.T.S. Reinsurance
Intermediaries Inc.

2021 Union Ave., Suite 1110,
Montreal, Quebec H3A 259,

Canada; 514-284-9326; D.W. Van Dyke & Co.
fax: 514-284-3112 ™ oo of Connecticut Inc.
Premium volume®. $11,625,000  $8,240,000 95 Rowayion‘Ave.. Rowaytop,
% Treaty........ 459 80% Conn. 06853; 203-855-049¢;
% Facultative. 15% 20% fax: 203-852-6776
Total employees ... 7 7 1992 1992
Treaty ... 5 9 | Premium volume.... $1,500,000,000 $1,500,000,000
Facultative ..... 2 2 % Treaty........ 98% 98%
* Converted to U.S. dollars using the rate of Ca- % Facultative. 2% 8%
nadian dollar = $0.775 U.S. dollars (1993); Cana- Total employees .... 30 20
dian dollar = $0.824 U.S. dollars (1992). Treaty ........ ... 29 19
Founded: 1979. FRcoliativg or. 1 >

Parent: The David Group of Cos.
Specialties: Motorcycle reinsur-

ance, “risk attaching” treaties.
Licensed in: Canada.

Founded: 1978.

Parent: DDR Holdings Inc.

Specialties: Physician/hospital
organization, provider excess,

credit reinsurance, international

- reinsurance, special risk, workers

compensation carve-out, surplus
relief, capital risk transfer, indi-
vidual life coinsurance and yearly
renewable term life, excess and
pro rata on special risk, acciden-
tal death and dismemberment,
group life, group long-term dis-
ability, individual long-term dis-
ability, fully insured medical,
high deductible medical, self-in-
sured medical expense, occupa-
tional accident, 24-hour medical,
catastrophe accident, abnormal
mortality stop-loss.

Licensed in: California, New
York, Oregon, Texas, South Caro-
lina.

Conducts business: Nationwide.

Officers: Donald W. VanDyke II,
CEQ/chairman; Donald K.
Drelich, president/COO; Robert
A. Welke, Jeffery Jackson, Chris-
topher Koehler, senior vps.; Lau-

r

oving
ountans

Insuring it
demands responsive handling
and untiring performance.

7 CrumeaForster
Insurance

6 Sylvan Way
Parsippany, New Jersey 07054-0416
201 490-6600

ren Kennedy, vp/comptroller;
Frederick Miller Jr., Steven Tay-
lor, vps; Kimberly Kulesh, assis-
tantvp. |

Contact: Christopher Koehler.

Vermont Insurance
Management Inc.

P.O. Box 306, Montpelier,
Vi. 05601; 802-229-5042;
fax: 802-229-6280

1993 1992
Premium volume... $10,500,000 $7,800,000
% Treaty ......... 68% 61%
% Facultative. 32% 39%
Total employees ... 27 24
Treaty ..o 2 2
Facultative ..... 2 2

Founded: 1980.

Parent: USA Risk Group.

Branch offices: Sarasota, Fla.

Specialties: Captive insurance,
risk retention group and alterna-
tive market business.

Licensed in: Vermont.

Conducts business: Nationwide.

Officers: H. Lincoln Miller Jr.,
president; Michael T. Rogers,
COO; G. Wayne Harris, vp.

Contact: Michael T. Rogers.

Westport Reinsurance
Intermediaries Ltd.

205 Highway 9, Freehold,
N.J. 07728; 908-431-2406;
fax: 908-431-3543
1993 1992

Premium volume... $9,600,000 $12,500,000
% Treaty....... 99% 100%
% Facultative. 1% 0%
Total employees ... 4 4
Treaty ..o 4 4

Founded: 1991.

Parent: Winterbrook Holdings
Ltd.

Specialties: Accident and
health, property and casualty.

Licensed in: New York, Texas.

Conducts business: Nationwide.

Officers: Brian Harrigan, presi-
dent; Kenneth H. French, execu-
tive vp; Irene Bekech, secretary.

Contact: Kenneth H. French.

Westport Reinsurance
Management LLC

120 Post Road W., Westport,
Conn. 06880; 203-454-0205;
fax: 203-454-0432

1994 1993

Total employees .... 8 NA
Treaty -........... 5 NA
Facultative ..... 1 NA

Founded: 1994,

Specialties: Group life, medical,
special risk, workers comp.

Conducts business: Nationwide,
excluding Alaska and Hawaii.

Officers: John Brophy, CEO;
Steven Kurlansky, president;
Sharon Brophy, treasurer; Steven
Donnelly, Paul Skrtich, David
King, James Obregon, managing
principals.

Contact: Steven Donnelly, 302-
222-6756.

Willcox Inc.
Reinsurance
Intermediaries

180 Maiden Lane, New York,
N.Y. 10038; 212-952-0650;
fax: 212-952-0295

1993 1992
Premium volume...$1,000,000,000 NA
% Treaty......... 99% 99%
% Facultative. 1% 1%
Gross revenues . $40,500,000 $38,000,000
Tatal employee: 221 210
Treaty oo 217 206
Facultative ..... 4 4

Founded: 1894.

Parent: Johnson & Higgins.

Branch offices: Los Angeles, In-
dianapolis, Philadelphia.

Subsidiaries: Willcox Interme-
diaries Ltd., London; Willcox
Johnson & Higgins Asia Pte. Ltd.,
Singapore.

Continued on next page



By MICHAEL SCHACHNER

ixteen months after the
first catastrophe insur-
ance options and futures
contracts were traded on
the Chicago Board of
Trade, the jury is still out
on whether the contracts
will ever draw capital into the prop-
erty-casualty insurance market.
Options trading is on the rise. So
far this year, about 7,300 trades of
the Eastern catastrophe opftions
have been registered, compared
with about 2,400 for all of 1993. But
the options market is still in search
of an ample and equal number of
buyers and sellers.

The pure futures market, which
has garnered virtually no attention
since its inception, remains dor-
mant.

Insurers and reinsurers are con-
sidered the ideal buyers of catastro-
phe options because the contracts
can be used as a hedge against cata-
strophic losses.

But companies are avoiding the
market for a variety of reasons: only
New York, Illinois and California
regulators accept options as a bona
fide hedge against underlying losses;
options trading profits cannot be
used to improve actual underwriting
results; and options trading is down-
right difficult to understand.

Compounding the market's prob-

lems, is a shortfall of outside inves-
tors willing to sell the options that
insurers and reinsurers might want
to buy. Observers who are skeptical
about the market's future say insur-
ance industry outsiders—which
could include pension funds or
wealthy individual investors—will
never feel comfortable assuming ca-
tastrophe insurance-related risk.
Meanwhile, many even inside the
insurance industry do not feel com-
fortable with the options markets.
To begin with, four separate ca-
tastrophe contracts are traded—one
for the Eastern, Midwest and West-
ern regions of the country, as well
as a National contract. Both futures
and options trade as quarterly con-

Continued from previous page

Specialties: Treaty property and
casualty reinsurance, including
marine, aviation, fidelity, surety,
financial, accident and health, life
and international.

Licensed in: California, Indiana,
New York, Ohio, Pennsylvania,
Texas.

Conducts business: Nationwide.

Officers: Willis T. King Jr,
chairman/CEO; Robert F.
O’Leary, president/COO.

Contact: Lawrence P. Johnsen,
senior vp, 212-530-2779.

Membership: Brokers & Rein-
surance Markets Assn.

Willis Corroon
(Bermuda) Ltd.
P.O. Box HM 1995, Hamilton

HM HX, Bermuda; 809-295-1272;
fax: 809-295-4143

1993 1992

Premium volume.., $44,000,000 NA

% Facultative. 100% 100%

Total employees ... 10 10
Founded: 1983,

Parent: Willis Faber Interna-

tional Litd.

Subsidiaries: Willis Corroon
Heddington Ltd., London.

Specialties: International rein-
surance.

Licensed in: Bermuda.

Conducts business in: Bermuda.

Officers: R.C. Golden, presi-
dent/CEQ; J.D. Ryan, senior vp;
M.G. Randall, senior vp-casualty;
H.C. Scully, vp-casualty.

Willis Faber
North America Inc.

Wall Street Plaza, 28th Floor, New
York, N.Y, 10005; 212-820-7600;
fax: 212-344-4646

1893 1992*

Premium volume.... $1,268,000,000 $1,105,000,000
% Treaty ....... 95% 95%

% Facultative, 5% 5%
Gross revenues......  $46,000,000 $42,000,000
Total employees ... 326 325
Treaty ....ouceene 319 314
Facultative ..... 7 11

* Restated to include UK -based offices,

Founded: 1924.

Parent: Willis Corroon Group
3 e B G

Branch offices: San Francisco;
Stamford, Conn.; Miami; Atlanta;
Chicago; Minneapolis; New York;
Philadelphia; Stoney Creek, N.C;
Nashville, Tenn.; London.

Specialties: Accident and health,
marine and aviation, financial re-
insurance, medical malpractice,
municipal liability, political risk,
professional liability, surety, trans-
poriation, workers compensation.

Licensed in: California, Minne-
sota, New York, Texas, and other
required states.

Conducts business: Nationwide.

Officers: James F. Dowd, chair-
man/CEQO; Horace Johnson, Rich-
ard E. Swager, George Reeth, ex-
ecutive vps; John R, Cashin, exec-
utive vo-marketing.

Contact: John R. Cashin.
Membership: Brokers & Rein-
surance Markets Assn.

John P. Woods Co. Inc.
90 William St., New York,
N.Y. 10038; 212-785-2500;
fax: 212-269-4138

1593 19492
Premium volume... $525,000,000 $500,500,000

% Treaty......... 100% 100%
Gross revenues..... $17,558,300 $16,000,000
Total employees ... 54 55

Treaty ... 54 55

Founded: 1978.

Subsidiaries: Allegiance Inc.,
Mt. Laurel, N.J.

Specialties: Property and casu-
alty, life, accident and health.

Licensed in: New York, Pennsyl-
vania, South Carolina, Virginia.

Conducts business: Nationwide.

Officers: John P. Woods, presi-
dent; Josephine A. Hoey, senior
executive vp/secretary; Ellsworth
P. Whiteman, senior executive vp;
Roderick P. Thaler, executive vp;
John P. Woods III, vp.

Contact: Josephine A, Hoey.

H.E. Yerkes
& Associates Inc.

127 John St., New York,
N.Y. 10038; 212-344-1707;
fax: 212-422-8473

1893 1892
Premium volume... $35,252,500 $33,573,750
% Treaty...... 100% 100%
Total employees ... 5 5
Treaty ...coeeiins 5 5

Founded: 1979.

Specialties: Ocean marine, off-
shore energy risks.

Licensed in: New York.

Conducts business in: New York.

Officers: Harry E. Yerkes III,
president; Ann R. Kaplan, vp.

Contact: Ann R. Kaplan.

George G. Zimmerman
& Co. Inc.
5 Cold Hill Road S., P.O. Box 372,

Mendham, N.J. 07945;
201-543-3250; fax: 201-543-2947

1993 1992
Premium volume... $22,000,000 $50,000,000
% Treaty......... 100% 100%
Gross revenues...... NA $1,535,301
Total employees ... 15 24
Treaty ....c..enc- 15 24

Founded: 1980.

Branch offices: Upland, Calif,;
Sarasota, Fla.

Subsidiaries: U.S. Cap Insur-
ance Co. Ltd., Tortola, British
Virgin Islands.

Acquisitions: Global Accident
Line Slip Ine.

Specialties: Life, accident and

health, including workers compen-

catinn carve-mit nnreing hamea

care, professional athletes, college
athletes, student accident cover.
Licensed in; New York.
Conducts business in: 45 states.
Officers: George G. Zimmerman,
chairman/president/CEO; Eugene
J. Schiller, president-Global Acci-
dent Line Slip Inc; Charles J.
Sharkey, executive vp-operations;
Richard D. Boorman, assistant vp;
Thomas D. Kinney, vp/controller.
Contact: Cynthia L. Kreckmann,
assistant vp. | Bl |
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CBOT cat instruments’ future still cloudy

Potential investors cite complexity, but keep eye on progress

tracts named March, June, Septem-
ber and December. Contracts settle
seven months after the quarter ends,
with values determined by the loss
ratio for that quarter.

Loss ratios, which can range from
0% to 200%, are caleulated by di-
viding incurred quarterly losses by
estimated quarterly property pre-
mium. Final contract values are cal-
culated by multiplying the loss ratio
by $25,000 (BI, April 11).

Both buyers and sellers perceive
pure futures contracts to be too
risky, so almost all trading centers
around call options—contracts giv-
ing the right to buy or sell a futures
contract at a particular price. Seek-
ing protection similar to a layer of
reinsurance, an insurer could buy a
call option at one price and simulta-
neously sell a call option at another
price tied to loss ratios.

Here’'s how it works: To hedge
against underlying losses, an insurer
might purchase options to buy con-
tracts when the loss ratio for a given
contract period reaches 60%. The
insurer would also purchase the op-
tion to sell contracts for a greater
value if the loss ratio climbed to
80%. Theoretically, in this “cat
spread” scenario, the profit on con-
tracts sold would function as rein-
surance to offset underwriting
losses.

If the loss ratio settles in between
60% and 80%, the insurer would
collect the final contract value and
offset losses with those profits. If the
loss ratic for the quarter doesn't hit
60%, the option is worthless and it
expires. If that happens, the insurer
loses whatever it paid for the op-
tions, and the holder of the 60% sell
option makes money.

Everyone that could potentially be
involved in the futures market—in-
surers, reinsurers, intermediaries,
fraders and the CBOT itself—ac-
knowledge that learning the system
is difficult and time-consuming. As
a result, it is too early to tell if cat
options will grow into a healthy and
stable market.

Some insurers and reinsurers are
probably trading actively, though
it’s difficult to determine which
ones. The CBOT will not disclose
the identities of the traders, and the
half dozen major insurers and rein-
surers contacted by BI all denied
current involvement. Almost unani-
mously, the insurance and reinsur-
ance executives point to the accep-
tance problems, the unresolved ac-
counting questions and the com-
plexity of the contracts’ operations.

Richard Sandor, chairman and
chief executive officer of Centre
Trading Partners in New York and
a pioneer in the field of financial fu-
tures, said that despite little interest
from insurers and speculators, the
market is still off to a good start. He
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Cat futures

Continued from previous page
noted that “open interest”"—the num-
ber of contracts that have not been
exercised, allowed to expire or
closed out—in catastrophe insurance
options is greater after less than two
years of trading than on any other
type of financial futures after a simi-
lar period of time.

“The acid test isn't done yet,” he
said. “One to two years is infancy,
while two to five years is adoles-
cence. It's after five years that we hit
the critical juncture, whether the
commodity is stocks, bonds, Euro-
dollars or Ginnie Maes.”

Mr. Sandor said he remains confi-
dent that once insurers and specula-
tors learn how the options market
works, they will utilize it. “Like all
things, it will take time and educa-
tion. If you recall, 10 years ago we

were using typewriters, not PCs.”

This market is not for the faint of
heart, especially for the speculators
looking to sell options they hope will
never be exercised, said a trader in
the Eurodollars market at the CBOT.

“To play in this market you have
to have deep pockets. Sellers can
build up some pretty major capital
over several years. But if something
like Hurricane Andrew hits, you can
meet God in a hurry,” said Bill
Scott, a finance professor at the
Katie Insurance School at Ilinois
State University.

Mr. Scott, like many other observ-
ers, said that while pure futures may
expose speculators to too much risk,
cat spreads are a perfect way both to
bring new reinsurance capital to the
insurance market and to offer inves-
tors a chance to make lots of money.

“With a spread the speculator has
a cap. And the band works just like
reinsurance for the buyer,” he said.
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qualified to provide a superior level of risk expertise. In fact, our ability to assist our
producers and provide valuable :nsights and recommendations about coverage gaps, policy
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George B. Flanigan, an insurance
professor at Illinois State, said insur-
ers would be wise to buy options.
“The odds favor that the things will
simply expire, If I'm an insurer, I
buy a batch of options, see no losses
develop, and then let them go. But if
a big storm hits, I just may be cov-
ered if I bought the right spreads. If
the buyers would come out, I know
the sellers would follow. It's like any
supply and demand business.”

But for now, most insurers and re-
insurers aren't buying the options.

“Despite questions about how (the
market) really works, accounting
and liquidity of contracts, it has an
application. But for now there’s a
Bermuda catastrophe market with
ample capacity,” said John Berger,
an executive vp with F&G Re, the
Morristown, N.J.-based subsidiary of
USF&G Corp.

Ajit Jain, president of the reinsur-
ance division at Berkshire Hathaway
Inc. in Stamford, Conn., was more
critical of the options market. He
said the system by which final con-
tract values are determined is terri-
bly flawed. For example, he pointed
to the March 1994 contract, which
encompassed the multibillion dollar
Northridge earthquake that struck
the Los Angeles area, but still closed
with only a 105.8% loss ratio, or a
value of $26,450 per contract.

“The final contract value shows
this product to be defective. That
number is ridiculously low and it
tells me that unless (the CBOT) can
come up with something more credi-
ble, there's nothing to talk about,”
said Mr. Jain.

Dena Karras, who's in charge of
market development for the CBOT,
acknowledged that the Northridge
earthquake wreaked havoc on the
board’s March contract.

“We're only as good as the indus-
try reports we get. Our loss ratio is
based on the reports of 26 compa-
nies. If those are slow and underesti-
mated, there isn’t much we can do,”
she said, adding that the CBOT plan-
ning committee is discussing ways to
improve the product—possibly by
extending the contract period.

Even with product improvements,
some insurance industry experts just
don’t see the market taking off.

Michael Smith, an industry ana-
lyst with Lehman Bros. in New
York, said the obvious void in the
cat futures market is the dearth of
options sellers.

Many market makers had hoped
pension funds would be willing to
assume the sell side of the equation,
since the funds would have ample
capital to buy large batches of con-
tracts and then turn around and sell
them, thus earning big returns in
quarters with nominal loss activity.

This suggestion drew quite a barb
from Mr. Smith. “What? Pension
funds betting on the weather? It bet-
ter not be mine or yours.”

David Koegel, a senior vp with
New York reinsurance intermediary
Gill & Roeser, predicted the cat fu-
tures market will either take off
within the next few years or die a
quiet death. “The notion of using de-
rivatives to increase industry capac-
ity is good despite the general stigma
attached to derivatives. It's just very
hard to get people from outside the
insurance industry to be comfortable
taking meaningful insurance risk.”

Assuming that nobody outside the
insurance industry would ever sell
contracts underestimates the intelli-
gence of investors, counters Michael
Crouch, a CBOT market maker in
cat futures with Kottke Associates.

He did acknowledge the inherent
risk. “It's not a question of if a major
loss will occur, but when. Some day,
L.A. will break off and float into the
Pacific Ocean just like some day Mi-
ami will blow away. It's just a mat-
ter of when and there’s a lot of
money to make in between;” | Bl |
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Derivatives may he source of new capital in future

Use of derivatives to hedge risk only a matter of time, say reinsurers

By RODD ZOLKOS

or many people in the
reinsurance business,
the question of using fi-
nancial derivatives to
hedge risk isn't a matter
of whether to do so but
when.

The move toward securitization
f insurance risk is inevitable,
hey say, noting that financial in-
struments can be developed to cir-
umvent some of the inefficiencies
nherent in traditional reinsur-
ance.

What’s more, derivatives—in-
struments that derive their value
‘rom some underlying asset—can
stretch reinsurance capacity be-
yond current limits and provide
new capacity in high-risk areas.

“The issue is pretty simple,”
said Richard Sandor, chairman
and chief executive officer of Cen-
re Reinsurance Co. unit Centre
Trading Partners in New York.
‘The insurance industry needs
more capital than is currently
available and I think an investor-
provided supply of capital is go-
ing to become a driving point in
the industry.”

That capital may take the form
of bonds or other securities and
may be listed on an exchange or
sold over the counter, Mr. Sandor
said.

“We believe this is going to be a
huge business,” said Joseph K.
Taussig, managing director of
First Bermuda Securities Ltd. “I
think insurance professionals
should be spending a lot of energy
thinking about this stuff.”

Mr. Taussig says the involve-
ment of key investment firms in
some of the newer Bermuda rein-
surance facilities supports his be-
lief that derivatives have a future
in reinsurance.

“I find it kind of interesting that
sponsors of these companies have
names like Goldman Sachs, Mor-
gan Stanley, J.P. Morgan, Merrill
Lynch, because these people know
a heck of a lot about this busi-
ness,” he said. “These guys play
derivatives 60 ways to Sunday.”

“Between the Goldman Sachses
of the world, the Bankers Trusts,
the J.P. Morgans, the Citibanks,
the banks are setting up deriva-
tive units and they will be provid-
ing value added to the insurance
and the reinsurance industry,”
Mr. Sandor said.

“Despite all the capital that has
gone into Bermuda, that capacity
and those companies have com-
mitments to diversify, which they
should,” he added.

Diversification or not, reinsur-
ers have not been putting capacity
where it’s needed most, such as in
the California or Florida property
markets, said Mr. Sandor. By
helping to hedge risk more effi-
ciently, derivatives can help pro-
vide that needed capacity, he ex-
plained.

Historically, property/casualty
insurers have used derivatives
only on the asset side of the bal-
ance sheet, where the benefits of,
for example, hedging currency po-
sitions were more readily appar-
ent.

Life insurers, by contrast, have
used them to try to match assets
with liabilities related to products
such as annuities that have op-
tion-like characteristics.

“For property/casualty compa-
nies, we don’t have much indica-
tion that very many of the liabili-
ties have option-like features,”
;aid David F. Babbel, an associate
~arafocenr nf ineniranre and Finanere

at the University of Pennsylva-
nia’s Wharton School in Philadel-
phia.

The main purpose of derivatives
on the asset side would be to help
the company benefit from its ex-
pertise in maximizing investment
returns, he said.

Now, however, there's a grow-
ing recognition of the role deriva-
tives can play on the liability side
of the property/casualty equation,
and reinsurers are taking a long
look. Essentially, the use of deriv-
atives could allow reinsurers to
transfer risk to private investors.

“I think we're beginning to see
private investors who are willing
to take some of these risks,” Mr.
Sandor said.

He noted that hedge funds in

‘particular “are willing to take

high risks for higher rewards”
and could be logical counterparts
for reinsurers in risk-hedging de-
rivative deals.

Proponents of derivatives’ use
as a reinsurance vehicle note that
the instruments can overcome
some of the shortcomings of tradi-
tional reinsurance.

“Clearly the derivatives market
has the characteristics that re-
spond to the inefficiencies in the
insurance market,” said Gary Fer-
rick, an executive director of Lon-
don-based Willis Corrcon Group
P.L.C. and managing director of
Willis Corroon’s derivatives oper-
ation.

With traditional insurance, such
characteristics as fixed time peri-
ods and limited opportunities to
negotiate price create inherent in-
efficiencies, he said. And reinsur-
ance—simply by being avail-
able—distorts cost of risk calcula-
tions.

Derivatives, meanwhile, offer
“just a substantially lower-cost
way to do the same thing,” Mr.
Taussig said. “I think they’ll look
at the cost of this as a lot more at-
tractive than a lot of reinsurance
contracts that somebody has to
administer and watch every t and
B

No longer do reinsurers use de-
rivatives purely for speculation.
“We're beginning to put some
genuine hedge positions to-
gether,” said Mr. Ferrick.

Right now, the primary way to
hedge risk is the catastrophe in-
surance futures contract traded
on the Chicago Board of Trade
(see story, page 69).

Options are traded against an
index based on the quarterly loss
ratio of property insurers in each
of three regions of the United
States—the East Coast, the Mid-
west and the West Coast—and the
nation as a whole.

“What is clearly happening is
the Chicago Board of Trade has
said, ‘This thing works.” They've
led the market by the nose, Ber-
muda has come in and said, ‘We
think this is a good idea,’” Mr.
Ferrick said.

Now the next step is to develop
similar mechanisms for hedging
reinsurance exposures in other ar-
eas of the world.

“People like me are working in
Europe to develop equivalent data
streams to allow Bermuda, etc., to
take advantage of similar oppor-
tunities in Europe,” said Mr. Fer-
rick, adding that he sees the move
toward exchange-traded insur-
ance risk products for the rest of
the world as “an inevitable pro-
cess.”

Beyond the exchange-traded re-
Tneniranee nradiicte WMr Ferriel

sees potential for over-the-
counter traded products. Instead
of relying on an index for deter-
mining payout, those products
would be based on contracts
spelling out specific exposure
terms and setting exact conditions
for payouts.

In fact, he is working with sev-
eral states on programs that
would provide that sort of “corre-
lation" and complement the crop
coverage offered through the fed-
eral program.

The mechanics of such pro-
grams could see local farmers

‘I find it kind of interesting that sponsors of these
(Bermuda) companies have names like Goldman
Sachs, Morgan Stanley, J.P. Morgan, Merrill Lynch,
because these people know a heck of a lot about
this business,’ says Joseph K. Taussig.

That contract could be comple-
mented by a hedge through some
sort of derivative, such as using
commodities futures or options in
conjunction with crop insurance.

Using the crop insurance exam-
ple, Mr. Ferrick said that with
talk in Washington of limiting
taxpayers’ exposure to paying di-
saster relief claims, “we need to
look at some products that will
give us some correlation from the
private sector that weren’t avail-
able last year.”

paying a premium to an agency or
managed group for a layer of cov-
erage that would apply if the fed-
eral disaster relief fund failed to
cover them to the extent they ex-
pected. The agency or group run-
ning the program then would use
an exchange to purchase a com-
modities product to hedge its po-
sition.

Another scenario for reinsur-
ance derivatives involves the se-
curitization of risk, similar to the
way mortgage lenders now bundle

mortgages, divide the bundle up
into shares, and then sell those se-
curities to investors.

“I think inevitably we're going
to see that,” Mr. Sandor said.
“People have done bonds that
have been insurance-linked and I
think these things are going to
continue.”

First Bermuda’s Mr. Taussig
said he believes it will take some
time to bridge the communication
gulf between the property/casu-
alty reinsurance business and the
derivatives security business.

It’s clear, though, that a number
of major players in the reinsur-
ance industry are devoting con-
siderable attention to finding
ways to make derivatives work for
them. “We’re getting better at it,”
Mr. Ferricx said. “It's going to
take some time.”

Over time, the use of instru-
ments like catastrophe reinsur-
ance contracts and other reinsur-
ance derivatives will increase and
players will develop more confi-
dence in their pricing, he believes.

“Whether we’ve got the mecha-
nism right or not is another is-
sue,” Mr. Ferrick said. “‘Clearly,
we're moving in the right direc-
tion.” El
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21st century risk management: A case study

Broker provides glimpse at hedging catastrophe risks with derivatives

By STACY SHAPIRO

he date is Sept. 20, 2004.
“It’s right in the mid-
dle of the hurricane sea-
son 10 years from now,"”
said Christopher M.
McGhee, senior vp of
Guy Carpenter & Co.
Inc. in New York, setting the fic-
tional scene for a case study of how
a property/casualty insurance com-
pany might some day use financial
derivatives to hedge its risks.
A major Force 5 windstorm is
brewing in the Atlantic.
Nine months earlier, The New
Millenium Insurance Co.—a re-
gional underwriter on the East

Coast with a large commercial and
small homeowners portfolic—had
bought $500 million of catastrophe
reinsurance because its chief finan-
cial officer knew from computer
models that a hurricane in the area
was more likely to produce losses
of $500 million than of $1 billion.
“Notice I say the CFO checks the
company’s risk exposure. One of
the things we think that will hap-
pen in the future is that the risk
management function of an insur-
ance company is going to be con-
centrated in the financial people,”
who also will deal with currency
and interest rate risks, Mr. McGhee
said earlier this month at confer-
ence on derivatives sponsored by

Management Centre Europe in
London,

“They will manage these types of
risk on a balance sheet basis.”

It's now September and New
Millenium starts tracking the Force
5 storm in the Atlantic and notes
that its path raises the probability
of a $1 billion loss to the company
if the storm hits land. That would
leave potential losses of $500 mil-
lion uncovered by cat reinsurance.

“Now thay're concerned,” said
Mr. McGhee. “They coulc pray but
that’s not going to do them any
good.”

New Millenium calls its “risk in-
termediary,’”” a combination of
modern day reinsurance broker

and investment bank. Over the
next 10 years, the lines between the
reinsurance and finaneial markets
will blur “so those roles will come
closer and closer together,” pre-
dicted Mr. McGhee.

The risk intermediary suggests
buying bonds for this potential lia-
bility, but the storm is a short-term
problem and concern about the
storm has weakened the bond mar-
ket.

Then the intermediary suggests
protecting New Millenium by
means of derivative instruments
such as catastrophe insurance fu-
tures or options bought over the
counter or traded on an exchange.

But the CFO eliminates that idea
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because any derivatives are likely
to be standardized contracts and
there could be a “miscorrelation”
between the individual insurance
company'’s loss and the industry-
wide loss ratios that might under-
pin futures or options contracts, he
said.

“So they elect not to buy this
kind of contract,” said Mr.
McGhee. But at least in 10 years
time “the company would have
choices to consider these kinds of
things.”

Instead, New Millenium opts for
a customized, non-traditional rein-
surance contract that will pay $500
million when a loss occurs. “They
may pay slightly more for that type
of contract,” said Mr. McGhee,
“but the CFO is comfortable with
that.”

That is a huge sum from one re-
insurance company, he said, but in
the future, rating agencies may
rate reinsurers much more care-
tully. This would make ceding in-
surers more comfortable with rely-
ing so heavily on one company.

The reinsurance company could
retain the $500 million risk if it
helped diversify the company's
portfolio or it could shift risk to a
number of investors by way of the
capital markets.

To spread its own risk, it will
look at different forms of tradi-
tional retrocessions with other re-
insurance companies, or at buying
bonds, options, futures and other
contracts traded either on an ex-
change or over the counter. In fact,
said Mr. McGhee, such standard-
ized instruments may work better
in the highly diverse portfolios of
reinsurers than in the more re-
stricted holdings of an insurance
company.

The reinsurer would then be in-
volved in a “hot core of activity”
among the marketmakers looking
to make deals in those derivative
markets. The reinsurer could seek a
buyer or buyers for the $500 mil-
lion risk and others would bid for
it. Some $900 billion is currently
traded daily in the currency mar-
kets and the same sort of thing can
develop in the insurance sector,
said Mr. McGhee.

Mr. McGhee noted there are a
few things missing in the current
market that could make all this
possible in the future:

e Growth in the catastrophe op-
tions and futures markets at the
Chicago Board of Trade (see story,
page 69).

e Education to teach the insur-
ance industry how to use the alter-
native financial markets.

» Acceptance by the investment
community that the catastrophe in-
surance risk is a distinct asset
class.

“Only two years ago the notion
of currency as an asset class was
not generally accepted,” pointed
out Mr. McGhee.

e New derivative products.

Such products are currently be-
ing developed, such as flood con-
tracts in the United Kingdom, ac-
cording to Andrew Martin, manag-
ing director of Sedgwick Payne In-
surance Strategy Ltd. in London.

e Enough long-term information
to support markets now in their
first generation.

e Answers to regulatory ques-
tions.

“I said 2004, but in fact a lot of
these things are happening,” said
Mr. McGhee. The CBOT has cat
contracts; over-the-counter deals
are being done on a very private
basis; the big banks are interested
in insurance derivatives.

“The need is so great, particu-
larly in the major catastrophic ar-
eas, that there is a big impetus to
get this to happen sooner than
later,” he said. | Bl |
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Reinsurers evolving with changes in health care

Group life and health reinsurers see development of new opportunities

By JUDY GREENWALD

he group life and health
reinsurance business is
experiencing healthy
competition as the in-
dustry develops new
strategies to meet the
needs of the changing
health care marketplace.

The business is shifting, with an
evolution from indemnity insur-
ance to self-insurance, HMOs and
provider groups, “‘and so the rein-
surers have moved with each one
of those shifts,” said Francine
Newman, president of CIGNA Re-
insurance Life, Accident & Health
in Bloomfield, Conn.

The group life and health rein-
surance business is considerably
smaller than its property/casualty
counterpart. According to an esti-
mate by CIGNA Re, the medical
reinsurance market now generates
about $800 million in premiums
annually, with an estimated
10%-15% annual growth rate.
The long-term care market adds
another $10 million to this total.

Group health reinsurance repre-
sents a relatively small proportion
of the total U.S. reinsurance mar-
ket, which posted $15.09 billion in
premiums last year (BI, April 4).

While there are many reinsurers
in the group health market, in-
cluding many pools, perhaps 10
reinsurers handle most of the
business, said Ms. Newman. CI-
GNA Re has an estimated 10%
market share.

The group life market is much
smaller, with about $225 million
in premiums and an estimated
5%-10% growth rate, according
to CIGNA Re. A relatively small
number of reinsurers are in the
business, said Ms, Newman.

“There tend to be maybe half a
dozen of us. Probably the top
three or four of us seem to have
what 1 would call roughly equal
shares of the biggest part of the

-group life book of business,” said
Ms. Newman, who estimates CI-
GNA Re’s market share at 10%.

Group life and health reinsur-
ance tends to be less complicated
than its property/casualty equiva-
lent, noted Mark Puccia, director
at Standard & Poor’s Corp. In
group life, the reinsurance is
based on the limits for each indi-
vidual policyholder, with the rein-
surer simply paying anything over
the ceding company’s retention.

Group health, he said, is “like
property insurance without catas-
trophes.”

“The need for reinsurance is not
real significant,”” he said. While
there are cycles in the business
and methods that could smooth
earnings out, “individual risks are
not catastrophic” and there is no
long tail, because claims are paid
within a year.

There is plenty of reinsurance
available for long-term disability,
though, because it does have a
longer-term claims pattern and
many companies are realizing
they are not good at underwriting
for it, Mr. Puccia said. As a result,
they are looking for reinsurers
with underwriting expertise that
can also provide claims manage-
ment expertise.

There tend to be niches within
the medical reinsurance market,
including reinsurers that focus on
the employer stop-loss area, those
that reinsure insurers and those
that are involved with the health
maintenance organizations, a rel-
atively new area, said Tim Alford,
vp-group markets with Lincoln

T e e 2

Health care offers some attrac-
tive possibilities because of its
changing landscape, said Edwin
M. Millette, president and chief
operating officer for TIG Reinsur-
ance Co. in Stamford, Conn.,
which is active in this area.

Every participant in the health

- care environment, including rein-

surers and insurers as well as
health care providers and institu-
tions, must rethink their strate-
gies in light of these changes,
“and now each one of those enti-
ties is looking for other well-
known, long-term players in all
these fields” to help in this pro-
cess, said Mr. Millette,

This opens the door to potential
alliances of insurers and reinsur-
ers, among other possibilities, he
said.

William L. Munson, president
and chief operating officer of the
Mercantile & General Reinsur-
ance Co. of America, based in
Morristown, N.J., said health in-
surers are also facing operating in
a more restrictive pricing environ-
ment. Reinsurers can bring their
expertise to help primary insurers
“maintain a reasonable return on
their product,” said Mr. Munson.

“We have certainly moved into
joint ventures with people who
provide claim services to look for
cost efficiencies in providing med-
ical care,” said Mr. Munson. “As
reinsurers, we must bring exper-
tise that exceeds what might have
been done in the past.”

In addition, he said, over time
the distinction between workers
compensation and health care
“will continue to blur.” M&G Re's
ability as a reinsurer to provide
guidance and expertise to clients
in this area represents a tactical
advantage, said Mr, Munson.

Lincoln National’s Mr. Alford
said both group health and life re-
insurers will be working more
closely with primary insurers to
help them cope with the changing
environment.

“I think we’re going to see a
continued emphasis with carriers
looking for alternative products to
help diversify, so maybe they're
not so much at risk, depending on
what type of health reform move-
ment takes place, whether it's at
the state or federal level,” he said.

Primary insurers will seek to
enhance or expand their life prod-
ucts, group long-term disability
‘and probably asset-based prod-

. ucts like 401(k) plans, he said.

“On the medical side, we see a
continued emphasis on the man-
aged care concept to help control
costs” as well as a strong empha-
sis on trying to link up with
strong networks by insurers not
big enough to put together their
own.

Reinsurers are playing a role in
this process by placing increased
emphasis on services to help con-
trol costs, and developing trans-
plant networks and other similar
programs, said Mr. Alford.

“I think there's an increased
emphasis in being able to help (in-
surer) clients access and evaluate
networks out there to help save
dollars for their employer cli-
ents,” he said.

There is also a movement to-
ward medical providers taking
more risk “and that will be a new
marketplace that some reinsurers
will need to look to in order to
continue following what’s hap-
pening in the marketplace in gen-
eral,” said Mr. Alford.

Ty additian Wha aaid +hara sanll

be a continued, increasing empha-
sis on managed care and managed
care techniques, with reinsurers
working in tandem with their cli-
ents to try to bring about the most
effective products possible for the
primary buyers.

Another opportunity lies in
globalization, said Mr. Alford,
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. Group health is ‘like
., property insurance
without

. catastrophes,’ says
? S&P’s Mark Puccia.
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which is occurring with privatiza-
tions in countries outside the
United States.

“I think there’ll be opportuni-
ties for reinsurers who so choose
to look at markets ‘outside the
U.S. and try to apply their exper-
tise outside that as the countries
go through this privatization
movement and the commercial
marketplace looks for expanded
medical coverages.”

“As reinsurers look at this mar-

ketplace, they're going to need to
continue to look for solutions that
they can provide to their clients’
needs. The ones that will be more
successful are those who can ac-
complish that, and not be there
just to provide pure excess risk
capacity,

“So if you can provide a wider
range of services and solutions to
your clients in addition to this
risk capacity, that just helps make
them more successful, which in
turn makes you as a reinsurer
more successful for your client,”
said Mr. Alford.

Focusing on the group life rein-
surance market, Geoffrey Francis,
second vp with Munich American
Reinsurance Co. in Atlanta, said
the business is “really very com-
petitive, I think.”

Unlike other types of reinsur-
ance, group life coverage does not
often see risks of more than $1
million, so generally no more than
one or two reinsurers are on the
deal. This makes it tough from a
competitive standpoint because if
a reinsurer wants the account, it
usually has to displace the incum-
bent, said Mr, Francis.

Health care reform is also indi-
rectly impacting the life reinsur-

ance business. Because of con-
cerns about reform’s impact on
margins, some companies are
starting to offer only basic group
life coverage in order to save
costs. Basic group life coverage is
paid by the employer, with addi-
tional voluntary coverage avail-
able at the employees’ expense.
This could also be offered as part
of a cafeteria plan, he said.

“It is possible some employers,
especially smaller employers,
might drop altogether group life
that is paid by the employer” but
offer employees the option to buy
it on their own, said Mr. Francis.

“I think by and large voluntary
products represents an opportu-
nity for reinsurers to help,” com-
mented Ms. Newman. “The basic
trend that's going on in the rein-
surance area is to try to assist the
direct writing company in
whatever way we can in product
development and delivery.”

While larger insurers are look-
ing to rein in capacity, small to
medium-sized companies are
looking to reinsurers for assis-
tance with product development,
product delivery and turnkey
types of products in the voluntary
area, Ms. Newman said.

)7  We celebrate our 25th year with pride in our
position as a major U.S. reinsurer.
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Spotlight report

Reinsurers set sights for ’95

RAA to focus on Superfund, disasters and solvency

By MARK A. HOFMANN

ith a longtime top
issue—an excise
tax on certain for-
eign reinsurers—
about to be re-
solved by the Gen-
eral Agreement on
Tariffs and Trade, the Reinsur-
ance Assn. of America is concen-
trating its lobbying efforts on a
trio of other areas in the 104th
Congress:

* Superfund reauthorization.

* A national reinsurance facil-
ity to deal with natural disasters.

e Federal solvency regulation
for reinsurers.

The Washington-based RAA is
also continuing to work with the
Brokers & Reinsurance Markets
Assn. in New York on the creation
of electronic standards for rein-
surance transactions.

That three-year joint venture is
“an excellent example of interna-
tional cooperation within the in-
surance community,” said RAA
President Franklin W. Nutter.

“We have a very cooperative re-
lationship with the RAA," agreed
BRMA President and Chief Exec-
utive Officer Bob Gilligan, That
the two bodies should work so
closely together is hardly surpris-
ing since most of the 29 reinsurers
that belong to the BRMA are also

members of the RAA.

In fact, BRMA—whose member-
ship also includes 12 reinsurance
brokers—relies on the RAA to do
its lobbying.

For years, a key issue on the
RAA’s agenda had been lobbying
Congress to impose a 4% excise
tax on reinsurance premiums col-
lected by companies in low or no-
tax domiciles.

But now that issue has fallen by
the wayside.

“With the advent of the GATT
treaty, even though it hasn't been
approved by the Senate, and the
lobbying activities that we under-
took early in the year to deter-
mine whether Congress was re-

ceptive to making adjustments in
the excise tax, we concluded that
increases in the excise tax were
not politically attractive,” said
Mr. Nutter.

Passage of the GATT treaty will
“take it off the table” for good, he
said. One of the concessions made
during the GATT talks was that
no change would be made to any
reinsurance excise tax.

Another thing that’s off the ta-
ble for good is a massive antitrust
suit brought against more than 30
insurance industry defendants;
including the RAA, by 20 state at-
torneys general. Six years after it
was filed, that suit was settled
earlier this month (BI, Oct. 10).

“It is a welcome development in
that one doesn't like the cloud of
litigation hanging over your head
personally or institutionally,”
said Mr, Nutter.

Mr. Nutter expects the RAA to
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Here's an opportunity to make some valuable connections.

At First State we can connect you with any
number of problem-solving experts who
know how to work the numbers
while never losing sight of the big
picture.Take the area of profes-
sional liability, for instance. We
have experts in coverage for
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investment advisors. These experts know
when it's smart to depart from the
standard, straight-line approach.
You can draw on this expertise,
too. Just reach for the phone.
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be a player in whatever Super-
fund reauthorization negotiations
take place in the 104th Congress.
The RAA had opposed the Clinton
administration’s reauthorization
bill, arguing that it would have
saddled domestic reinsurers with
an inequitable tax burden to sup-
port the proposed Environmental
Insurance Resolution Fund.

“It is our intention to remain in-
volved with the industry groups,
the administration and the Hill to
the extent that Superfund be-
comes a part of the agenda next
year,” he said.

Mr. Nutter remains critical of
the administration for not includ-
ing the RAA and several other
trade groups in talks on the fund-
ing proposals.

“An inclusive process of reach-
ing consensus is better than an ex-
clusive process. I think that the
industry tends not to do well
when it goes before Congress di-
vided or adversarial to other seg-
ments of the industry,” Mr. Nutter
said.

“The industry would be well-
advised to try and reach some
agreement about that,” he added.

An issue on which there is con-
siderable industry agreement, and
on which the RAA is a major
player, is the creation of a natural
disaster reinsurance pool. A bill to
create such a pool was introduced
by Rep. Norman Mineta, D-Calif.,
and won the approval of the
House Public Works Committee,
chaired by Rep. Mineta, on Sept.
28. However, that proved too late
to assure passage of the measure
in the full House, let alone in the
Senate.

“We feel quite satisfied that we
have reached a point that the leg-
islation is indeed a workable
framework,” said Mr. Nutter. The
task ahead is “fine-tuning the
bill,” he said.

He noted that this year, both the
RAA and the Natural Disaster Co-
alition, a broad-based group that
replaced the insurance industry-
supported Earthquake Project,
spent much time negotiating the
shape of the proposed legislation
with the committee and with the
Clinton administration.

Mr. Nutter said the bill likely tc
be reintroduced in 1995 will differ
from its short-lived 1994 versior
in one critical way: the public cor-
poration that would oversee the
reinsurance pool would extend it:
coverage to commercial as well at
personal lines.

“We made a very clear point tc
Chairman Mineta that including
commercial lines in this corpora:
tion that provides reinsuranct
was essential, not negotiable bu
essential,” said Mr. Nutter.

Rep. Mineta now says that com
mercial lines need to be addresset
in the bill.

Anocther bill the RAA is track
ing is H.R. 1290, the federal sol
vency regulation bill introduce
by House Energy and Commerc
Committee Chairman John L
Dingell, D-Mich. The bill is ex
pected to reappear in the 104t
Congress.

The RAA has endorsed H.
1290’s reinsurance provision!
which would subject foreign reir
surers to federal—rather tha
state—regulatory oversight.

“It has been our policy positic
for some time that the feder:
level of government is a more ag
propriate level for regulation ¢
reinsurance, both domestic ar
international, because it’s such ¢
international marketplace and b
cause reinsurance is really writte
on a multistate basis. The stat
by-state system is not really con
patible with the nature of reinsu
ance,” he said. | H
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Swiss Re details strategy behind sale of insurance units

By ADRIAN LADBURY

ow that the initial shock
has worn off, Swiss Re-
insurance Co.s recent
move to sell its direct
insurance operations is
seen by many observers
as a common-sense de-
cision to ditch a flawed long-term
strategy.

In halving the company’s annual
gross premium base overnight, Lu-
kas Muhlemann, the former McK-
insey & Co. Inc. management con-
sultant who has been chief execu-
tive for just over half a year, “has
bitten the bullet,” in the words of
one London analyst.

Abruptly halting a decade of ag-
gressive expansion into an increas-
ingly tough direct insurance mar-
ket in Europe frees up 5.5 billion
Swiss francs ($4.42 billion) for the
company to use for bolstering re-
serves and capacity and expanding
into selected markets and product
lines.

Swiss Re executives’ attention
now will be focused on three main
areas, said Walter B. Kielholz, a
member of the Zurich-based com-
pany’s executive board:

e Rapid expansion into Asia. By
the year 2000, the company hopes
this region will account for 25% of
its business, up from 7% to 9% to-
day.

e Further expansion of its finan-
cial reinsurance product range and
market share. The company esti-
mates it has 15% of the world’s fi-
nancial reinsurance market,

e Development of what the com-
pany calls “Grossrisikogeschaft,”
literally big-risk business, to take
further advantage of the growing
demand among big industrial and
financial services firms for alterna-
tive risk transfer mechanisms and
services.

“In the U.S., we would like to
have a stronger position than we
have now but the priority there is
not to acquire. Despite all the of-
fers we get, we are not going to buy
problems. The pricrity is to en-
hance the strategic and operative
position of our operations there,”
said Mr. Kielholz.

Swiss Re is not the only reinsurer
to see opportunities in the key ar-
eas it has identified for growth, but
Mr. Kielholz said it has the capac-
ity and know-how to be the best.

Mr. Muhlemann is not alone in
believing that the mature Euro-
pean direct market will be con-
trolled primarily by a few very
large companies, such as Allianz
A.G. Holding, which along with
Winterthur Swiss Insurance Co.
bought Swiss Re's direct business
(BI, Oct. 3).

And he had only to look at Swiss
Re's own direct operations for evi-
dence that poor prospects await
fedium-sized companies lacking
clear strategy.

Swiss Re’s dramatic announce-
ment came on the back of healthy
companywide profits of 325 million
Swiss francs ($261.3 million) in
1993, up 15.7% from 281 million
Swiss francs ($226 million) in
1992.

Those figures, though, mask poor
non-life underwriting results.

Swiss Re’s non-life insurance
units posted group underwriting
losses of 641 million Swiss francs
($515.4 million) on gross premiums
of 9.3 billion Swiss francs ($7.48
billion) in 1993,

Non-life reinsurer subsidiaries
had underwriting losses of 341 mil-
lion Swiss francs ($274.2 million)
on gross premiums of 9.9 billion
Qunes france (£7 08 hillinnd

And the company was forced to
make an exceptional provision of
486 million Swiss francs ($390.8
million) to cover auto insurance
losses at its Schweiz Compania
Anonima Espanola de Seguros y
Reaseguros unit, The Barcelona,
Spain-based company, which
Swiss Re said fell victim to a “mis-
guided management policy,” was
sold to Winterthur as part of the
overall package announced at the
end of September.

But it was not just poor under-
writing results that persuaded
Swiss Re to pull out of direct insur-
ance underwriting. It was also
management’s belief that quicker-
than-expected deregulation, fol-
lowing the introduction of Euro-

‘pean Union competition directives,

is producing a cutthroat
market in which only the very big
or very specialized will be profit-
able.

“Unfocused and non-descript
middle-field, multiline companies
with traditional distribution chan-
nels will lose market share,” Mr.
Kielholz said. And Swiss Re's di-
rect companies, though large in
terms of total premium volume,
neither dominated markets nor
specialized niches.

Swiss Re felt it could afford to
cut its premium base in half partly
because it is very optimistic about
global demand for reinsurance into
the next century, Mr. Kielholz said.

‘He said he believes there is plenty

of scope to replace the lost premi-
ums without having to make big
acquisitions and reduce rates.

“The main argument is that the
direct insurance market is growing
very rapidly, much stronger than
gross domestic product. Our esti-
mates are for a real global growth
rate of about 4%. This is for any
mature industry a very good
growth rate and we think that this
is the outlook for the next 10
years. . . .Also, the risk intensity or
value of insurable risk is growing.
We are more prone to risk,” he
said.

Swiss Re predicts 3.9% average
annual growth in reinsurance pre-
mium from 1991 to 2005, though
there are big geographical varia-
tions: 6.7% average annual growth
in Asia; 3.3% in Nerth America;
3.1% in Europe; and 4.3% in the
rest of the world.

Trying to expand Asian business
to account for 25% of the compa-
ny’s total “may sound a little crazy,
but go back to the growth rate esti-
mations and you will see that we
don’t have to do too much of this
internally,” he said.

Swiss Re currently has offices in
Hong Kong, Manila, Singapore and
Tokyo. By the year 2000, it hopes
to have offices in Beijing and
Shanghai, China, which are a top
priority, followed by: Jakarta, In-
donesia; Kuala Lumpur, Malaysia;
Osaka, Japan; Seoul, South Korea;
and Taipei, Taiwan.

Winning and keeping the busi-
ness of fewer and bigger European
insurance groups will not be easy.
Swiss Re hopes that expansion of
internal departments such as re-
search and product development
will give it an edge by letting its
clients outsource risk management
services and concentrate on their
core business.

Yet, as the number of traditional
insurers shrinks, the number and
size of European companies requir-
ing alternative risk financing will
grow, said Mr. Kielholz. “We feel
that the strong and quick growing
number of captives, of bank assur-

ance start-ups and worldwide
nmuatizatinm wnll creata dearviand

Captives represent a growth
market. “We have captive and
claims management service compa-
nies, financial engineering compa-
nies, underwriting expertise and fi-
nancial capacity,” he said.

The emphasis on “Grossrisikoge-
schaft” may mean more work for
Swiss Re’s captive management
unit, International Risk Manage-
ment Group of Bermuda, and its
claims management unit, Thomas
Howell Group Ltd. of London. At
the same time, the move isn't likely
to be welcomed by brokerages,
which generally lose out when big
reinsurers get closer to clients, Mr.
Kielholz said.

Reinsurers that can fully service
big clients need not deal with a dis-
tribution system that “atomizes the
risk,” he said. “The old system of
insured-broker-insurer-broker-re-
insurer-broker-retrocessionaire
and so on is no longer accepted by
the client because it is ineffective.
It has to fill too many pockets on
the way back to the risk carrier,”
he added.

Swiss Re also has high hopes for
its financial reinsurance operations
in New York and Zurich.

As with the alternative risk
transfer market, financial reinsur-
ance growth has been greatest so
far in the United States, and the

New York office is expected to
continue to grow fastest. Demand
in Europe has been slow so far but
is predicted to pick up along with
the growth of big-risk business.

Mr. Kielholz said that the com-
pany is developing financial engi-
neering and funding products and
sees a future in securitization of in-
surance programs. But, he stressed
that one of the company’s strengths
is its capacity and its ability to use
that to carry risk.

“We are not a commodity market
for this kind of product. Real risk
is an important element because
the pure banking transaction is not
helping companies that much,” he
said.

Meanwhile, analysts have re-
acted favorably to Swiss Re's
groundbreaking move.

“The problem was that they
hadn't had a clear strategy for the
last 10 years. They decided the re-
insurance business had no future in
the mid-'80s and bought up direct
insurance companies. But in the
last 10 years reinsurance has actu-
ally grown and the direct insurance
companies have not done so well.
Now, of course, there is a big in-
crease in demand for reinsurance
and insurance in Asia and a down-
sizing in the level of capacity. Hav-
ing made that dreadful mistake,

they have decided to return to
what they do best,” said Stephen
Dyas, insurance analyst with Gold-
man Sachs & Co. in London.

“I'm surprised (Mr. Muhlemann)
took such drastic action so quickly,
but it seems to be a good move,”
said Andrew Goodwin of UBS
Phillips & Drew in London.

“It’'s a real volte-face and the
new chief executive has decided to
focus on core activities. The justifi-
cation for going direct was because
of the counter cycles of insurance
and reinsurance, but it didn’t quite
work out that way. We may see ar.
acquisition on the reinsurance side,
but it's-a question of profitability,
not scale,” said Jonathan Lawler of
Kleinwort Benson Securities in
London.

After Swiss Re's announcement,
New York-based Standard &
Poor’s Corp. put Swiss Re and its
AAA rating on CreditWatch,
largely attributable to the surprise
of the move.

“BEarnings were suffering more
than expected and this, plus the
rapid growth, meant that capital
was starting to look more stretched
than their AAA rating merited. But
there is no question they are still
extremely strong,” said Karen
Knoller, an S&P analyst in Lon-
don. | Bl |
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Gen Re, Cologne Re deal seen as a hoon to hoth firms

By DOUGLAS McLEOD

n an industry where smart
strategic moves are not all that
common, General Reinsurance
Corp.’s agreement to take con-
trol of Cologne Reinsurance
Co. and its subsidiaries looks
like a coup for both companies.

Gen Re, the largest reinsurer in
the United States and seventh-larg-
est in the world, announced earlier
this year that it will acquire control
of Cologne Re, the world’s sixth-
largest reinsurer, through a new
holding company to be owned jointly
by Gen Re and Colonia Konzern
A.G., Cologne Re’s parent,

Based on 1993 net written pre-
mium volume, the combined opera-
tions will make Gen Re the world's
third-biggest reinsurer, trailing only
Munich Reinsurance Co. and Swiss
Reinsurance Co. (BI, Aug. 29).

The deal greatly boosts Gen Re's
small international operations while
diversifying its mix of business and
giving it an international outlet for
products it has sold successfully in
the United States.

The unusual structure of the trans-
action also gives Colonia Konzern a
chance to sell Cologne Re with huge
tax advantages. Colonia Konzern is
ultimately controlled by Union des
Assurances de Paris, which also

owns another major reinsurer, SCOR
S.A. of Paris.

“This represents an important step
in our efforts, extending back over
the past few years, to position our-
selves among the first-tier reinsurers
outside the U.S.,” said James E.
Gustafson, Gen Re executive vp.

The deal is not without risks. Rein-
surance analysts note, for example,
that it is uncertain how well the two
operations will mesh and whether
Gen Re can duplicate its US. suc-
cess on the international stage.

Reaction to the move has been
generally positive, though.

“It was a necessary move from a
defensive standpoint,” said Michael
Morrissey, a principal with Firemark
Consultants Inc. in Morristown, N.J.,
noting that competitors Employers
Reinsurance Corp. and American
Re-Insurance Co. both had bigger in-
ternational books.

“It's hard to think of the industry
leader as playing catch-up ball, but
in the international market, they've
had to a little bit,” he said.

“It was a very clever deal for Colo-
nia,” added Michael Drepper, an eq-
uity analyst with DB Research, a
unit of Deutsche Bank A.G. in
Frankfurt, Germany. “It is being
done in a very, very tax-effective
way-ﬂ

The Gen Re-Cologne Re joint ven-

ture is not ex-
pected to start a
new wave of US.
acquisitions in
Europe, though,
in part because
there aren't
enough suitable
targets.

“T don't think
this is going to
begin a whole
rash of deals,”
predicted Jay A.
Cohen, an ana-
lyst with
Salomon Bros. in
New York. “It's
still difficult to
find a good Euro-
pean company.”

Gen Re has
long drawn less

of its owverall
business from foreign markets than
its largest U.S. competitors have.
Foreign risks accounted for 9.9% of
its 1993 net volume, compared with
22.3% for Employers Re and 16.7%
for American Re (BI, Aug. 29).

Gen Re had been looking to
change that situation for some tirne.

A 1991 plan to acquire Royal Re-
insurance Co. Ltd. and its U.S. affili-
ate American Royal Reinsurance Co.
from Royal Insurance Holdings
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P.L.C. of London fell apart when the
two sides couldn’t agree on terms
(BI, July 8, 1991).

A year later, Gen Re bought the
Zug, Switzerland, branch of Allstate
Reinsurance Co. Ltd., which had
about $70 million in annual premi-
ums, and merged it into ifs Swiss
unit (BI, June 29, 1992).

Neither of those  previous forays
into the international market was on
the scale of the Cologne Re deal,
which will instantly and dramati-
caily raise Gen Re’s proZile abroad.

Under -the terms of he deal—ex-
pected to close by year end—Gen Re
and Colonia Konzern will form a
new Dutch holding company, Gen-
eral Re-CKAG Reinsurance & In-
vestment B.V.

In return for a 49.9%. stake in the
holding company, Colenia Konzern
will contribute its roughly two-thirds
interest in Cologne Re, which will

. become a subsidiary of General Re-

CKAG.

Gen Re will take a controlling
50.1% interest in the nolding com-
pany by contributing 922 million
deutsche: marks ($617.4 million) in
cash and an 8% 10-year note equal
to 475 million deutsche marks
($318.1 million).

The remaining one-third of Co-
logne Re’s stock is owred by minor-
ity shareholders and the public.

General Re-CKAG is planning to
increase its stake in Cblogne Re by
buying 75% of a 400 million deut-
sche mark ($259 million) rights offer-
ing Cologne Re plans to make to ex-
isting shareholders du-ing the first
half of 1995.

Colonia Konzern will be entitled
to-an annual dividend of 43 million
deutsche marks ($28.8 million), while
Gen Re, with its controlling stake,
will consolidate Cologre Re’s results

- with its own for financial reports

prepared using generally accepted
accounting principles.

Gen Re also has the option of buy-
ing out Colonia Konzern's stake in
the holding company after seven
years, and analysts expect that it
will.

Analysts estimate Gen Re’s cost of
acquiring control of Cologne Re at
between two and three times Co-
logne Re's book value.

“For a strategic investment, the
price was -reasonable,” said Mr.
Drepper ‘of DB 'Research. “Yes, it
seems to be'a bit high, but if they re-
ally have synergy in tais case, then
why not?”

The deal’s structure.also provides
huge tax savings for Colonia Kon-
zermn, he added. Under applicable
European law, the jomnt venture is
not considered a sale by Colonia
Konzern for tax purposes, and Colo-
nia Konzern thus avoids immediate
liability. for~capital gains taxes, he

said: "~

The governing Dutch law also pro-
vides that Colonia Konzern's capital
gains will not be taxable at the end
of the seven-year period if Gen Re
opts to buy its partner out, Mr,
Drepper added.

“It's very, very positive for Colonia
Group,” he observed.

The joint venture will leave Gen
Re with a dramatically larger and
more diversified book of business,
Analysts expect non-U.S. business to
account for roughly 45% of the com-
bined operations’ premium volume,
compared with the 9.9% for Gen Re
alone in 1993.

Cologne Re and its 14 subsidiaries
with offices in 22 countries gener-
ated about $2.7 billion in 1993 net
premiums, while Gen Re produced
$2.5 billion.

Combined, the operations will be
eclipsed only by Swiss Re, which re-
ported $7.8 billion in 1993 net pre-
miums, and Munich Re, with $9.2
billion.

Cologne Re’s mix of business also
differs from Gen Re's in that it in-
cludes a larger component of life re-
insurance and consists mainly of
proportional, rather than excess-of-
loss business, on the property/casu-
alty side.

Of $2.1 billion in 1992 gross pre-
miums written-by Cologne Reinsur-
ance Co., the group’s principal unit,
36% were written in casualty lines,
30% in property, 21% in life prod-
ucts and 13% in other lines, accord-
ing to figures compiled by Lehman
Bros. in New York.

In a report on the joint venture,
Michael A. Smith, an analyst with
Lehman, cited several reasons the
deal is a smart move for Gen Re.

The combined companies will be
even better positioned to benefit
from the much-discussed “flight to
quality,” in which ceding insurers
are moving their business to the
largest, most financially secure rein-
surers.

In addition, as Europeans begin
suing each other with the same fre-
quency Americans do, long-tail lia-
bility will become a greater concern,
he observed.

Cologne Re already writes more
casualty business than many of its
European competitors and stands to
benefit from Gen Re’s underwriting
expertise, especially as the European
casualty market moves away from
traditional proportional coverages to
excess-of-loss coverages.

The European market is also ripe
for the kind of facultative reinsur-
ance products Gen Re pioneered:
With the elimination of European
trade barriers, more insurers will be
competing for large accounts, in-
creasing demand for facultative rein-
surance support, Mr. Smith ob-
served.

None of this is to say Gen Re
won't face challenges in making the
joint venture work.

It is uncertain whether Gen Re can,_
transplant the underwriting skills it
has developed in the United States
to foreign markets, observed Charles
Gates, an analyst with CS First Bos-
ton in New York.

While there’s no question Gen Re
will have financial control of the
joint operation, it also remains to be
seen whether it will be able to main-
tain operational control, added Fire-
mark’s Mr. Morrissey.

“The management of Cologne Re
does not think it has to take a back
seat to General Re,” he said. “It's not
exactly what I would call a mallea-
ble group of people.”

“I think possibly we will have
some culture clash between the peo-
ple in Connecticut and the people in
Deutscheland,” said Joanne Morris-
sey, also a Firemark principal. * EEIl
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Bermuda’s reinsurers eager to please

Cedants can expect lower rates, enhanced cover

By GAVIN SOUTER

nsurers are expected to see
somewhat lower rates and
enhanced coverage from
Bermuda catastrophe rein-
surers as the renewal season
Warms up.

In particular, rates may be
reduced by more than 15% for re-
gional U.S. programs unaffected
by the Northridge earthquake
near Los Angeles, one brokerage
executive said. Many insurers also
are seeking aggregate coverages to
ease the burden of higher reten-
tions imposed over the past two
years.

Capacity for new North Ameri-
can national account business re-
mains limited, though Bermuda
cat reinsurers are still expected to
take on some new business pro-
grams.

Already feeling pressure on
rates, they say they are deter-
mined to avoid large-scale rate re-
ductions and will instead consider
aggregate coverages or offer some
other types of policies, including
some casualty. But excess-of-loss
catastrophe property reinsurance
remains by far the dominant
source of business for Bermuda's

- new breed of reinsurers.

For insurers, the primary char-
acteristic of the upcoming renew-
als may be lower rates.

“We are expecting rate de-
creases for some of our pro-
grams,” said Chris Walker, execu-
tive vp at E.W. Blanch Co. in Min-
neapolis. Each program stands on
its own, he said, and premiums for
those with good loss records
should be lowered this year after
two years of large increases.

Rate reductions of 15% to 20%
are expected for U.S. regional
programs that suffered no losses
in the Northridge quake, said one
reinsurance broker.

Bermuda underwriters still
have a healthy appetite for new
business and that will put pres-
sure on some rates, agreed Robert
O'Leary, president and chief oper-
ating officer of Willecox Inec. in
New York.

“Their infrastructure is strong.
Their return on equity is not what
they thought it was going to be,
but there is no radical diversion
from their original business
plans,” he said.

Despite the claims of several
Bermuda reinsurers that they
have little if any capacity left for
national account business in the
United States (BI, Sept, 19), Mr.
O'Leary is confident that some
new accounts will be placed in the
market.

“I believe that they will enter-
tain a good rate from North
America,” he said. “We believe
that they will be very active in the
1995 renewals and we think that
they will have adequate capacity
for North American intermediar-
ies’ requirements.”

Underwriters in Bermuda are
expecting brokers to press for
lower rates for clients with good
loss records, said Larry Doyle,
chief executive officer of Global
Capital Reinsurance Ltd. in Ber-
muda.

“There will be some downward
pressure on rates for accounts
that have not suffered a loss, but
in the U.S. we have experienced a
major loss in the Northridge
earthquake and we expect rates
will be stable for those people that
have large exposures in Califor-
nia,” he said.

In fact, rates for cedants in Cali-
fornia are likely to increase, said
Paul T. Hasse, CEQ of Centre Cat
Ltd. “We price on exposure and in
California prices are going
up. . .there are a lot of clients on
payback.”

It is too early to tell whether
rates will increase or decrease or
by how much, said John P. Dowl-
ing, president and CEO of Inter-
national Property Catastrophe
Reinsurance Ltd. in Bermuda,
who bases his assessment in part
on personal experience.

“I arrived in Tokyo a few weeks
ago and I was in my hotel room
when it shook for a full minute
due to the earthquake in Japan,”
said Mr. Dowling, recounting his

-experience with an Oct. 5 quake

in northern Japan.

That quake—which measured
7.9 on the Richter scale (BI, Oct.
10)—followed three other minor
earthquakes and a typhoon, “all
of which tells me that the talk of
any rate adjustments is prema-
ture” in the catastrophe reinsur-
ance market, said Mr. Dowling.

Some cedants may be looking
for reductions when their eXpo-
sures do not warrant it, Mr. Dowl-
ing said. “There are three ele-
ments that go into pricing: expo-
sure, experience, and supply and
demand. People tend to ignore the
first two.”

Another feature at upcoming re-
newals will be aggregate cover-
ages designed to reduce pressure
on insurers with large retentions.

“We don't think that they are
going to lower the deductibles,
but they may offer some form of
aggregate coverage,” said John
Cashin, executive vp at Willis
Faber North America Inc. in New
York.

For example, ceding companies
are hoping to get some coverage
where attachment points can be
triggered by an accumulation of
losses that individually fall below
the deductible, he said.

Clients accept that they may
have to buy the coverage on a
multiyear basis to make it attrac-
tive to reinsurers, Mr. Cashin said.

Aggregate coverages are a pos-
sibility if they are bought as a
separate coverage, said Guy
Hengesbaugh, executive vp and
chief underwriter at LaSalle Re
Ltd. in Bermuda.

“We are not seeing any redue-
tion in retention on current poli-
cies. . .we might give an aggregate
excess but it would have to be a
separate policy,” he said.

The policy would cover a cer-
tain number of occurrences within
a retention and LaSalle Re could
probably offer around $3 million
in capacity per program, Mr.
Hengesbaugh said.

The coverage would vary with
the size of the cedant, he said.

For example, a large U.S. in-
surer might have coverage after
three or four market losses of
more than §1 billion whereas a re-
gional company might be offered
coverage after three or four mar-
ket losses of more than $500 mil-
lion, Mr. Hengesbaugh said.

However, several losses from
clients in the same area could lead
to large losses for catastrophe re-
insurers offering aggregate cover-
ages, said Mr. Hasse of Centre
Cat.

“You can have a lot of compa-
nies ending up with a lot of aggre-
gate losses in the same three or
four areas,” he said.

Consequently, Centre Cat is re-

luctant to offer traditional aggre-
gate coverages. However, as the
company customizes many of its
programs to meet specific needs it
can tackle the problem of large re-
tentions through non-traditional
coverages in conjunction with fi-
nite risk reinsurers, Mr. Hasse
said.

Some casualty coverage is also
being offered in the Bermuda ca-
tastrophe reinsurance market.

LaSalle Re will offer some casu-
alty clash coverage. The product
covers an insurer when more than
one policyholder suffers losses in
one event. However, LaSalle Re's
primary focus, like the rest of the
reinsurers recently formed in Ber-
muda, remains property catastro-
phe reinsurance.

Only around 2% of its premi-
ums are expected to be derived
from easualty clash business, said
Mr. Hengesbaugh.

One year after most of the ca-
tastrophe reinsurers formed in
Bermuda, the market there has es-
tablished its reputation as a seri-
ous and professional market.

“They came through their first
loss situation very well,” said Mr.
Walker of E.W. Blanch.

Brokers had confidence in the

age during renewals

Bermuda market prior to the
Northridge earthquake, but their
claims settling after the loss es-
tablished their reputation, Mr.
Walker said. “They responded
very well and they were very good
at paying claims promptly.”

And despite speculation that the
Bermudian reinsurers are not
achieving the returns they prom-
ised investors, none seems desper-
ate to increase its premium in-
come by diversifying or radically

cutting rates, brokers and under-
writers say,

“In general terms I think people
are getting the returns they were
expecting,” said IPC’s Mr. Dowl-
ing.

The zero income tax in Bermuda
helps the reinsurers gain an edpge
over their competition, he said,

The reinsurers’ tax sta tus,
though, prevents them from mar-
keting their business at the Na-
tional Assn. of Independent Insur-
ers meeting in Hawalii this week.

Several of the reinsurers will at-
tend the meeting but none will so-
licit business, they say.

“For us it is just a social event,”
said Mr. Hasse.

-
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Growing D& O exposure

Risk managers urged to seal gaps in D&O coverage

By MICHAEL SCHACHNER

SANTA FE, N.M.—Because there
are now numerous legal premises
under wkich directors and officers
can face liability, it is critical there
are no gaps in a company’s D&O in-
surance insurance program, a bro-
£er warns.

As the fre-
quency of share-
holder, em-
ployee, competi-
tor and oroduct
WERRYHENINY user lawsuits
IRONNERPIGRY against directors
and top execu-
tives increases,
corporations need to become keenly
aware of the environment that is
giving rise to more legal zction and
learn how to protect themselves and
their directors.

“How can directors and officers
get sued? Let me count the ways.
There’s no stopping someone from
bringing a suit out of just about any
grievance And, shareholder claims
are now the most frequent and se-
vere,"” said Xelly Reyher, a vp with
Rollins Hudig Hall of New York Inc.

Years ago, it used to take two
days to a week or more for a corpo-
rate acticn to give rise to a share-
holder lawsuit. But today, with im-
proved technology, “if your stock
drops you could see an action filed
within a couple of hours. The law-
yers have complaints pre-written on
their computers and they just put
the appropriate names and numbers
in and of they go,” Mr. Reyher said
during a seminar on D&O coverage
during the annual conference of the
Society cf Risk Management Con-
sultants, held earlier this month in
Santa Fe.

“Professicnal plaintiffs,” whom
D&O plaintiffs lawyers can call on a
whim, are growing in numbers, Mr.
Reyher said. “These are people that
buy a baskzat of stock,” or at least
one share of most of the major cor-
porations listed on the various stock
exchanges. “They're available to the
plaintiffs lawyers that specialize in
shareholcer suits and there is no
dearth of them.”

Mr. Revher cited a recert study by
The Wyatt Co. that found that
shareholcer claims now account for
47% of all actions against directors
and officers, followed by employee
claims at 22%, and customer/client
claims at 19% (BI, Feb. 28).

But wkat the study doesn’t show,
he added is that shareholder actions
are almost always the most severe in
terms of monetary damages sought.
He said the average cost of defend-
ing and szttling a claim arising from

SOCIETY
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shareholder-generated class action
litigation is more than $10 million.

“Employee claims are also on the
rise,” Mr. Reyher said. “Because
courts have expanded the scope of
acceptable causes of action, fre-
quency and severity of claims rise in
accordance.” He said the average
cost to a defendant company to dis-
pose of an employee-generated
D&O suit is about $500,000, while
the cost is about $2.5 million for
competitor suits.

This jump in litigiousness requires
that directors and officers take more
precautions to protect themselves
from liability. “Directors and offi-
cers can protect themselves by tak-
ing minutes at all meetings and be-
ing informed, among other things.
Today, even press releases may be
considered disclosure and are ac-
tionable. So, tell everyone the same
thing at the same time, Telling some
analysts something, but not all, can
create different information in the
marketplace,” Mr. Reyher said.

Directors and officers liability
coverage protects officers in two
ways: It reimburses them for any-
thing the corporation doesn't pay
for during litigation, or it reim-
burses the company for all expenses
it puts out related to defending and
seliling a D&O claim.

“State statutes empower a corpo-
ration to indemnify an officer or di-
rector involved in litigation, but
usually, the statutes are permissive,
or voluntary,” Mr. Reyher said.
However, it makes sense to study
state statutes pertaining to indemni-
fication of directors because most
states do not allow for indemnifica-
tion of settlement amounts or judg-
ments if the action is a derivative
suit, meaning that it was brought by
shareholders on behalf of the corpo-
ration.

“This doesn’t happen that much.
Most shareholder suits are class-ac-
tion, non-derivative cases,” he said.

To secure a D&O policy that
serves its function, which is covering
directors and officers so they can
fulfill their duties without having
their personal assets at stake, corpo-
rations must realize that there is no
such thing as a standard D&O pack-
age, Mr. Reyher said.

“All carriers have different lan-
guage, but policies do follow a cer-
tain format. We just need to be
aware that wording pertaining to
what is covered can be broader or
narrower, depending on the policy,”
he said.

As a result, policyholders must
thoroughly read the policy’s defini-
tion of a wrongful act, a loss, and a
claim—before signing.

“Usually, the definition of a loss is
what is not covered, including
events like fines and penalties im-
posed under law, punitive damages,
investigation costs and taxes, among
other things,” Mr. Reyher said.

Corporations should also distin-
guish between a standard claims-
made policy and one that stipulates
that claims must be made and re-
ported during a policy period. “A
claims made and reported policy
isn't as good. It's a critical difference
and you want your people in the
marketplace to understand this ele-
ment and it should be negotiated
out of the policy whenever possi-
ble.”

More key policy language centers
around exclusions. Thus, directors
and officers, as well as risk manag-
ers and consultants, need to recog-
nize in advance what is conduct ex-
cluded from coverage. Commonly
excluded conduct includes fraud, in-
sider trading and personal profiteer-
ing. “Good policy language will
stipulate that an allegation by itself
isn’t means for exclusion,” he said.

Once faced with a D&O claim, it
is advisable for the company to im-
mediately contact legal counsel
“This is what small and mid-size
firms do right away, but they often
pass the claim on to lawyers who
don't understand D&O policies. If
possible, try to identify in advance
the law firms that have some good
D&O experience.”

To help companies find those at-

torneys, some D&O insurers have
put together a list of designated de-
fense attorneys with whom they will
work in tandem. Mr. Reyher ac-
knowledged that this might not ap-
pear to be the best arm'’s length re-
lationship, “but lawyers have as
their first responsibility a duty to
represent their client, not the in-
surer.”
“One of the great contributions
risk management consultants can
make is in counsel selection and
counsel education,” added David
Beattie, executive vp with RHH in
New York. “Many lawyers are great
litigators, but know little about
D&O0.”

Lastly, Mr. Reyher said having
good legal representation is impor-
tant for settling cases, not to men-
tion if the case goes to court.

“About 95% of shareholder suits
settle prior to trial. But if the case is
headed for trial, a lot of insurers
will want to play the dice game,
whereby they won’t settle thinking
there’s fraud. But if only reckless-
ness is found at trial, the carrier is
on the hook for any judgment,” Mr. -
Reyher said. El

Policyholder persistence may turn
a claims denial into a settlement

By MICHAEL SCHACHNER

SANTA FE, NM.—When a policy-
holder initiates a claim against its in-
surer an¢ the insurer responds that

the claim is tar-

R geted for denial,
AR <hould the poli-
OF cyholder say ‘Oh,
RINK well' and move

on to the next
line of business?
Absolutely not,
according to a
leading policyholder attorney, who
says far too many businesses over-
look opporunities to get coverage
simply because they back down at

tha Brct oiorn af tAanch tallr fvom ine
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surance companies.

For many insurers, their first in-
stinct is to reject a claim, William
Shernoff of Shernoff, Bidart & Dar-
ras in Claremont, Calif,, told attend-
ees at the Society of Risk Manage-
ment Consultants’ fall conference
earlier this month in Santa Fe, N.M.

But policyholders should not
cower, he said. Instead, they must
stand up for their rights and realize
that a first denial isn't a final denial.

“There’s something out there
called the doctrine of bad faith and
many people don't understand it.
What it means in a court of law is
money for policyholders,” Mr.
Shernoff said.

He <a1d there are three ba<iec nrin-

ciples that policyholders should use
in collecting from insurers:

o Every event that could possibly
result in a loss should be scrutinized
by risk managers and consultants for
the purpose of filing a claim.

Mr. Shernoff pointed out that the
period of analysis need not be
rushed.

“Most state courts will not recog-
nize late notice as a reason for claim
denial unless the insurer can prove
that it was prejudiced,” he said, add-
ing that examining an event closely
to justify filing a claim would not
likely be considered prejudicial to an
u‘ Eme{.

It boils down to a fair reading of

Continued on nexrt nage



ious page
ons, he said.
of a claim should be pro-
vided to any insurer that wrote a
policy that might be applicable.

s underscores the importance
of never throwing away old policies
and looking at all policies for possi-
ble coverage, Mr. Shernoff said

a first denial

robably most important.
You should not take an insurance
v's denial as gospel. They
like to deny claims, but in
ou should conduct your
ation and read all the
rthing in the policy, show
age specialist.

i because too of-
ten policyholders believe and accept
the denial. It then becomes the risk
management consultant’s duty” to
see the pn' holder gets what they
deserve,” he

Even if denial 1%11‘[ an insurer’s ul-
timate gml g the denial

mnbt. as ’ sthy
lay in pay g T.he claim, he said. “The
longer they can hold on to their
money, the better off they are.”

what pieces of property are covered,
Mr. Shernoff warned. To combat
this, policyholders should seek lan-
guage that ds coverage to un-
specified properties as well.

For example, Mr. Shernoff's firm
represented a California-based cloth-
ing maker that had a property policy
specifying eight manufacturing loca-
tions that were covered. But, its pol-
icy also noted that “other miscellane-
ous locations” were insured. When
the company had a major loss at its
home office, which was not one of
the eight specified sites, the insurer
denied the claim. “We argued that
the home office was a miscellaneous
location under terms of the policy
and we got cc e,” he said.

In cases whe court defense is
at stake, insurers will often seek not
to defpnd the policyholder by invok-

Spons
Shernoff ‘3211(1 merely assertir

is intentional is insufficient to denv
defense.

“Everything is intentional, but the
true m s
defense is intentional harm. Basi-
cally, the duty to defend is
broad under our laws,” he said.

One of the heaviest clubs a policy-
holder can wield to strike back at an
insurer is the doctrine of bad faith.
One way in which an insurer can act
in bad faith is by not investigating a
claim with an toward providing

geared toward paying the claim,

denial. Nine out of 10 times, how-
j at investigation is designed to
up that ]ustLﬁos de-
nying the claim. Their eye should be
toward protecting their policyholder,
but it’s no
He advised risk management con-
sultants to “not assume that insurers
are trying to find coverage for (their)
clients. Unreasonable handling of a
claim constitutes bad faith.”
astly, Mr. Shernoff said insurers
will often deny coverage if an indi-
vidual or en not specifically
named in the policy is involved in a
claim-causing act
“Just because something or some-
one isn't named in the policy in
black and white, there could still be
coverage due. If you look at auto in-
surance, if you give your keys to a
friend and they are involved in an
accident, they're covered even
thou[_,h thE\ aren’t named in your
/ ve up on a claim just
nied because someone

sured.” he said. EEIR

SANTA FE, N.M.—Assessing how
buildings will hold up in a powerful
earthquake is an art, not a science,
and it’s based entirely on experience,
; a structural eer with a
leading loss identification and miti-

gation firm.

Ronald Ham-

SOCIETY ertrgeAr, semgr ex-
) ecutive vp at

OF earthquake loss

RISK control consult-
IENWYEaNIaNY ine firm EQE
5 P Inc. in San Fran-
CONSULTANTS said engi-
are con-
stantly learning what types of build-
ings will stand up best to powerful
tremors and all-out quakes, and the
Northridge earthquake that rocked

Companies, IHG’s clients receive

the Los Angeles area in January
taught them quite a lot (BI, Jan. 24).

“By the start of the 1990s, struc-
tural engineers thought they had it
all worked out. We felt all buildings
constructed to code would suffer so
little damage that repairs would be
minor. With Northridge, we now
know that there are at least four
types of buildings that still won’t
hold up,” Mr. Hamburger said at the
annual fall conference of the Society
of Risk Management Consultants,
held earlier this month in Santa Fe,
N.M.

One of the major lessons learned
from the Northridge quake, accord-
ing to Mr. Hamburger, is that steel-
framed buildings do not do as well
as expected (BI, June 6).

“Before Northridge, we'd say go
with a steel-frame structure. But

Business Insurance,

Quake teaches engineers a lesson

By MICHAEL SCHACHNER

more than 100 buildings of this type
sustained major damage and more
than six months of business inter-
ruption for tenants,” he said.

Most of the damaged steel-frame
buildings were high- Mr. Ham-
burger said. “We thought rigid con-
struction of beams and columns
would hold, but because the joints
were welded, they didn't.”

A second form of construction that
fared poorly was pre-cast concrete
structures. ““These are normally
parking pgarages and bric :
pieces are made in advar
shipped to the site. Then, they're put
together like Lincoln L« I don't
think there was one parking garage
in the San Fernando Valley that
wasn't damaged,” said Mr. Ham-
burger.

The third type of building that
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proved incapable of heolding up to

rere tilt-up and

vy buildings. The

problem with these was the weak

connection b the prefabri

cated, tilt-up wall and the ceiling, he

said, noting that it was at the junc

ture of the wall and ceiling where
damage occurred.

Finally, the wood-framed build
ings used in strip malls and apart
ments fared disastrously. “This is
where the fatalities occurred, espe

as a soft first
arports, Mr., Ham

“This shows the need for effective
earthquake retrofitting, althougt
many compeé won't do any
because they don't feel the fac
that would require changes are tha
important,” he said. | Bl
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Planning for crises
absent in many risk
management programs

By MICHAEL SCHACHNER

SANTA FE, N.M.—Straight from
the ‘It Makes No Sense But It's True
Department,’
e many companies
N)Sf!”\ with seemingly
OF sound risk man-
agement pro-
grams operate
without a crisis
management
plan, a consult-
ant says.

In spite of the lessons learned
from a numbar of natural and
man-made disasters during the past
few years, many companies that

T
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Deming Award winner Dr. Brian Joiner. Aimed o real life applications of management theories, these conferences will provide the

knowledge and skills you need to not only survive, but prosper. We urge you and your colleagues to attend. For more information,

call 1-800-445-3433. Join us. And be part of the revolution.
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build risk ‘management programs
around complying with building
and safety codes, reserving offsite
computer space and duplicating im-~
portant documents still do not in-
clude a thorough crisis management
plan in their overall risk manage-
ment plans.

“All too frequently, creative risk
and insurance management pro-
grams lack the vital but elusive cri-
sis management segment. Even
when logical, proven risk and insur-
ance management techniques and
effective loss control activities are
utilized, crises must still be antici-
pated,” said Richard H. Soper, a
principal with Soper & Associates
Ltd. in Kirkland, Wash.

Speaking at the annual fall con-
ference of the Society of Risk Man-
agement Consultants earlier this
month in Santa Fe, N.M., Mr. Soper
said crisis management planning is
grossly overlooked during risk and
insurance management audits.

“How is it that executives respon-
sible for life, safety, risk funding,
loss control and legal compliance
activities can justify not having an
implemented crisis management
plan?” he asked.

Crisis management |
‘plans are not overly |
expensive to draft
and implement,’ says |
Richard Soper.

|

“A crisis usually lasts for a period
of less than three days. It's before
and afterward that counts. The af-
termath could last several years,” he
said.

Mr. Soper defined a crisis man-
agement plan in two ways:

e A strategic technique that re-
duces the adverse effects of an orga-
nizational loss incident through risk
identification, measurement, loss

mitigation, legal compliance and |

management accountability.

e A program that ensures appro-
priate emergency response capabili-
ties and restoration strategies that
focus on pre-loss planning and
post-loss recovery are in place.

Inherent to any good crisis man-
agement plan is an emergency re-
sponse team capable of reacting and
maintaining control until profes-
sional emergency response people
arrive.

“The response team has responsi-
bility until outside help gets there,
and this is most important in hard-
to-reach areas,” Mr. Soper said.

The emergency response team at
an industrial facility like a mill or
factory usually comprises “hourly
workers that are trained by crisis
management people such as manag-
ers and supervisors,” he said.

To put together a crisis manage-

‘ment program and emergency re-

sponse team, a company must evalu-
ate its crises exposure, including fre-
quency, severity, variation and im-
pact. Beyond that, estimating loss
magnitude and probable maximum
loss is imperative to measure neces-
sary backup facilities and alterna-
tive sources of raw materials, if the
company is a manufacturer, for ex-
ample.

“These plans are not overly ex-
pensive to draft and implement,”
said Mr. Soper. “A Mercedes-Benz
plan can be put in for about $40,00(
and a small project can be taker
care of for $5,000 to $10,000.” K=IN
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of sweeping health care reform
legislation—Sens. Edward
Kennedy, D-Mass., and Harris
Wofford, D-Pa.—are battling con-
servative challengers. Sen.
Kennedy is leading his opponent,
but Sen. Wofford's race against a
Republican congressman is too
close to call.

The Senate, though, could gain
a new member who crusaded for
scaled-back reform legislation.
Rep. Jim Cooper, D-Tenn., an
early advocate of the so-called
managed competition approach to
health care reform, is running
against attorney and actor Fred
Thompson for an open seat in a
tight race.

A handful of health care reform
supporters will return to the Sen-
ate next year, including Sens.
John D. Rockefeller IV, D-W.Va.,
perhaps the administration’s most
loyal backer, and Thomas
Daschle, D-S.D., another advo-
cate of comprehensive health care
reform legislation.

In the House of Representatives,
nearly all reform advocates are
expected to return. Among those
who aren’t is Rep. Roy Rowland,
D-Ga., a key sponsor of a so-
called consensus bill that called
for certain insurance underwrit-
ing reforms like curbs on pre-ex-
isting medical condition exclu-
sions. Rep. Rowland is retiring.

Other representatives who
played a role in health care reform
legislation this year and won’t be
returning include Rep. Michael
Andrews, D-Texas, a supporter of
the managed competition ap-
proach, and Rep. Fred Grandy,
R-Iowa, an outspoken opponent of
an employer mandate. Rep. An-
drews was defeated in the Demo-
cratic Senate primary election in
Texas, while Rep. Grandy was un-
successful in the Republican gu-
bernatorial primary in Iowa.

This year's standard bearers for
comprehensive legislation in the
House, including Ways and Means
i Chairman Sam Gibbons, D-Fla.,
Pete Stark, D-Calif., chairman of
the Ways and Means Health Sub-
committee, and John Dingell, D-
Mich., chairman of the Energy
and Commerce Committee, are all
expected to win re-election.

Despite the relative stability ex-
pected among the House’s health
care reform supporters, the prun-
ing of advocates in the Senate al-
most certainly will affect efforts
to enact legislation in the 104th
Congress.

By itself, the sheer reduction of
the number of health care reform-
ers in the Senate will reduce the
likelihood that the issue will dom-
inate the next congressional ses-
sion as it did during the last ses-
sion.

“It is clear that there will be
fewer advocates of both compre-
hensive reform as well as thase
seeking less substantive ap-
proaches,” said Stuart J. Brahs,
vp-federal government relations
in the Washington office of The
Principal Financial Group.

For example, it is unlikely that
the new Senate majority leader
will devote the amount of time to
health care reform that Sen.
Mitchell, the outgoing leader, did.
At one point, Sen. Mitchell, who
turned down President Clinton’s
invitation to be nominated to the
U.S. Supreme Court, tried to keep
the Senate in session 24 hours a
day to get a comprehensive reform
bill passed. Long after most mem-
bers of the Senate recognized that
reform legislation had no chance

of passage, Sen. Mitchell contin-
Mar ot fmrte trn A rtr e e nlroos 5 i

promise.

But the retirements of Sens. Du-
renberger and Danforth could
prove even more important than
the departure of Sen. Mitchell in
affecting the chances that reform
legislation will be enacted during
the next session, lobbyists say.

Both Sens. Durenberger and
Darnforth were key members of
the Mainstream Coalition, a group
of about 20 Senate Republicans
and Democrats that tried to de-
velop a bipartisan reform package
that could win congressional ap-
proval.

Their departure removes from
the Senate two members who,
through respect, experience and
service on the pivotal Senate Fi-
nance Committee, may have been
in a good position to develop a
consensus on a health care reform
package.

“Sens. Durenberger and Dan-
forth were highly regarded and

‘Sens. Durenberger and Danforth were highly regarded
and trusted. Their word was their bond. The fact that
they were in a position to broker a compromise is a

serious loss to the Senate and to employers,’ says the

ERISA industry Committee’s Mark Ugoretz.

trusted. Their word was their
bond. The fact that they were in a
position to broker a compromise
is a serious loss to the Senate and
to employers,” said Mark Ugoretz,
president of the ERISA Industry
Committee in Washington.

The retirement of Sen. Duren-
berger has another implication—a
negative one—for employers. In
recent years, the Minnesota Re-
publican championed a pre-emp-
tion provision in the Employee
Retirement Income Security Act
that bars states from implement-

ing laws, like an employer man-
date, that “relate” to employer-
provided benefit plans. Employers
throughout the country are par-
ticularly opposed to any weaken-
ing of ERISA pre-emption. They
fear they could be confronted
with a maze of varying state re-
quirements.

Sen. Durenberger’s defense of
ERISA pre-emption has become
so well-known in Senate circles
that members of the Mainstream
Coalition recently gave him a
copy of the ERISA statute with a

chain around it as a joke.

With his retirement, it remains
to be seen who, if anyone, will fill
his role as the champion of ERISA
pre-emption.

Finding such an advocate could
be crucial to ward off efforts of
certain senators who will advance
proposals that would waive
ERISA pre-emption so health care
reform laws in their states can
take effect. More and more sena-
tors are expected to argue that if
Congress can’t pass health care
reform legislation, it shouldn’t
stand in the way of states that
want to enact legislation but can't
because of ERISA pre-emption,
said James Klein, executive direc-
tor of the Assn. of Private Pension
& Welfare Plans in Washington.

“With Sen. Durenberger gone,
the prospects for state waivers be-
come much greater,” said Frank
McArdle, a consultant with He-

Continued on next page
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witt Associates L.L.C. in Wash-
ington.

Even if there were no changes in
Congress, it is questionable how
much interest the Senate and
House will have in comprehensive
health care reform legislation.

Indeed, as the elections draw
near, state business lobbyists and
others say that health care reform
is not playing a role—in fact it
hardly is being discussed in con-
gressional races—where well-
known reform advocates are up
for re-election.

In Massachusetts, where Sen.
Kennedy, chairman of the Labor
and Human Resources Committee

and the Senate dean of health care
reform legislation, is battling con-
servative businessman Mitt Rom-
ney, health care hasn't been a big
issue, said Brad Kimler, a Hewitt
Associates consultant in Boston.

Similarly, in Pennsylvania,
where Sen. Wofford—whose elec-
tion three years ago captured na-
tional attention because he ran on
a platform of universal health
care coverage—is opposed by Rep.
Rick Santorum, R-Pa., issues like
crime have taken precedence over
health care, said Tim Lyden, state
director of the National Federa-
tion of Independent Business in
Harrisburg.

In part, the decline of health
care reform as an important issue
with voters may simply be due to
public ‘“burnout,” said Bill

Custer, president of Custer Eco-
nomic Research in Washington.

More substantively, the improv-
ing economy may have deflated
health care reform as an issue.

“People are more secure in their
own jobs and less worried about
losing those jobs and the health
insurance that comes with those
jobs. The crisis mentality has
passed,” Mr. Custer said.

The November elections also
could affect other employee bene-
fit issues. Sen. Joseph Lieberman,
D-Conn., is being challenged by
Dr. Gerald Labriola, a pediatri-
cian, in his re-election race. Sen.
Liebermar: led this year’s success-
ful battle to delay enforcement of
a federal law that requires em-
ployers to report health care cov-
erage information to the federal

WINNING
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government. But, Sen. Lieberman
is the odds-on favorite to hold
onto his seat.

And, on pension issues, employ-
ers face somewhat of a tradeoff.
On the one hand, Sen. Howard
Metzenbaum, D-Ohio, a perennial
thorn in the side of employers, is
retiring. He led the drive—ulti-
mately successful several years
ago—that essentially eliminated
employers' ability to terminate
overfunded pension plans to re-
capture surplus assets.

More recently, Sen. Metzen-
baum pushed legislation that
would have made employers liable

for state damages awards, includ-
ing punitive damages, if they mis-
handled benefit claims.

In the House, though, the retire-
ment of Rep. J.J. Pickle, D-Texas,
will leave Congress without a cer-
tified expert on problems relating
to the Pension Benefit Guaranty
Corp. Rep. Pickle campaigned for
years for legislation to require
employers with underfunded pen-
sion plans to accelerate contribu-
tions to those plans. The PBGC
legislation is part of a broader
trade bill that Congress will vote
on after the elections during a
lame-duck session. =

Initiatives

Continued from page 1

dental and vision care, mental
health counseling and prescription
drugs.

“It's an ugly one,” said Mark L.
Wagar, president and general man-
ager of CIGNA HealthCare of Cali-
fornia in Glendale. “Theoretically,
it would take all 31 million Califor-
nians and wipe out the existing
coverages they have. It would put
everyone under a funding mecha-
nism that would include a combi-
nation of individual, corporate and
tobacco taxes in the state.”

CIGNA is among the health in-
surers participating in business
community lobbying against the
initiative. Leading that effort are
the California Chamber of Com-
merce, the National Federation of
Independent Business and various
companies,

Existing single-payer systems
like Medicare, Medicaid and Medi-
Cal in California have demon-
strated that without a move to a

managed care approach a single-
payer system isn't financially via-
ble, Mr. Wagar contends. “We
think a combination of managed
competition solutions and good in-
surance reform would be healthy.”

Backers of Proposition 186 em-
phasize its promise of universal
coverage.

“Nurses believe everyone ought
to have access to health care and
that health care is a right, not a
privilege for those who can afford
it and meet underwriting criteria,”
said Beth Capell, co-chairwoman
of the campaign for Proposition
186 and director of government re-
lations for the California Nurses -
Assn.

“We also believe that the under-
lying premises of insurance are a
bad fit with the notion that every-
one should be entitled to health
care,” she said.

Reliance on private insurance,
Ms. Capell contends, has promoted
a focus on expensive technology
rather than primary care. Much of
what insurance companies cur-

Continued on next page
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rently spend on overhead would be
hetter spent on providing care.

Given the fragile state of Califor-
nia’s economic recovery, the initia-
ive’s potential impact on the
state’s employment picture is of
paramount concern.

With payroll taxes ranging from
1.4% for companies with 10 or
fewer employees to 8.9% for com-
panies with 50 or more workers,
many observers predict that an in-
crease in payroll taxes would force
jobs to leave the state—up to
300,000, by some estimates.

What's more, many business
leaders predict that payroll taxes
would be raised further as costs
soared under a single-payer system
(BI, Oct. 17).

Others, though, argue that the
nitiative would actually create
jobs by freeing small firms of the
purden of providing health care
penefits.

“I think from an employer stand-
point to get out of the business of
purchasing health benefits would
pe an enormous relief,” said Ms.
Capell. In fact, she added, a sin-
gle-payer system would encourage
many people now fearful of start-
ing their own businesses because of
a lack of health care benefits to
take that step.

Republican Gov. Pete Wilson and
his Democratic challenger, Califor-
nia Treasurer Kathleen Brown,
poth have come out against Propo-
sition 186. :

But that doesn’t matter, the ini-
fiative's supporters say. “Neither

one of them is regarded as an ex-

pert on health care and neither one
of them has made it an issue in the
campaign,” said Ms. Capell.

Even if the measure fails, it may
set the stage for future health care
reform efforts in California. “It’s
the creation of a grass-roots move-
ment and the kind that doesn’t go
away,” said Ms. Capell.

Californians also will vote on an-
other measure that should get na-
tional attention on election night,
Proposition 188, an initiative that
would reverse California anti-
smoking laws by permitting res-
taurants and other businesses to al-
low smoking in ventilated areas.

In Colorado, businesses are lob-
bying against Amendment 11,
which would amend the state con-
stitution to ensure injured workers’
right to choose their own doctors.

Employers contend that the mea-
sure would hamper their efforts to
contain workers compensation
medical costs with managed care
networks and would erode much of
the progress they have made under
a 1991 pro-business workers com-
pensation reform law (BI, Sept.
12). ;

Also under the amendment, fees
charged by health care providers
treating work-related injuries
would be subject to state regula-
tion,

Under the 1991 workers compen-
sation law, Colorado employers are
allowed to select occupational in-

jury specialists to treat injured

workers,

A similar workers comp measure
was knocked off this year's ballot
in Arkansas. Amendment 6 would
have amended the constitution to
let injured workers select their own
doctors and allow them to sue em-
ployers that knowingly maintain
unsafe workplaces.

However, the Arkansas Supreme
Court struck down the ballot mea-
sure Oct. 14, ruling that the initia-
tive's title was misleading.

In Michigan, voters next week
will weigh in on Proposal C, a mea-
sure that asks whether auto insur-
ance premiums should be reduced
by an average of 16% from 1992
levels for six months in exchange
for lower benefits.

Essentially, passage of the pro-
posal would enact 1993 auto insur-
ance reforms passed by the Michi-
gan Legislature and later signed by
Gov. John Engler before being
forced by petition to a referendum.
Michigan's constitution allows vot-
ers to seek public approval of laws.

Under the act, mandatory medi-
cal coverage for drivers would be
reduced to $1 million—with addi-
tional coverage up to $5 million
available at a higher price—rather
than the unlimited coverage cur-
rently required.

“No other state has unlimited
benefits,” said Robert A. Bailey,
Michigan’s first deputy insurance
commissioner.

“It also would further restrict the
no-fault system,” said Mr. Bailey,
noting that among other things the
measure would prohibit drivers
who are more than 50% at fault for
an accident from suing the other
parties in the accident.

The debate over the proposal’s
merits was fueled recently by the
release of a National Assn. of In-
surance Commissioners draft re-
port that showed Michigan auto in-
surers reap a higher profit percent-
age than their counterparts in the
rest of the country.

According to the report, Michi-
gan auto insurers made' profits of
26.3% in 1993 compared with na-
tionwide average of 9.1%. A simi-
lar report a year earlier showed
Michigan auto insurers averaging
21.3% in profits compared with a
national average of 8.8%.

But, Michigan Insurance Com-
missioner David J. Dykhouse has
argued that for wvarious reasons
those NAIC figures are flawed and,
in fact, Michigan companies
showed an average profit of 10.4%
last year, he contends.

Arizona voters will face two tort
reform proposals on the November
ballot. :

Proposition 103 would enact
state law changes that were ap-
proved by the Arizona Legislature
in April on the condition that vot-
ers accept the measure, which
among other things would restrict
the filing of frivolous suits against
police, firefighters, volunteers and
innocent citizens and would deny
damages to people injured while
driving drunk or committing a
crime.

The measure also would amend
the state Constitution to allow the
Legislature to limit the circum-
stances under which a person
could file an injury lawsuit, limit
recoveries for death or personal in-
jury and remove juries’ sole discre-
tion over determining whether a
person’s negligence should reduce
injury recoveries.

Proposition 301 would enact a

1993 Arizona tort reform legisla-
tion package.
Among other things, that legisla-

tion would require a person to
bring a lawsuit within 12 years of
injury unless prevented from dis-
covering the claim because of
fraud; and set a gross negligence
standard for recovering damages
from the government in cases re-
lated to the operation of roads anc
bridges.

Also, the initiative would modify
the state’s collateral source rule to
allow defendants in personal injury
suits to tell jurors that plaintiffs
have insurance or other ways to re-
cover damages. Since 1976, such
disclosures have been permitted in
medical malpractice cases (BI, May
10, 1993).

Proposition 301 also would allow
Arizona juries to deny claims by
anyone found to be at least 50% re-
sponsible for his or her injuries. It
would also allow installment pay-
ments for future health care costs
and lost earnings resulting from én.—

' juries.
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Slight change of course

Impact from congressional turnover fairly predictable
for such issues as McCarran-Ferguson, product liability

By MARK A. HOFMANN

WASHINGTON—Even with an
edgy electorate calling for change,
next week’s congressional elec-
tions will probably produce little
change on property/casualty in-
surance issues.

With no liability insurance cri-
sis looming, property/casualty is-
sues are conspicuously absent
from congressional agendas. Al-
though no one can predict how
and when the Superfund debate
will reignite, the course of many
other property/casualty-related
matters appears already charted.

Among the certainties is that no
matter who emerges victorious in
any race, defenders of the McCar-
ran-Ferguson Act will have to
find a new champion on the House
Judiciary Committee because Rep.
Hamilton Fish Jr., R-N.Y., has re-
tired.

Another certainty is that advo-
cates of federal product liability
reform can count on having one
less roadblock before them be-
cause their most formidable oppo-
nent, Senate Majority Leader
George Mitchell, D-Maine, is re-
tiring.

But the biggest question—
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which party
ELECTION i1  control
Congress—re-
mains far from
decided. Recent
polls have indi-
cated that Re-
publicans have
roughly an even-odds chance to
win enough seats to take control
of the Senate. They also have
about a 1-in-3 chance of winning
a majority in the House, a status
they haven'’t enjoyed in 40 years.

A very informal poll of business
and insurance industry observers
came up with a consensus net gain
of five Senate seats for the Repub-
licans, bringing the GOP total to
49, or two short of majority. The
same unscientific poll saw the
GOP picking up 26 House seats,
more than a dozen short of a ma-
jority. However, defections on key
votes by conservative Democrats
could give the Republicans an op-
erating majority on economic
matters.

“It's going to be very difficult
for incumbent Democrats—and
there are so many more of them
than Republican incumbents—to
present themselves as agents of
change,” said David M. Farmer,
senior vp-federal affairs in the Al-
liance of American Insurers’
Washington office. Mr. Farmer
said he foresees more of an “anti-
incumbent” than a pro-Republi-
can vote next week.

“It’s actually going to be excit-
ing and undoubtedly there will be
some surprises,’ he said.

In fact, the fate of some of the
Capitol’s most venerable lawmak-
ers is unclear less than two weeks
before the elections. House
Speaker Thomas Foley, D-Wash.,
is currently running behind a
GOP challenger. And the McCar-
ran-Ferguson Act’s most vocal
foe—House Judiciary Chairman
Jack Brooks, D-Texas—will be-
come the longest-serving member
of the House if he wins re-elec-
tion. Only Rep. Jamie Whitten,
D-Miss.,, who is not seeking re-
election, has served longer.

Since his first election in 1952,
Rep. Brooks has worked his way
up to become one of the most
powertul barons on Capitol Hill.
But the Texas Democrat faces &
serious challenge this year in the
form of Republican Steve Stock-
man, an accountant who managec
to garner 43% of the vote when he
first ran against the incumbent in
1992.

This year, Mr. Stockman is en-
joying the financial support oI
some groups, such as the Gun
Owners of America, that regard
Rep. Brooks as a traitor for voting
in favor of the crime bill’s ban on
assault weapons in spite of his
longtime support of gun rights.
Although Rep. Brooks is still fa-
vored to win, his re-election is not
the given that it would have been
only four years ago, when he won
72% of the vote, or six years ago
when the GOP didn't bother to
field a candidate.

What is a given if Rep. Brooks
wins re-election is that he’ll have
a new sparring partner on the Ju-
diciary Committee when the Mc-
Carran issue arises. Rep. Fish, the
ranking minority member of the
committee, decided earlier this
year not to seek re-election be-
cause of health problems. Rep.
Fish had been a steadfast de-

fandar af tha MeCarran-Fargiienon

Act.

The lawmaker most often men-
tioned as inheriting Rep. Fish’s
mantle is Rep. Henry Hyde, R-Ill.
“We would love to have someone
like Henry Hyde"” leading the
pro-McCarran forces, said Jack
Ramirez, executive vp and chief
operating officer of the National
Assn. of Independent Insurers in
Des Plaines, Ill. Mr. Ramirez said
Rep. Hyde has been an ally of Mec-
Carran defenders and would enjoy
enhanced stature if the GOP picks
up more House seats.

Rep. Hyde is an “effective, ar-
ticulate advocate” of maintaining
the McCarran-Ferguson Act, said
the Alliance’s Mr. Farmer. He said
he would not be surprised if Rep.
Hyde becomes the ranking GOP
member of the Judiciary Commit-
tee.

The next in line after Rep. Fish
is Rep. Carlos Moorhead, R-Calif.,
but Rep. Moorhead is already the
ranking member of the Energy
and Commerce Committee and
would have to chose between the
two.

On the other side of the aisle,
the leadership of the Energy and
Commerce Committee appears
likely to remain intact. Although
Chairman John D. Dingell, D-
Mich., faces a GOP challenger for
the first time in years, the chair-
man is favored to win re-election
over Ken Larkin. Mr. Larkin, an
electronics engineering technician
who is making his first bid for
elective office, said that he has not
made insurance in particular an
issue but rather Rep. Dingell’s
pro-regulatory stand for all types
of business. Rep. Dingell is the au-
thor of H.R. 1290, which would
create a partial federal regulatory
system for insurance and reinsur-
ance.

The Alliance’s Mr. Farmer also
noted that few changes are ex-
pected at the House Education
and Labor Committee. “Absent a
(GOP) landslide, I see no changes
in the furdamental posture of the
Labor Committee,” he said. The
committee’'s chairman, William
Ford, D-Mich., is retiring. Rep.
Ford was considered a close
friend of organized labor and has
been a vigorous proponent of
amending the Occupational
Safety and Health Act. But, as Mr.
Farmer pointed out, there appears
to be little chance that any of his
likely successors on the Demo-
cratic side would follow a differ-
ent course.

On the Senate side, insurers are
paying special attention to the
Ohio senatorial race. Although the
Senate's most vocal McCarran foe
is retiring, he is trying to keep the
seat in the family. Sen. Howard
Metzenbaum, D-Ohio, wants to be
succeeded by his son-in-law and
fellow Democrat, Joel Hyatt. Mr.
Hyatt, a plaintiff attorney who
founded a chain of law offices,
faces Republican Lt. Gov. Mike
DeWine.

“One of the big Senate races to
us is the DeWine-Hyatt race. If we
went from Howard Metzenbaum
to Mike DeWine, that would cer-
tainly be a 180-degree turn for
that seat,” said Mr. Ramirez of the
NAIIL

Lt. Gov. DeWine currently
holds a eommanding lead in the
election, with some pclls showing
him as much as 20 percentage
points ahead of Mr. Hyatt.
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Ohio is one of several seats the
Republicans now appear likely to
pick up, raising the possibility of
GOP control of the Senate for the
first time in eight years. That
would mean new chairmen for
critical committees.

For example, if the Republicans
were to win control of the Senate,
Sen. John Chafee, R-R.I.,, would
replace Sen. Max Baucus, D-
Mont., as chairman of the Envi-
ronment and Public Works Com-
mittee, the panel with jurisdiction
over Superfund. Sen. Chafee was
one of three Republicans who
voted in favor of the administra-
tion’s Superfund bill when it was
approved by the Senate Finance
Committee. -

Meanwhile, the Senate Finance
Committee chairmanship would
pass to Sen. Bob Packwood, R-
Ore, from Sen. Daniel Patrick
Moynihan, D-N.Y., if the GOP
wins a Senate majority. Sen.
Packwood voted against the Su-
perfund reautherization bill.

Sen. Larry Pressler, R-S.D.,
would become chairman of the
Commerce Committee, a post now
held by Sen. Ernest Hollings, D-
S.C.,, who is the Senate's fiercest
oppenent of a uniform product li-
ability code. Sen. Pressler—who
previously supported product lia-
bility reform—was one of a hand-
ful of Republicans who voted
against cutting off a filibuster
against the most recent product
liability reform bill, S. 687, in late
June and the measure subse-
quently died (BI, July 4).

But, the biggest change in the
product liability debate will have
less to do with who chairs the
Commerce Committee than who
won’t be Senate majority lead-
er—Sen. George Mitchell. He
chose not to seek re-election and
pursue instead the possibility of
becoming commissioner of Major
League Baseball, a career switch
that product liability reform ad-
vocates are cheering.

“I think the fact that George
Mitchell is not going back to the
Senate” will give product liability
reform efforts a boost, said Sher-
man Joyce, president of the Amer-
ican Tort Reform Assn. in Wash-
ington. Sen. Mitchell vehemently
opposed S. 687, the bipartisan
product liability bill that fell vic-
tim to a filibuster early this sum-
mer. Mr. Joyce said that no matter
who becomes Senate majority
leader—Sens. Thomas Daschle,
D-5.D., James Sasser, D-Tenn., or
Bob Dole, R-Kan.—the atmo-
sphere for reform will be more fa-
vorable, as each of the three has
either co-sponsored previous re-
form legislation or voted to kill
filibusters against previous bills.

“In all likelihood, you're going
to have the same basic core of
support” for reform, despite the
retirement of Sen. John Danforth,
R-Mo., one of S. 687’s most vigor-
ous supporters, he said.

Mr. Joyce was not so certain
about the impact of the Republi-
can House candidates’ “contract
with America,” which pledges
quick action on tort reform if the
GOP gains control of the House.
The contract “raises the profile of
the issue but runs the risk of mak-
ing it partisan,” Bl |

An eye on state races

Insurers, employers fretting over some P/C initiatives

Insurance-related issues aren’t
pivotal in state races, though
there are a handful of exceptions.

Whether Hawaii should become
the first state to adopt a “pay-at-
the-pump” au-
tomobile insur-
ance plan is an
issue in that
state’s three-
way gubernato-
rial race. Under
pay-at-the-
pump in its simplest form, the
cost of automobile insurance
would be added to the price of
gasoline, so that people who drove
the most paid the most and every
driver would be insured.

Democratic candidate Ben Cay-
etano and independent candidate
Frank Fasi have endorsed the
pay-at-the-pump concept. They
do not, however, agree on the spe-
cifics of a pay-at-the-pump
scheme for Hawaii. Mr. Cayetano
wants to couple a repeal of the
state’s no-fault law with adoption
of his pay-at-pump plan, whereas
Mr. Fasi hasn’t disclosed the spe-
cifies of his plan. The GOP candi-
date and current front runner,
former Rep. Pat Saiki, opposes
pay-at-the-pump.

Insurance comes up on the cam-
paign trail in a few other states.

In Rhode Island, the Democratic
gubernatorial candidate—State
Sen. Myrth York—has filed a
“large number” of insurance-re-
lated bills along the lines of Cali-

ELECTION

fornia’s Proposition 103, said Ed
Donahue, the Alliance of Ameri-
can Insurers’ New England re-
gional manager in Boston. She
also has close ties to Citizen Ac-
tion, which has been critical of the
insurance industry.

And, in neighboring Massachu-
setts, Democratic candidate Mark
Roosevelt has attempted to make
a campaign issue out of insurance
industry contributions to incum-
bent GOP Gov. William Weld, but
the attempt has fallen flat.

But, in Texas—where insurance
is often a contentious campaign
issue—it is unusually quiet.

“Gov. (Ann) Richards hasn’t
started in on insurance yet,” said
Wayne Stratton, regional vp in
the Alliance’s Austin office. Gov.
Richards’ opponent, Republican
George Bush, son of the former
president, has emphasized other
issues like crime.

The insurance industry has fo-
cused more attention on the state
Supreme Court races, where a
conservative pro-business major-
ity could be reversed if Demo-
cratic candidates backed by the
trial bar win.

Debate over Florida’s Hurricane
Catastrophe Fund has also been
muted as Democratic Gov. Law-
ton Chiles attempts to stave off a
strong challenge from Republican
Jeb Bush, another son of the for-
mer president. Once again, crime
and other perennial issues have
overshadowed insurance.

This doesn’t surprise Brice Oak-
ley, director-state services for the
Blue Cross & Blue Shield Assn. in
Washington and a longtime ob-
server of statehouse politics. He
said state elections have histori-
cally tended to focus on three is-
sues or variations thereof: the
general economy and taxes, crime
and education. The 1994 elections
are following that pattern, he
said.

As a result, health care-related
issues have been put on the back
burner, said Mr. Oakley. “I can't
recall an instance where an issue
has spiked and fallen so quickly,”
he said. He noted that health care
is not the No. 1 issue in any guber-
natorial race, and ‘in most it
doesn’t rate more than a passing
mention.

“There’s no political mileage in
it,” he said.

In fact, the only state where
health care reform has sparked
much poelitical interest is Oregon.
Dr. John Kitzhaber, the Demo-
cratic gubernatorial candidate
who as a state legislator spear-
headed Oregon's massive health
care reform effort, faces former
Republican U.S. Rep. Denny
Smith.

Mr. Smith has criticized Dr.

Kitzhaber for backing down from

his own health care plan and
promising to cut $65 million in
appropriations from it if he is
elected governor, Mr. Oakley said.

—By Mark A. Hofmann

Newcomers mark commissioner races

Five states will elect new top insurance regulators

By MEG FLETCHER

Newcomers are the news in the
five state insurance commissioner
races set for next week.

A total of six
ELECTION newcomers are
facing each
other in Califor-
nia, Florida and
Oklahoma, after
the incumbents
in those states
chose not to run for the commis-
sioner’s seaf.

In California and Florida, the
elections mark the end of the ten-
ure of a pair of high-profile regu-
lators, John Garamendi and Tom
Gallagher, both of whom lost gu-
bernatorial primaries.

Ethics questions, specifically
about the propriety of accepting
contributions from the insurance
industry, are more common cam-
paign rhetoric in several races
than are specific recommendations
for changing the operations of in-
surance departments.

Here are summaries of the na-
tion’s five insurance commissioner
races:

CALIFORNIA

Only in California could one
candidate criticize another for ac-
cepting a free trip from Saddam
Hussein, and have it be true—sort
of.

Republican Charles Quacken-
bush didn't mention though, that
the trip Democrat Art Torres took
to Iraq was “approved and encour-
aged” by the Reagan administra-
tion and then-Secretary of State
George Schultz, who is now hon-
orary chairman of the Quacken-
bush committee.

That’s campaigning California-
style and reflects the heat gener-
ated by a neck-and-neck race that
pits Assemblyman Quackenbush

against Sen.
Torres, chair of
the state sen-
ate's Insurance
Claims and Cor-
porations Com-
mittee.
Assemblyman
Quackenbush, a

conservative A\
businessman  mr Quackenbush
with Silicon

Valley roots, opposed Proposition
103 and is seen as more pro-indus-
try than his opponent. He calls for
protecting business and individual
consumers by fostering competi-
tion, creating a consumer ombuds-
man, attacking fraud, streamlining
regulations and reining in the de-
partment’s mushrooming growth.

Sen. Torres, a liberal Los Ange-
les lawyer who supports Proposi-
tion 103 and the state's single-
payer health initiative, is consid-
ered more pro-consumer.

Among the legislation he spon-
sored are pro-business measures
cutting the workers compensation
minimum rate by 16%, giving
businesses a seat on the Workers’
Compensation Rating Board and

' giving small firms easy access to

information about insurance rates
and practices.

Insurance industry contributions
are playing a central role in the
campaign.

Assemblyman Quackenbush has
received at least $1 million in cash
and loans and may receive more
money from companies and indi-
viduals regulated by California’s
insurance commissioner, accord-
ing to estimates by consumer ad-
vocates Harvey Rosenfield and
others.

Meanwhile, Sen. Torres is on
record as refusing direct contribu-
tions from those he would regu-

late, but opponents contend he is

- soliciting indirect contributions

through law firms and others.

FLORIDA

Two conservative-leaning candi-
dates are squaring off in the race
for the single office of insurance
commissioner/treasurer/fire mar-
shal.

Democrat Bill Nelson, a lawyer
and ex-astronaut who served on a
space shuttle crew, lost the Demo-
cratic nomination for governor
four years ago after representing
Central Florida in Congress for 12
years. He also served in the Flor-
ida House from 1972 to 1978.

Mr. Ireland

Mr. Nelson

Challenging him is Republican
Tim Ireland, a state representative
and an insurance broker with
Sedgwick James of Florida, who
has handled large business ac-
counts. As his party’s whip and a
Florida House member since 1986,
Rep. Ireland is a member of the
Legislature’s Finance and Taxa-
tion Committee.

Both candidates consider it im-
portant to depopulate the state’s
residential joint underwriting as-
sociation, which has grown from
its originally intended status of
market of last resort. They also
want to encourage a business-
friendly economie environment.

But thev differ on health care

Mr. Nelson supports the Florida
Health Security Program for low
income earners, which can be
funded with savings from applying
managed care to Medicaid. Also,
he would like to- give managed
care and preventive care more of a
chance to work.

On Florida’s health care initia-
tive, Rep. Ireland said, “I think
Bill, Hillary and Lawton Chiles
are headed in the wrong direction
and I am determined fo stop
them.”

Mr. Nelson emphasized his goals
of keeping rates as low as possible
and balancing consumers’ rights
with the insurance industry’s
health.

In addition, he plans to fight
fraud by increasing the number of
investigators and accountants and
strictly enforcing criminal sanc-
tions against companies that file
false data.

He also favors a national catas-
trophe fund to spread the risk of
natural disasters, impoundment of
license tags and vehicles of unin-
sured motorists, insurer rating of
building code enforcement activi-
ties and stricter controls on annu-
ity sales.

Rep. Ireland said he supports the
concept of the state’s catastrophe
reinsurance pool, but he worries
about its effect on small domestic
insurers.

KANSAS

Democratic State Rep. Kathleen
Sebelius of Topeka is giving Re-
publican incumbent Ron Todd a
run for his money.

She is criticizing Mr. Todd’s
close ties to the insurance indus-
try, which is the primary source of
his campaign contributions, and
wants to incresse consumers’ ac-
cece to recuilatorv nroceedince and

their voice in setting the legislative
agenda as well as rate and policy
decisions.

Rep. Sebelius says she is refus-
ing contributions from groups that
are related to the insurance indus-
try.

i7"

Ms. Sebelius Mr. Todd

“Kansas deserves an indepen-
dent insurance commissioner, who
can balance the need of the insur-
ance industry to earn a reasonable
profit on their products with the
right of Kansas consumers to pur-
chase good insurance products at a
fair price,” Rep. Sebelius said.

She is also criticizing Mr. Todd
for his ties to former Kansas com-
missioner Fletcher Bell, whe
served from 1971 to 1991.

Mr. Bell was charged last month
with two counts of theft by decep-
tion stemming from a $94,000
workers compensation award he
received after allegedly injuring
his back by lifting a briefcase out
of his car trunk in 1989. In 1993,
Mr. Bell agreed to forgo nearly
$40,000 in weekly benefits after
the case was reopened. Publication.
of his injury and his award are
credited with aiding the state’s
workers compensation reform (BI.
May 10, 1993).

Supporters of Mr. Todd say Mr.
Bell’s indictment is politically in-
spired.

Mr, Todd is also coming under

fire for an unusual retire/rehire
Crmtimsion an noevyd Mo oo
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arrangement that his supporters
insist was legal. Mr. Todd resigned
from his post as assistant insur-
ance commissioner for one day in
1988 so he could obtain his state
pension before the state enacted
more restrictive rules. Mr. Bell re-
hired him the next day as assistant
commissioner.

Rep. Sebelius, 46, has been a
state representative for eight years
and currently serves as House
Whip for the Democrats. She also
serves on House committees over-
seeing financial institutions and
insurance, federal and state affairs
and interstate cooperation. She
previously worked as executive di-

rector of the state’s trial lawyers
association.

Lawyers for workers compensa-
tion claimants are a main source
of her funding, Mr. Todd’s camp
alleges.

Politics is a family affair for
Rep. Sebelius, whose father is a
former governor of Ohio and
whose now-deceased father-in-
law was a long-time congressman
from Kansas.

Mr. Todd, 64, has been employed
by the Insurance Department for
more than 36 years, including
nearly four years as commissioner.
He also chairs the State Commit-
tee on Surety Bonds and Insur-
ance, is a member of the State
Health Care Commission and
serves on numerous NAIC sub-

groups.
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During the first three legislative
sessions, he has sponsored, sup-
ported and obtained enactment of
nearly a dozen laws that protect
consumers of life-and health insur-
ance as well as one that permits
suspension or revocation of an
agent’s license when he or she is
convicted of a felony.

Mr. vae Mr. Oxendine

GEORGIA

Incumbent Tim Ryles is leading
Republicen challenger John Oxen-
dine in the polls

Messy primary and general elec-
tion campaigns have featured nu-
merous charges and count-
ercharges of ethical misconduct
including allegaticns of disclosure
omissions.

Most recently, State Ethics
Commission rulings resulted in
Mr. Ryles returring $2,500 in cam-
paign contributions and barred
some opponen:s from additional
anti-Ryles spending.

Mr. Ryles is campaigning on his
record of no rate increases to ei-
tker auto or workers comp insur-
ers, which has won him the enmity
of both. He alsc has made no
friends among the more than half
of the department’s 300 employees

he has replaced.

But that doesn’t bother the for-
mer political science teacher, who
also previously worked as a state
consumer advocate, public TV host
and producer, political consultant
and newspaper columnist.

As a first-term accomplishment,
he cites the fact that the consumer
services division of the commis-
sioner’s office has been “greatly

expanded and taken on a much

more pro-consumer tone.”

It has recovered more than $20
million since January 1991 for
consumers, and market conduct
examinations of insurers have re-
turned almost $1.5 million to con-
sumers in the form of refunds.

Mr. Ryles said he helped pass
S.B. 110 during the 1991 session,
repealing the “no fault” system of
auto insurance in Georgia and
making medical coverage optional
under the auto policy, rather than
mandatory.

Despite the failure of a recent
health reform measure, Mr. Ryles
plans to push for reform and has
adopted regulations requiring all
health insurers to use standard-
ized claim forms.

His Republican opponent, Mr.
Oxendine, is a Duluth, Ga., attor-
ney who is a member and past
chairman of the State Personnel
Board, which regulates the state’s
merit system, health insurance and
deferred compensation plan.

Mr. Oxendine favors the current
system of private health insurance
but with portability required and
pre-existing conditions banned.
He'd also like to privatize the state
Medicaid bureaucracy.

He wants to address workers

comp costs by reforming the as-
signed risk pool and fighting
fraud.

Democrat Carroll Fisher of
Tulsa is facing off against Repub-
lican John P. Crawford of Okla-
homa City to replace Catherine J.
Weatherford, who is not seeking
re-election for personal reasons.

Mr. Fisher, who runs an insur-
ance agency bearing his name,
graduated from Oklahoma State
University. He also holds a regis-
tered health underwriter designa-

a
Mr. Fisher Mr. Crawford

tion and long has been active in
state and national professional
groups, including a one-year term
as president of the National Assn.
of Health Underwriters.

Mr. Crawford is a former chief
actuary for the Oklahoma Insur-
ance Department who left it two
decades ago to establish a private
consulting practice on life, acci-
dent and health matters.

He is a graduate of the Univer-
sity of Oklahoma and also is a
member of the American Academy
of Actuaries and a fellow of the
Conference of Consulting Actuar-
ies. | Bl |

Deposition reveals false comp claim

OKLAHOMA CITY—In a work-
ers compensation case involving
horseplay in tae workplace, the
line of questioning by an insurer

attorney was more than an 18-

year-o.d claimznt could bear.

The claimant, Terry D. Peltier,
suffered broken teeth and mouth
lacerations in early 1993 when a
thin piece of wood splintered and
struck him in the face at work at

Hughes Lumber Co. of Shawnee,
Okla.

The company is insured by Boca
Raton, Fla.-based Lumbermen’s
Underwriting Alliance, which is
not affiliated with Kemper Na-
tional Insurance Cos.

Mr. Peltier, who sought pay-
ment of his medical bills and tem-
porary disability, claimed the
wood splintered while he was at-

evolving markets.
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tempting to resize it for use in his
work, said insurer attorney D.
Wade Christensen of Day, Ed-
wards, Fiederman, Propester &
Christensen P.C. of Oklahoma
City.

But at the conclusion of a 90-
minute deposition conducted by
Mr. Christensen, Mr. Peltier ad-
mitted he was hurt when the wood
broke during a “sword fighting”
duel with a co-worker.

Workplace injuries that result
from horseplay are not compens-
able in Oklahoma.

Though he signed a statement at
the hospital where he received
treatment that his injuries re-

The claimant admitted
he was hurt when a
piece of wood broke
during a ‘sword
fighting’ duel.

sulted from horseplay, Mr. Peltier
changed his story two weeks later
because his father was upset that
Hughes Lumber was not paying
his son’s medical bills, he admit-
ted during the deposition.

In September, the state’'s work-
ers compensation court in Okla-
homa City ordered Mr. Peltier,
now 19, to pay the $2,750 of attor-
neys fees that Lumbermen’s Un-
derwriting incurred to fight his
claim.

Mr. Peltier agreed to pay the le-
gal fees over the next 4%2 years in
$50 monthly increments begin-
ning in October.

But Hughes won't deduct the
payment from Mr. Peltier's wages.
The company fired him after the
accident when he changed his
story.

— RuaDnave T.onolqe
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ing director for casualty claims at
broker Willis Corroon in Nashuville,
Tenn.

Benchmarking is more than just a
~omparison study; it's the identifica-
lion and emulation of best practices
within an organization.

“It's not just a matter of identify-
ng something within an organiza-
ion but finding the best practices in
an organization and translating it
nto a variety of issues and export-
ng it to other parts of the organiza-
ion,” Mr. Pinckney explained.

Because of its wide scope, employ-
ers should not rely on any individ-
aal study for benchmarking, but
rather should gather as much infor-
mation as is available, the experts
advised employers attending the
Second Annual Business Insurance
Workers Compensation Cost Con-
rainment Conference, held Oct.
19-21 in San Diego.

For example, in addition to statis-
ics from the National Council on
Compensation Insurance, workers
compensation data are available
from industry trade and safety
sroups, brokers and consultants.

“We have access to competitors’
studies and may divulge it in confi-
jdence,” said Mr. Lane.

Insurers are hesitant to release
such information, however, to avoid
the appearance of collusion, Zur-
ich-American’s Mr. Myers ex-
plained. “Insurers are hesitant to do
studies on a large group basis be-
cause they have an aversion to anti-
rust allegations,” he said.

Other good sources of data are
studies commissioned by groups of
similar organizations conducted by
an independent third party, such as
a consultant.

Admittedly, “that’s cumbersome,
[ime-consuming and costly,” Mr.
Pinckney said. “But if you really
want to benchmark, you've got to go
putside your own backyard. Compa-
nies have to benchmark with other
~ompanies.”

In addition to obtaining data on
loss costs, employers conducting a
venchmarking project should look
at how claims are handled, Mr.
Mandel suggested.

For example, KFC's benchmark-
ng project found that: financial in-
centives for third-party administra-
ors improved their performance;
sarly reporting of injuries and re-
urn-to-work programs enhanced
njured workers’ recovery time; and
communication facilitated the
claims adjudication process.

“Tt’s not only the ultimate value of
the loss but how they are handling
the process” that should be mea-
sured through benchmarking, he
said.

Employers unfamiliar with the
benchmarking process are encour-
aged to consult with experts before
pursuing such a project.

“We've seen some employers use
the wrong figures to benchmark,”
said Mr. Pinckney. “The data must
e specific and characteristic to
your organization. For example, sur-
vey results on the cost of risk aren’t
always applicable.”

Mr. Mandel agreed. While the res-
laurant associations to which KFC
velongs made available workers
comp claim cost data, much of it
was inconsistent and not well-man-
aged, he said.

“That’s why third parties, such as
orokers and consultants, should be
nvolved,” Mr. Pinckney said.

“It’s difficult to make the jump
from specific information to gener-
alization and turn it into something
hat is meaningful,” he said.

While benchmarking data helped
Mr. Mandel get the attention of
KFC management, most risk man-
agers have no authority to conduct

such studies even though they are
ultimately responsible for their or-
ganization's cost of risk, the experts
pointed out,

“Benchmarking is wonderful, but
no matter what the stats show, the
risk manager must have the author-
ity to hold those responsible for gen-

erating the costs accountable,” Mr.

Myers observed.

And even if a risk manager does
get the green light to conduct a
benchmarking project, “the payoff
may take longer than the attention
span of senior management,” Mr.
Pinckney warned.

For example, while senior man-
agement may want results in 90
days, it may take as long as two
years to generate the results needed
to measure the effectiveness of a
workers comp cost containment pro-
gram, he said.

“The ‘best practices’ have to be on
all sides—even the employer,” Mr.
Myers said.

CIa‘ii}ns“audit troubles?

Positive attitude, teamwork yield benefits for both parties

By JOANNE WOJCIK

SAN DIEGO—Employers may
get more out of auditing their
workers compensation claims ad-

‘ ministrator if
5 ‘. they take a pos-
o ‘. itive approach

THE SECOND ARNUAL

. llwfnw. - to such a service
\&oak%%sﬂcé%#ggg?rop review.

- The focus of
such an audit
should be on
improving communication and
ensuring that the claims handling
process is going smoothly—not on
trying to “catch” the third-party
administrator doing something
wrong, experts say.

“I look at a TPA audit as a veri-

-
- .
v b

iy § ¢

fication that things are going

right, not to catch the TPA,” said
Susan M. Werner, director of risk
management at Hardee’s Food
Systems Inc. in Rocky Mount,
N.C.

“You've got to remember that
it’s a partnership,” Ms. Werner
said during a session on claims
audits at the Second Annual Busi-
ness Insurance Workers Compen-
sation Conference in San Diego
earlier this month.

“The audit must be viewed as
positive—mutually beneficial for
everyone,” agreed Audrie Lawton,
risk control consultant at AIG
Risk Management in Houston.

Audits of TPAs, insurers and
others involved in the claims han-

dling process have several pur-
poses, according to Ms. Werner.

“Audits can serve as a review of
client instructions,” she said, ex-
plaining that employers should .
have specific objectives against
which to measure the program’s
progress.

Audits also “provide the insur-
ing company’s clients with moni-
toring tools to evaluate all vendor
services and cost containment ef-
forts,” added Ms. Lawton.

Depending on the findings, an
audit can help the employer es-
tablish new objectives, such as
targets for reducing claim costs,
Ms. Werner added.

“If you have a program where

Continued on next page
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Continued from previous page
there are several entities involved
and they are not communicating
with one another, you do not have
an effective claims handling pro-
gram,” said Barry R. LaFleur, vp
and southern regional sales man-
ager for risk management services
at Crawford & Co.

Atlanta-based Crawford serves
as the third-party administrator
for Hardee's workers compensa-
tion program.

Employers shouldn’t lose sight
of their risk management objec-
tives: “to prevent claims and to
handle them swiftly and properly
when they do happen,” he ex-
plained.

“Promptness of contact can pre-
vent the injured employee from
seeking legal aid,” Mr. LaFleur
said.

To avoid taking an adversarial
stance, the panelists encouraged
employers to give their vendors
advance notice of an audit.

“Give them time to prepare,”
urged Ms. Lawton. “Preparation
for an audit is crucial to its suc-
cess.”

She also suggested that all par-
ties to an audit be provided pre-
audit material—such as computer
printouts of claims financial
data—‘‘so everyone can be on the
same page.” :

There is no hard and fast rule
for determining how many claims
filed should be reviewed to ensure
they are being handled correctly,
according to Mr. LaFleur.

“A lot depends on the types of
claims a company has,” he ex-
plained.

For example, Hardee's takes a
look at only about 2% to 3% of its
workers compensation claims be-
cause those claims are high-fre-

quency, low-severity.

In comparison, an auditor may
want to examine 5% of the comp
claims from a manufacturing
company, he said.

The summary report that is pro-
duced by the audit should identify
locations requiring improvement
as well as those that are ahead of
the curve, according to Ms.
Werner.

And, in some cases, employers
may use the audit findings to de-

termine financial compensation

for their claims - administration
providers, according to Mr.
LaFleur,

“Your TPAs will do more if you
offer them bonuses to save you
money,” he said.

Conversely, the insurer or TPA
may offer to refund some fees if
the employer follows certain loss
control steps or other risk man-
agement guidelines, Mr. LaFleur
added. [ Bl |

Database helps target
cause of frequent loss

By JOANNE WOJCIK

SAN DIEGO—Employee No.
1008 posed a problem for Allen
Impaglia, risk manager for the

- City of Glen-

L «, dale, Ariz.

e sceono annual In the 2%
s . . years that he
forrmoourensinoll worked as a
i driver for the
.*  sanitation de-
partment, em-
ployee No. 1008 struck 18 parked
cars, costing the city an average of
$2,550 per accident. Yet, instead
of being reprimanded, employee
No. 1008 got a raise.
That was before Mr. Impaglia’s
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risk management department de-
veloped a relational database six
months ago that can identify
which employees are responsible
for the most frequent and severe
losses.

Not only can the system, which
runs- on an IBM-compatible 486
computer, identify the individual
involved in a loss, it also can find
correlations between the em-
ployee involved and any other
pertinent information, such as the
day of the week or the time of day
the incident occurred, the loca-
tion, the type of equipment used,
even the names of medical provid-
ers and attorneys used.

“After we put the puzzle pieces
together to show which employees
are having what accidents, we
found that less than 10% of our
employees are costing more than
90% of what we spend on claims,”
Mr. Impaglia said during a lun-
cheon speech at the second annual
Business Insurance Workers Com-
pensation Cost Containment Con-
ference, held Oct. 19-21 in San
Diego.

“Soon we'll input more infor-
mation, such as employee vaca-
tion and sick leave,” to determine
whether employees involved in
accidents do so to extend their
paid time off, he said.

“Now that we know who they
are and where they are, our next
question will be why,” he said.
For example, “why does one po-
lice officer have no accidents
while another has several?” Mr.
Impaglia asked.

“Employee attitude does make a
difference,” he believes.

Indeed, “‘a bad attitude,” or fail-
ure to follow established proce-
dures, in 1992 caused the worst
single accident an Arizona city
ever experienced, he said. In that
case, a police officer disregarded
procedure and drove 90 mph
down residential streets in a
high-speed chase that ended in
the death of one person and left
another disabled. The city paid
out almost $1 million in a result-
ing civil suit.

“A bad attitude can cost you a
lot of money,” Mr. Impaglia as-
serted.

While “it’s not our job to see to
it that someone is disciplined,”
risk managers should provide city
management with a flexible way
to prevent losses, he said.

As a means to this end, Mr.
Impaglia is using the information
culled from his relational data-
base to charge the cost of losses
back to city departments.

“And we changed the perfor-
mance appraisal so that safety is
one of five key components.”

Mr. Impaglia also is spending
more time in the field learning
how specific jobs are done so that
he can develop effective loss pre-
vention strategies.

“We must learn what our em-
ployees are doing. As a risk man-
ager sitting at my desk, I have no
idea,” he said.

While private-sector employees
have been doing these things for
some time, the strategy is new to
the public sector, according to Mr.
Impaglia.

Due to budget constraints, “the
mayor and the city manager are
holding everyone accountable, all
the way down to the sanitation
driver with the bad attitude,” he
said.

The next step will be “to figure
out a training program for people
with bad attitudes.” | Bl
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Risk managers prowde cost-cuttmg tlps

By ROBERTO CENICEROS

SAN DIEGO—Many employers
still lack a detailed program for
reducing and eliminating cumula-
tive trauma dis-
orders, yet fed-
eral safety regu-
lators are step-
ping up their
scrutiny of em-
ployers’ safe-
guards for such
injuries, a risk manager says.

Lucille A.. “Lucky” Gallagher,
vp of risk management for Gree-
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ley, Colo.-based ConAgra Red’

Meat Cos. and Monfort Inc., pre-
sented one of three case stud.ies on
controlling workers comp costs
during a session at the Second
Annual Business Insurance Work-
ers Compensation Cost Control
Conference in San D1eg0 earlier
this month.

Ms. Gallagher and Gregory
Worrell, director of ergonomics
for Monfort Inc., said the meat-
packing company has developed

aggressive programs to reduce .

workers comp losses caused by
cumulative trauma disorders in its
plants.

It employs ergonomic training
coordinators and ergonomic
maintenance and engineering spe-
cialists and has conducted job
analyses studies - and employee
physical demand assessments.

Consequently, the company has

thwarted Occupational Safety

and Health Administration in-
spections and attempts to fine the
company even, though the meat-
packing industry has faced more

scrutiny than most when it comes -

té cumulative trauma disorders.

Ms. Gallagher said OSHA is
currently planning to strengthen
and expand cumulative trauma
disorder guidelines adopted in
1990 for meatpacking plants to

other industries (BI, Sept. 10,

1990).

“It’s out there and they're going
to try to put this into a standard
for all manufacturers, so you need
to be aware of it,” Ms. Gallagher
warned. “And if you don’t have a
copy of that guideline, I suggest
you get it.”

The 1991 document—titled “Er-
gonomics Program Management
Guidelines for Meat Packing
Plants,”” with reference No.
3123—is available from OSHA.

OSHA's guidelines for meat-
packers provide a good start for
employers in other industries to

develop an in-house program, Ms.

Gallaghersaid.
“You need to be aware of that
because when OSHA epidemiolo-

gists come to look at your plant

and attempt to make citations,
that is what they are looking at.”

Another area that can result in
workers comp savings is. case
management.

Marriott International Inc. re-
duced lost-time claims and litiga-
tion by employing nurses as case
managers, said Rachel Ebert, di-
rector of occupational health ser-
vices in Washington.

The nurses are notified of
worker injuries within 48 hours
and help assure the employees re-
ceive the appropriate medical
care. & e

Nurses must be professionally
recruited to assure they have a
background in occupational
health or case management, Ms.
Ebert said.

“You can’t pull a hot shot out of
(a hospital - intensive care unit)
and make them a good case man-
ager,” she said. :

The nurses’ first priority is  to

act as an employee advocate.
 “It’s better that the nurse case
manager take the side of the em-

ployee than that (the employee)

see an attorney,” Ms. Ebert ex-
plained.

“Every once in a while we have
one of our supervisors say ‘That -
nurse is just too much on the side

_ of the employee.’

“We come back. with, ‘Would
you rather have them hire an at-

‘torney?

Ms. Ebert said the program,

" which costs between $70,000 and

$100,000 per nurse, has reduced

. Marriott’s lost-time claims and

litigated claims, though she could
not quantify its savings.

Reducing workers comp fraud is
another area that can yield sav-
ings for employers, according to

Kenneth Albrecht, director-risk

‘management. for Frito-Lay Inc. in

Plano, Texas.
Mr. Albrecht said Frito- Lay de-
termined that employment

screening provides one of the best

protections against workers com-
pensation fraud committed by an
employee. ;

“Nobody comes to work for us

without a drug test and- that
means the president of the com-
pany, the senior vp of marketing,
everybody,” Mr. Albrecht said.
“We do background checks, we
really do background checks,” he
said

The company compares applica-
tion information provided by the

employee with information avail-’

able by accessing Social Security
documentation. .

But spreading the word that
Frito-Lay will investigate and

prosecute is one of the most effec-.

tive ways of combating fraud, Mr.
Albrecht said. Employers should
establish a broad policy that

clearly spells out a means of en- .

forcement and rewards for report-
ing fraud. !
“We don't just slap a poster up

on the wall. We really have em-
ployee training in relation to what
(our) fraud program means,” Mr.
Albrecht said.

Once an employee reports an in-
jury they, or their families, are
quickly contacted with explana-
tions of available benefits, medi-
cal treatment and an explanation
of the workers compensation pro-
cess. '

“We work very hard at Frito-
Lay to provide every injured
worker with a safe landing zone,”
Mr. Albrecht explained.

‘““And with that we really
smother them with care,” he said.
“And if you want to be fraudulent

- with your claim, our. smothering

really gets in the way. . .and then
our safe landing zone has spikes
init" [ Bl |
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Many new options
seen for financing
work comp risks

By MEG FLETCHER

SAN DIEGO—A rush of tradi-
tional insurers offering alterna-
tive risk financing vehicles is pro-
viding employ-
ers with more
% . options for
A - funding their
Horkers compensatol workers com-

" pensation risks.

In the face of
added choices,
companies still need to take time
to understand the various financ-
ing alternatives so they can
choose the most appropriate one,
experts agree.

A broad look at all the options
is worthwhile because ‘“there is no
perfect way for an insured to fund
workers comp,” said Richard M.
Inserra, assistant treasurer-risk
management and insurance for
Union Carbide Corp. in Danbury,
Conn.

The topic was discussed during
a session of the Second Annual
Business Insurance Workers Com-
pensation Conference earlier this
month in San Diego.

Companies can best analyze the
various risk financing alternatives
for workers comp if they consider
them “‘as gradients along a contin-
uum” from low to high in terms of
assumption of risk, said Norman
G. Hainlen, western regional
manager for AlexComp Consult-
ing Plus in Costa Mesa, Calif.,
which is a unit of broker Alex-
ander & Alexander Services Inc.

Among the alternatives are:

e Guaranteed-cost insurance
with a complete transfer of risk to
the insurer.

* Guaranteed-cost insurance
with the built-in potential for div-
idends and retentions.

* Large-deductible plans.

e Retrospectively rated pro-
grams.

The most typical of these pro-
grams are incurred-loss retro
plans, which consider both paid
and incurred losses in determin-
ing the rate, while a paid-loss
retro plan considers only paid
losses.

e Captives.

These typically include fronted
programs, ‘‘rent-a-captives” for
smaller companies and stand-
alone captives for larger compa-
nies.

e Self-insurance.

Choosing the most appropriate
of these risk financing alterna-
tives for workers compensation
depends upon several factors.

One factor is the nature of the
company's operations and its geo-
graphical location, especially
within the United States, accord-
ing to Union Carbide’s Mr. In-
serra.

For example, Union Carbide
uses a mixed risk financing pro-
gram for workers comp that in-
cludes self-insurance in states
with exclusive state funds, and in-
sured large-deductible programs
in other states, especially in states
with large residual market load-
ings, he said.

The loadings represent the costs
incurred by insurers for state-run
assigned risk pools, which the in-
surers pass on to their policyhold-
ers.

Choosing an alternative also re-
quires a company to consider its
comfort level with assuming risk.
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lion on each and every workers
compensation loss,” Mr. Inserra
said.

Most companies are risk-averse,
but Mr. Inserra and other panel-
ists encouraged companies to “be
aggressive’ in taking risk because
significant losses are infrequent.

Once a company decides on an
appropriate risk level, it needs to
revisit that decision periodically,
Mr. Inserra said.

“It’s a dynamic type of thing
and we are constantly looking at
it," he said.

Companies also need to evaluate
the cost of the risk financing
mechanism, including tax and ad-
ministrative costs as well as pre-
miums.

Costs vary with the alternatives,
depending upon how companies
structure their programs and how
aggressively they approach tax is-
sues like the deductibility of pre-
miums.

The general rule is that compa-
nies can deduct for tax purposes
premiums paid to captives if the
captives write a significant
amount of unrelated business.

In addition, a 1989 court ruling
involving Humana Inc. estab-
lished the principle that subsid-
iaries of a company are allowed to
deduct premiums paid to their
parent’s captive (BI, Aug. 7, 1989).

That decision was further

strengthened in December 1993.

‘There is no perfect
way for an insured to
fund workers comp,’
says Union Carbide’s

Richard M. Inserra.

The U.S. Tax Court ruled in Mal-
one & Hyde Inc. vs. Commissioner
of Internal Revenue that a small
number of affiliated companies
that insure or reinsure their prop-
erty/casualty risks with a thinly
capitalized offshore captive
owned by their parent can take
tax deductions on the premiums
they pay (BI, April 18).

The ruling rejected IRS argu-
ments that the arrangement was
not true insurance because the
captive was undercapitalized and
there were too few subsidiaries to
achieve an adequate distribution
of risk.

Companies should “be careful”
in dealing with captives that they
do not directly own, advised John
Kessock Jr., chairman of Com-
monwealth Risk Management
Services Inc. in Philadelphia.

A corporation should figure out
who owns the captive, if its ac-
count is segregated and how it
could get its money back. For ex-
ample, a captive could issue non-
voting redeemable stock as a
guarantee, Mr. Kessock said.

Companies also need to remem-
ber that the amount of money
they can save by choosing the ap-
propriate risk financing mecha-
nism “pales” in comparison with
potential savings from reducing
losses, stressed E. Randall
Clouser, president of Continental
Risk Management Services ir
New York.

“The real emphasis needs to be

on managing their losses,” Mr
anicar caind | Rl



Tackling causes of high claims

Preventing comp fraud litigated claims

By ROBERTO CENICEROS

SAN DIEGO—Attorney/client
ilege remains a powerful tool
for combating work compensa
tion fraud, a de-

fense attorney

usan En-
land, a former
rkers Com-
pensation Ap-
peals Board
judge in California and now a part
ner in th n Diego law firm En-
land, Hodik & ’l‘lv\lllmn told at-
tendees at the S
Business Insurance W
pensation Confer I
that an attorney’s rk produc
remains pmtculd under attorney/

r
et

That mea
witn
chec ; nt)t
hey are ordered by

them and later
lidance.
n be lost
hrough (h:g sure, however, if for
cample a surveillance video is
shown to a doctor or witnesses for
heir ion. The video then be-
rerable.
ngland offered a strat-
ing that problem.
Cﬂ\e the injured worker an op-
ity to lie under oath,” she
“Now, that opportunity to
lie under oath can be done in a de-
position before the video is dis-
losed (to a doctor for evaluation)
nd that co 5 as perjury. Maybe
not as dramatic (as lying) under the
vork comp judge. But it certainly
counts because he swore under
penalty of perjury he was home
resting at all tim
Other segments of the panel dis-
cussion focused on preventing the
need to contest claims due to the
ostly nature of that practice.
C. David Sullivan, senior vp for
Kemper National Insurance Cos. in
ong Grove, I1l., said employee ed-
cation can prevent costly claims.
Employees should know up front
hat the company cares, that their
indemnity and medical bills will be
taken care of and that they will
have a iob W hen th 7

assuring them constantly.

“The longer th 2 handln;:, out
there without contact from you,
start dovr’luplm, this

she said. Evel‘vthmq n
y life ihdt is wrong is because of
. They don’t even care
about me. .\11 I was was a mec
Ldl thing to perform a funetion.
of Ms. England’s former eli-
n insurer, had a claims rep-
resentative exclusively dedicated to
contacting workers within 24 hours
of an injury.

The client’s litigation rate was
5%, compared with the California
average of between 15% and 2
she said. Then another compan
purchased her client and discontin-
ued the practice.

"Immecli'«;telv the litigation rate
went up,” Ms. England said. “So
that contact is a very important
one. Keep that injured worker feel-
ing lik do care.”

Pane Ronald Guilfoile, risk
manager for the city of St. Paul,
Minn., said he only protests illegiti-
mate claims that are likely to be
won in court.

That is a reversal from a former
pohcv, f contesting all back injury

s, regardless of the claim’s

'[‘he he) is, if it's a legitimate
claim, don’t contest it,” he said.
“And don’t bluff through the pro-
cess. Bluffing never v

Guilfoile

ting up performan
which a third-party adm
or insurer should be I
ample, he expects a
rate from contesting lenls

But, success rates can v
pending on circu
state laws, he said. ‘
10 years of , he has decided
that between 3% and 5% of claims
require contesting.

“I also, every three years, employ
an independent auditor to come in
and look at our claims practices so

I get a third
as to how
cases.”
Panelist Dr.
an orthu]wch

party, objective review
we are handling our

John Warbritton III,
urgeon in private
nd, Calif., with

in treating

tween

Employ
turn to modified duties tell him
they often return to find they are
expected to perform all their old
functions. Meanwhile, employers
claim they have modified their em-
plo; duties.

“If one is going to hd\&‘ a true
modified work pr m, it's very
important that it really be modi-
fied and that the employee feel that
they have a say in w ey are
doing,” he advised.
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Fund aids the children
of workers hurt on the jok

By ROBERTO CENICEROS

SAN DIEGO—
d in Dougla
is the telephone
re ned in
when his fa
ipped off an
rder, tum-
13 stories
before dying at
the bottom of an
rator shaft,
Mr. McCoy was 11 vears old at
the time and remembers t
nancial deprivation and n
meals that followed the loss
family bread winner, he said
while pitching Kids' Chance Inc.

manently

\'i\ IRKERS COMPENSA
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High Tech

Workers’

’Ew business world has become so sophis-* -

= -

ticated. Certainly. technology helps us conduct business
at a rapid pace. allowing us to do things that were

unimaginable just a generation ago.

Workers” Compensation insurance reflects
that sophistication. with multi-state exposures and
difficult-to-write coverages. That's why Commonwealth

Risk has been a |

eader in the Alternative Market, We

don’t provide run-of-the-mill solutions to difficult
sitirations. We offer creative. sophisticated programs
(captives, rent-a-captives, large deductibles. and self-
insurance wraparounds) to address the most complex

of Workers” Compensation issues.

Commonwealth Risk’s founders began develop-
ing alternative risk financing products in the late 1970s.
and product sophistication has grown with the times.
And vet, in this rapidly changing. high-tech world,
we offer the old-fashioned service of a generation ago.™

For more
intormation,

please call

Orange, CA (714) 97805
London. England 071-247-1066

Philadelphia. PA (215) 979-3300

CommonwealthRisk

An MRM Company

to a rapt luncheon audience at-
tending the Second Annual Busi-
n Insurance Workers Con
sation Conferen

h in San Di

job-related ents. Funds for
the program are provided by cor-
porate sponsors.
Mr. McCoy is the president of
Chance and resident vp of
Travelers Corp. in Atlanta.
“It is imprinted upon my mind,
even as old as I am today, the call
y mother took that evening,
Continued on next page

A leader in Alternative Risk Financing CommonwealthRisk
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Children

Continued from previous page
when she was told her husband
was not coming home,” Mr. Mc-
Coy said. “Even though it was an
uncontested fatality, it took the
insurance carrier six months to is-
sue the first benefit check. We re-
ceived 12 dollars and 50 cents per
week.”

Now Mr. McCoy understands
the difficulties that families of in-
jured or killed workers face in ed-
ucating the young survivors. Of-
ten the opportunities are not there
for them.

“We need a system where we
can help the young pecple move
on with their dreams,” Mr. McCoy

said. “I do understand personally
how difficult it is for many chil-
dren in the same circumstances 1
was in to continue with their edu-
cation.”

So Mr. McCoy wants others to
help as Kids’ Chance moves to be-
come a national organization.
Kids’ Chance was started in 1988
by the Workers Compensation
Section of the State Bar of Geor-
gia in association with insurers,
employers, attorneys, labor and
medical groups.

Similar programs have sprouted
in Alabama, Florida, New Mexico
and South Carolina. About 100
scholarships have been awarded.
But the push now is for a national
organization called Kids' Chance
of America.

Mr. McCoy said he needs volun-
teers who can launch the program
in remaining states. Kids' Chance
will provide all the necessary sup-
port and materials free, even in-
formation on how to become a
charitable organization.

“We want to help you form that
program,” Mr. McCoy said. “We
want to give you the model. It
won't cost you anything. We will
give it to you and you can go to
your states and you can talk to
your bar associations. You can
talk to the insurance carriers, the
self-insured groups and establish
a Kids Chance in your state.”

For information write; Kids'
Chance Inc., P.O. Box 623, Val-
dosta, Ga. 31603. Or, call 912-
244-0153.

Integrated effort aids control
of cumulative trauma costs

By MEG FLETCHER

SAN DIEGO—Cumulative
trauma disorders can best be con-
trolled through an integrated com-

cpm iy bination of con-

& «, sulting, insurer

: THE BECOND ANNUAL '_ Sewices and in-

2 . - house medical

ORI TN oversight, a

i » team aof occupa-

".. ...+ tional health ex-

o perts recom-
mends.

Coordinating those services are
becoming increasingly necessary
because CTDs are “a workers com-
pensation monster” tkat show no
sign of abating soon, said Patrick
Venditti, a director of the Indus-
trial Consultants Group Inc. in St.
Louis. .

He coordinated the panel and
spoke at the Second Annual Busi-
ness Insurance Workers Compen-
sation Conference, held Oct. 19-21.

Historically, the “American epi-
demic” began in the mid-1980s,
affecting first the arm and hand
with carpal tunnel syndrome being
the most prominent complaint. In
the 1990s, more problems have
emerged involving the neck and
upper and lower back known as
CTDs and repetitive motion disor-
ders, he said.

“It is estimated by tke year 2000,
over 60% of the workforce will be
affected, causing over $1 trillion in
direct workers compensation
costs,” Mr. Venditti said.

In earlier years, CTDs hit espe-
cially hard in Japan and Australia.

In Jzpan, he said, neck problems
affected up to 28% of tvpists and
other types of keyboard or tele-
phone operators between the
mid-1960s and 1980.

Australia also experienced mas-
sive problems with injuries affect-
ing the neck, arm and hand from
the late 1970s to 1985. The report-
ing rate for repetitive strain inju-
ries, as they were called, “rose
sharply in 1983, peaked in 1984
and rapidly declined in 1985.
One-third of the workforce was af-
fected with as much as 76% of the
claimants out of work for some pe-
riod of time,” he said.

CTDs in the United States are a
fairly recent phenomenon and
pose some specific problems for a
variety of reasons, Mr. Venditti
said.

Medical knowledge and training
are inadequate to understand and
diagnose these problems. Symp-
toms are often vague and ambigu-
ous, as are the diagnostic criteria
for identifying the ailment.

Physical demands are not the

sole, or even the primary, factor in
thair aecnrrancs and nevnhncnnial

factors often are “a predominant
component.”

The subjective nature of the
most common medical-legal defi-
nition makes it difficult to deter-
mine cause and effect.

Also, preventive and remedial
measures have not been “a magic
bullet,” though they have helped
reduce physical demands on the
employee, he said.

CTDs pose particular problems
for the workers comp system, be-
cause such claims “are almost ex-
clusively found in the workers
compensation arena.”

“It is the primary avenue of em-
ployees with fraudulent intents,
symptom magnification syndrome
or those who just want to play the
system,” Mr. Venditti said.

Once an employee enters the
workers comp system, the cost fac-
tors are difficult to predict or con-
trol. Traditional medical treat-
ments have not proved to be cost-
effective.

“CTDs have become the litigious
icon of high-volume workers com-

its patient-oriented program
““Mama Bear” and sees it as a way
to keep claimants away from un-
scrupulous doctors and attorneys,
Ms. Briskey said.

In addition, a company needs to
develop “aggressive” programs to
return employees to work and
manage computerized claims.

Most large workers comp insur-
ers have responded to these chal-
lenges with: retention-based poli-
cies that put the direct costs of
workers comp under the compa-
ny's direct control; aggressive cost
containment programs; reduced
medical fees through negotiated
discounts; sophisticated claims
tracking software, toll-free tele-
phone reporting services; early in-
tervention with nurses as case
managers; and ergonomics pro-
grams to help companies identify
potential hazards.

“The primary difference (among
insurers) may be packaging, true
service and accountability,” said
Charles Manzo, national director
of claims service for major ac-

Cumulative trauma disorder ‘is the primary avenue
of employees with fraudulent intents, symptom
magnification syndrome or those who just want to
play the system,’ says Industrial Consultants
Group Inc.’s Patrick Venditti.

pensation plaintiff attorneys,” he
added.

There are three main keys to
controlling “the CTD monster,”
said Ann D. Briskey, a nurse who
acts as occupational health coordi-
nator for a Warnaco Inc. unit that
manufactures mens apparel in Al-
toona, Pa.

To prevent and reduce injuries, a
company needs to get senior man-
agers involved in and supporting
an integrated program. Companies
should identify factors that could
precipitate CTDs, develop systems
to track trends to predict potential
problems and develop in-house er-
gonomic capabilities.

To prevent claims, a company
should implement strategies in-
cluding establishing an onsite
health care facility and tracking
employees’ use of it. In addition,
all company health care personnel
should receive special training
about the problem, she said.

To contain costs, a company
should also select the specialists to
whom workers will be referred.

The company should also guide
the claimant through medical

treatment with a patient advocate
Fromcy UG R e I, T | PRI [ R M

counts for The Home Insurance
Co. in New York.

But, “clients really want drasti-
cally reduced workers compensa-
tion costs, low-fee service, in-
creased customer satisfaction, im-
mediate return on investment and
reduced lost time,” Mr. Manzo
said.

An integrated program at War-
naco using the team approach cut
claims and costs 80% at two
plants that had previously had
more than $2 million in workers
comp costs, Mr. Venditti said.

Warnaco's experience was pre-
sented as one of five capsule case
studies. Overall, those programs
experienced a 40% to 90% drop in
direct workers comp costs, he
added.

Mr. Venditti urged companies to
stay away from “high-tech” wark
hardening centers because the best
work hardening program is job
site-oriented. For example, execu-
tives at a poultry processing plant
eventually supported establish-
ment of a new, slower-moving
production line because it added
output while giving recuperating
employees and trainees a place to
axrnvrls | BRI B
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Coordination is crux of managed comp care

By JOANNE WOJCIK

SAN DIEGO—Everyone involved
in workers compensation managed
care should be focused on one thing
and one thing
only: the injured

P
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O neseeons aunuas T, WOTKET,

X ., . And everyone
RREFSSRREENEATION inyolved in that
it .~ effort—doctors,

» .

. rehab nurses, su-
pervisors and
family members—should share in-
formation to ensure the best possi-
ble outcomes, a panel of experts
said at the Second Annual Business
Insurance Workers Compensation
Conference in San Diego.

Managed care in workers compen-
sation differs fundamentally from
managed care in group health plans,
said John Ryan, a vp at Liberty Mu-

T

Managing
costs worth

By MEG FLETCHER

SAN DIEGO—Disability manage-
ment should be part of a company’s
workers compensation program, ex-
Vel perts say.
Integrating the
Jruescconnannua *, ONGOING Manage-
A . - ment of disabili-

N Swrenthce o ties with the ad-
! .. ministration of
* .*" workers comp

benefits, though,
s easier said than done:

Historically, there has been “ven-
jor fragmentation” and “limited co-
ordination of care from the provider
side,” said David J. McLean, chief
executive officer of care manage-
ment services for United HealthCare
Corp. in Minneapolis.

Mr. McLean coordinated a session
at the Second Annual Business In-
surance Workers Compensation Con-
ference, held earlier this month in
San Diego.

Currently, though, “employers are
oecoming aware of problems” and
many are trying to adopt best prac-
[ices approaches so physicians and
patients interact effectively, Mr.
McLean said.

He said the primary approaches
for developing an integrated disabil-
ty management program are: using
a nurse as the primary caregiver and
patient advocate; improving an exist-
ng program; and developing sophis-
icated provider networks.

Using a nurse as a primary care-
giver helps resolve problems created
oy a company’s fragmented pro-
cesses in dealing with injured em-
ployees and encourages early return
to work, even if workers may have
short-term limitations.

Nurse managers also often smooth
sut problems between patients and
physicians, and may help companies
oetter control an employee’s return
to work and collect more case man-
agement data.

Unfortunately, no studies have
ever determined when and in what
type of cases nurse managers would
oe most effective, said Gail E. Neth-
arcut, director of workers compensa-
ion managed care for Price Water-
nouse in San Francisco.“Only rarely
do (physicians) see nurses get in-
volved up front,” said Dr. Jonathan
C. Greenberger, an occupational
nealth physician practicing in San
Diego. He usually encounters them

]
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onily after a patient has been off

work for six weeks.

The second approach, improving
an existing program, should stem
By an tindarctsnding that “diceahile

tual Insurance Co. in Boston.

“Managed care in workers com-
pensation is not necessarily cheaper
medicine, it's better medicine,” he
said. “The goal of occupational med-
icine is to get the patient back to
waork, not just out of bed.”

So managed care networks for
workers comp should include only
doctors “who are responsible, who
are responsive and who are compe-
tent,” said Gregory Saxum, director
of workers compensation at East-
man Kodak Co. of Rochester, N.Y.

“It serves me no good purpose at
all to direct my injured workers’
care to somebody who's going to do
it on a storefront basis, who's going
to charge discounted rates for dis-
counted treatment and attempt to
force someone back to work prema-
turely,” Mr. Saxum said, “If an em-
ployee returns to work too early, he

disability
extra effort

ity costs need to be managed
through loss prevention and loss con-
trol,” Mr. McLean said.

He advised companies to put in
centrally managed tracking systems
that feature a toll-free telephone
number to expedite reporting and
claims filing. They should also imple-
ment medical case management and
consolidate benefit payments under
one manager, he said.

Other key components include us-
ing a local “best practices” approach
to onsite treatment and rehabilita-
tion and return-to-work programs.

A disability management program
for occupational and non-occupa-
tional injuries helped cut lost-time
workdays to 16 in 1993 from an an-
nual average of 40, said Nancy
Frush, human resource manager of
HM. Stauffer & Sons Inc., a Leola,
Pa.-based lumber products manufac-
turer with annual gross sales of more
than $16 million and about 150 em-
ployees.

The program also helped cut an-
nual incurred losses to $14,000 last
year from $40,000 in 1992-1993 and
$133,000 in 1991-1992.

Stauffer’s experience modification
factor also declined markedly, to
0.653 this policy year, down from
1.19 in 1988-1989, she said.

One key reason: encouragement
from a rehabilitation nurse in 1992,
which helped the company establish
physician-approved rehabilitation
and work-hardening programs at the
job site.

Also, Ms. Frush's human resources
manager role was expanded into
manager of “facility support ser-
vices,” which includes oversight of
maintenance, housekeeping and cler-
ical support. That makes her aware
of various jobs that recuperating em-
ployees can fill, often with little

Using that approach, she was able
to successfully train a panel assem-
bler, who had accidentally driven
nails through two of his fingers, as a
fill-in receptionist/switchboard oper-
ator.

Ms. Frush warned, though, that
“employees won't buy into any pro-
gram if they don’t truly believe that
you value and respect them.”

A third approach to integrating
disability management is provider-
driven: Finding caregivers with
proper credentials, experience, phi-

" losophy, negotiating skills and a

“team” orientation, Dr. Greenberger
said. He believes occupational medi-
cine specialists are the best trained
for this, though there are only 500 to
B0 ofF tham nranting fAarlatyr | R |

or she can be re-injured and the cy-
cle starts all over again.”

“Managed care” may not even be
the right term for optimal work
comp programs, an occupational
physician said.

“Is that a managed care system or
is that an information system of
medical knowledge?” asked Dr.
Stephen Dawkins, of Occupational
Health International in Atlan-
ta.“There is a difference between
the two.”

“One of the big concerns I have is
we are spending a tremendous
amount of time and energy develop-
ing managed care organizations that
I do not feel are going to solve the
problem of poor medical care in
workers compensation,” Dr. Dawk-
ins said.

One problem with care today, he
said, is workers being sent back to
work before they should be.

As an example, he cited a case in-
volving a bus driver who was sent
back to work despite a painful,
swollen, “fiery red” knee.

“I had to argue that this bus oper-
ator can't depress an accelerator
peddle all day,” he said.

“But that orthopedist, trying to
win over the company, trying to get
more patients from that employer, is
willing to return that person per-
haps too soon, running the risk of
creating complications and creating

a disgruntled employee, maybe per-
haps directing someone to a lawyer
to get some help,” Dr. Dawkins said.

Other experts warned against nec-
essarily letting employees choose
their own doctors, many of which
may lack the needed expertise to
treat workplace injuries.

While California gives employers
control over choice of provider for
the first 30 days after an accident,
“we don't make a great deal of use
of that 30-day control,” cbserved
John W. Roberts, manager of work-
ers compensation at the University
of California at Oakland.

After examining the various
workers compensation preferred
provider organizations and the phy-
sicians participating in the state’s
24-hour pilot projects, “my big con-
cern is whether the physicians in
those networks are capable of un-
derstanding the return-to-work re-
quirements of occupational medi-
cine,” Mr. Roberts said.

Since ‘“nobody knows who the
best doctors are or how to select
them. . .you build relationships in a
step-by-step process of trial and er-
ror,” he said.

There are only 1,600 occupational
medicine specialists in the nation
and until dedicated occupational
networks can be established, per-
haps treatment protocols can be de-
veloped to guide physicians treating

occupational illness and injuries,
some panelists said.

For example, Mr. Roberts sug-
gested “best practices” be applied to
those doctors who provide treat-
ment under workers compensation.
“The only way to do that is to col-
lect the information, distill it and
create an expected set of practice
procedures that can be communi-
cated to all of us.”

But the protocols must provide for
variations in treatment since not all
patients respond the same.

“All back injury cases aren’t the
same. And all carpal tunnel cases
aren't the same. But even if you
have a protocol, managing that is
going to vary,” according to Dr.
Dawlkins.

Another problem with protocols is
that it takes time to develop them,
said Cindy Zehnder, international
representative of the International
Brotherhood of Teamsters in Seat-
tle.

“It's taken three years for practice
parameters to be developed for one
diagnosis’ under Washington’s
managed care program, Ms. Ze-
hnder said.

Since labor doesn't trust employ-
ers or insurers and employers don't
trust employees, perhaps the solu-
tion is to develop a team approach
to establishing practice parameters,
she suggested. | Bl |
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Misled British pensioners seek redress

By ADRIAN LADBURY

LONDON—U K. employers that
offer private pension plans are ex-
pected to resist Securities and In-
vestments Board proposals for
taking on pensioners who were
misled into opting for inadequate
personal pension programs.

The SIB, the U.K.’s chief finan-
cial regulator, outlined how, since
1988, as many as 2 million indi-

AP/Wide Waorld photo
Picasso’s “‘Seated Woman"

Stolen Picassos
were uninsured

ZURICH, Switzerland—The re-
cent theft of eight paintings valued
at $44 million—including seven Pic-
assos—irom a private art gallery in
Zurich was not covered by insur-
ance.

Thieves broke into the Modern
Art Centre gallery through the base-
ment of a neighboring house some-
time between Saturday, Oct. 22, and
Sunday, Oct. 23, said gallery owner
Max Bollag. Although the Modern
Art Centre has burglar alarms at its
entrance and roof, no alarms were
installed in either of the gallery’s
two basement rooms.

The building that houses the gal-
lery is owned by the Zurich City
Council, which provides a security
guard. But, the gallery closes at 4
pm. on Saturdays and the guard
does not go on duty until 6 p.m. Po-
lice are investigating the theft.

“I have too many pictures. I don't
believe in insurance” Mr. Bollag
said. “I believe in the big boss in the
sky but this time he let me down.”

The stolen Picassos, which were
painted between 1900 and 1906,
were: “Christ at Montmartre,”’
which alone was valued at $12.5
million; “Seated Woman”’; “Old
Woman and Two Nudes”; “Wom-
an’s Head”;, “Young Man on a
Horse”; “Seated Negro”; and “Old
Man with a Girl.”

The other stolen painting, “Nude
on a Bed” by Jules Pascin, was val-
ued at $70,000.

Mr. Bollag, 81, who founded the
Modern Art Centre in 1962, said he
acquired the Picassos from his fam-
ily. His father, who owned one of
Europe’s oldest galleries, bought
them in 1908 when the artist had fi-
nancial problems.

Two other Picassos in Mr. Bollag’s
collection, “Christ at Montmartre”
and “Seated Woman,” had been sto-
len in 1991 and recovered in 1992.

—By Maria Kielmas

viduals may have been improperly
advised to withdraw from their
company’s pension plan—or not
join a company plan in the first
place—by independent financial
advisers and insurance company
agents.

The report was prompted by a
wave of complaints by people who
were lured to personal pensions
by promises of high returns but
later found themselves with less

Costly delays possible
in rail tunnel collapse
near Heathrow airport

BY STACY SHAPIRO

LONDON—It will be a few
weeks before damages can be as-
sessed from last week’s collapse of
an underground railway tunnel
being built under Heathrow Air-
port.

Third-party property damages
may be smaller than they could
have been, though. An office
building that sank and was badly
cracked when the tunnel col-
lapsed had been vacant and was
used only to house construction
workers on the site of the project.

However, the cost of completion
delays could be substantial on the
300 million pound ($491 million)
Heathrow Express railway pro-
ject. There could also be costly de-
lays of a separate 1.3 billion
pound ($2.3 billion) London sub-
way extension project that is us-
ing the same tunneling technique.

Heathrow Express is a joint
venture between the British Air-
ports Authority and the British
Rail Board to provide a non-stop
high-speed rail link between Pad-
dington Station in London and
Heathrow. The project, created by
an act of Parliament, The Heath-
row Express Railway Act of 1991,
employs 650 people and was ex-
pected to open in December 1997.

Early last week, work came to a
halt at Heathrow after a section of
a train tunnel near Terminal 3
collapsed, taking the office build-
ing with it. Though no one was in-
jured, the collapse caused chaos at
the airport with passengers miss-
ing flights because of the
backed-up traffic. The airport’s
Terminal 3 parking lot was closed
temporarily and London Under-
ground Ltd.’s existing subway

Pace of

retirement income than if they
had opted to remain in an employ-
er-provided plan.

The SIB report recommended
that financial advisers insurers’
voluntarily make pensioners
whole for any shortfall between
promised and actual pension in-
come.

That could mean another mas-
sive hit for Lloyd’s of London pro-
fessional liability underwriters—

already facing a huge exposure to
claims by managing and members
agents—to cover the cost of ad-
ministering and compensating
these claims. Professional liability
insurers are expected to deny the
agents’ and advisers’ claims,
though.

British employers were pleased
that the SIB report does not pro-
pose they bear any of the massive
cost—estimated to reach as high 2

billion pounds ($3.28 billion) in
compensation shortfalls alone—of
making these pensioners whole,
Employers are not as pleased,
however, with an SIB suggestion
that they should take back all for-
mer plan members that were ad-
vised to leave their plans in favor
of personal pensions. The SIB and
government officials have sug-
gested that this would be the opti-
Continued on next page

service to Terminal 4 continues to
be disrupted.

U.K. news reports questioned
whether the technique used in
constructing the tunnel—in which
concrete to make the tunnel walls
is sprayed directly into the hole,
rather than using precast con-
crete—caused the collapse. A por-
tion of the subway system in Mu-
nich, Germany, that used the
same method, called the new Aus-

trian technique, also collapsed re-
cently, giving rise to concern
about the technique.

Some experts, however, have
guestioned whether the Heathrow
Express contractors, Balfour Be-
atty, adequately checked the soil
to make sure it was conducive to
the technique and also whether
two tunnels should have been
bored at once as the contractors
are doing.

Heathrow Express officials
would not comment on the cause
of the collapse or the costs until
after an investigation headed by
BAA Technical Director David H.
Williams is completed.

Heathrow Express, Balfour Be-
atty and the other contractors and
subcontractors are all insured un-
der one owner-controlled insur-
ance program, or wrap-up, said a
BAA spokeswoman.

She said the coverage, which in-
cludes business interruption and
costs of delay, is led by the Allianz
Cornhill International division of
Cornhill Insurance P.L.C.

Meanwhile, the collapsed rail
tunnel has caused peripheral
problems for London Under-
ground, which oversees the Lon-
don subway system.

The collapsed railway tunnel

jailed if convicted.

ance industry.

kers.

foreign underwriter.

of the bridge.

A section of Seoul’s Sungsu bridge collapsed during rush hour on Oct. 21.

Seoul likely self-insured
for fatal bridge collapse

SEOUL, South Korea—Neither property nor liability insurance
is likely to be available to cover damages from the Oct. 21 collapse
of a bridge here that killed 32 people.

Five city officials have been arrested on negligence charges in
connection with maintaining the 17-year-old bridge and could be

The Seoul city government is most likely self-insured for any
property or liability risks stemming from damage to or injury
from city property, say people familiar with South Korea’s insur-

“It’s not normal for the local governments to buy insurance,”
said one foreign broker in Seoul.

Foreign brokers are licensed only to operate liaison offices in
South Korea and must work on a wholesale basis with local bro-

South Korean legal restrictions on foreign companies would
have prevented foreign insurers from covering the bridge, said one

The bridge’s builder, Dong Ah Construction Co.,
agreed to rebuild the bridge at cost.
The company, though,

Business interruption cover would not have been written unless
it had been a toll bridge.

AP/Wide World photo

last week

denied it was responsible for the collapse

—By Kute Tilley

Continued on page 97

change quickens in Asia

By KATE TILLEY

SINGAPORE—Insurance markets
throughout Asia are undergoing transfor-
mations, as developing nations increase ac-
tivity and more developed countries grapple
with hard and soft markets.

Vietnam’s insurance market, widely con-
sidered rich with potential, is on the road to
development, a brokerage executive says.

Stephen Crabb, general director of
Inchinbrok Insurance Brokers in Hanoi,
said the Vietnamese Ministry of Finance in-
tends to build a strong local insurance mar-
ket to stop premiums from going overseas.

An international trade fair in Hanoi offers evidence of the

nerowinng ecrannmie vitality nf atnam

AP/Wids World photo Mr. Crabb spoke during a session on

emerging insurance markets in Asia at the
Acia_Parcific Rick Management Conference

Vietnam, other Asian markets realizing potential

and Trade Exhibition, sponsored by the
Risk & Insurance Management Assn. of Sin-
gapore, :

This year has witnessed some significant
development in Vietnam as a result of the
lifting of the trade embargo with the United
States, he said.

Inflation has been brought under control,
to an anticipated 8.2% this year, and more
than 1,000 foreign investment licenses have
been issued.

In April, Inchinbrok became the first com-
pany in Vietnam to obtain a full broker’s li-
cense.

Sedgwick Group P.L.C. recently received
a license to establish a representative office
in Vietnam. It plans to set up an office he-

Cosmtanarer] Ny novwd nAano
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Pensions

Continued from previous page
mum solution to this problem.

Any costs incurred by company
pension plans reinstating former
pension members could poten-
tially be charged to the financial
advisers and insurance agents
that advised plan members to
leave the plan.

The workload, however, could
prove heavy for many, especially
smaller, employer-sponsored
plans.

The Securities and Investments
Board refused to predict how
much the process of compensating
pensioners would cost the U.K.
life insurance industry, but ac-
counting firm Coopers & Lybrand
estimates that the bill could be
anywhere from 1 billion ($1.64
billion) to 2 billion pounds ($3.28
billion) over the next few years in
compensation costs alone. Other
estimates range as high as 4 bil-
lion ($6.55 billion) or 5 billion
pounds ($8.19 billion). .

Insurers are expected to cover
any expenses associated with this
movement from reserves.

The SIB recommends that the
financial advisers and insurance
agents that sold the personal pen-

INTERNATIONAL

sion plans should be responsible
for investigating pensioners’
claims of inadequate benefits.

However, this may invalidate fi-
nancial advisers’ professional lia-
bility insurance policies, some ex-
perts say.

“The need to review cases pro-
actively may invalidate certain
(professional liability) policies.
Firms should discuss with their
(professional liability) insurers
the procedures to follow. If this
interferes with the processes set
out by the SIB, then firms must
raise this with their regulators,”
advised Coopers & Lybrand.

Andrew Large, chairman of
SIB, said last week that the pro-
cess of checking and compensat-
ing individuals should not impair
financial advisers’ professional li-
ability coverage.

Professional liability insurers
and brokers, though, were not so
sure and predicted coverage liti-
gation is likely to follow.

If financial advisers’ costs of in-
vestigating these complaints and
making customers whole are not
covered or exceed their limits,
widescale bankruptcies are ex-
pected. In these cases, the liability
would fall back onto the industry
compensation plan, which is
funded by the industry as a whole.

The SIB has identified 2 million
cases that it recommends for in-
vestigation, dividing these into
three distinct groups. These are
then subdivided into priority
cases, which the SIB need to be
settled by December 1996 and
generally include older employees
and retirees, and non-priority
cases, which it said should be set-
tled by December 1997.

The three categories are:

s Transfers, which are individ-
uals who took money out of a for-
mer employer’s plan and put it
into a personal pension. There are
thought to be 600,000 individuals
who did this, of which SIB identi-
fied 100,000 as priority cases.

e Opt outs, which are people
who are still employed but were
persuaded to take out a personal
pension instead of joining the em-
ployer-sponsored plan. SIB esti-
mates there are 450,000 opt outs,
of which 150,000 sre priority
cases.

s Non-joiners, which are indi-
viduals who could have joined a
company pension but on their
own opted for a personal pension
instead. There are up to 1 million
non-joiners, of which 100,000 are
priority cases.

Altogether, the SIB identified
350,000 priority cases.

The government has instructed
all pensions run by its various de-
partments and agencies to accept
all those that request reinstate-
ment.

But the National Assn. of Pen-
sion Funds, which represents most
leading U.K. pension fund manag-
ers, reminded private plan man-
agers that they are not obligated
to take back former members. It
seems likely that many, especially
smaller, private-sector pensions
will balk at the administrative
work involved and refuse to rein-
statements.

The Confederation of British In-
dustry, the leading trade associa-
tion of U.K. employers, welcomed
the SIB paper but also was cool to
the suggestions on reinstatements,
especially for former employees.

“It is a matter for individual
employers and the trustees of
their pension schemes to decide
policy. Employees who have been
mis-sold personal pensions should
receive adequate compensation,
and, in these circumstances, there
is no reason why an employer
should feel obliged to reinstate
them in the company pension
scheme,

“Employers will need to con-
sider whether the compensation
offered by the company providing

the personal pension is sufficient
to cover reinstatement and the ad-
ministrative costs,” stated the
CBI.

Administration costs are pre-
dicted to average about 1,000
pounds ($1,638) per employee for
reinstatements.

“It is important that the public
continue to have confidence in
pension provisions. We have
asked our members to respond to
any inquiries which will help rem-
edy these situations. However, de-
cisions on the readmission for fu-
ture service and reinstatement for
past service of employees who
were given bad financial advice
are for each scheme to determine
individually,” said Ron Amy,
chairman of the NAPF.

“Qur trustees will have to dis-
cuss this, but it seems likely we
will be able to take back transfers
as long as there is no cost to us.
The NAPF has asked us to help
(financial advisers) and insurance
companies with their investiga-
tions, which we will do. But we

-will hopefully see common forms

used because we don't want this
to prove an administrative bur-
den,” said Brian Halcrow, U.K.
pensions manager at Guinness
P.L.C,, the beverage manufac-
turer. | Bl |

Asia

Continued from previous page
fore the end of November, and its
first task will be to apply for a full
license, said Ross W. Bovill, re-
gional development director-Asia
for Sedgwick Asia Pacific Ltd. in
Singapore.

“The scale and speed of changes
have had far-reaching effects on
the economy as a whole, and par-
ticularly the insurance sector,” he
said.

For example, after the market
began to open up, BaoViet, the
government-run insurer estab-
lished in 1965, initially focused on
placing coverage overseas for the
nation’s trade risks. But, with the
increase on foreign investment in
Vietnam, a domestic market is
building up, Mr. Crabb said.

BaoViet now has 54 branches
and 1,500 employees in Vietnam
and a London office. While it ini-
tially wrote hull and cargo covers,
it has expanded into other classes
and is forming a reinsurer.

Other Asian markets that were
examined during the conference
included:

¢ China.

Michael 1.D. Morrison, general

manager-non-life at American In-
ternational Assurance Co. Ltd. in
Shanghai, China, also spoke at the
conference.

China is a rapidly growing mar-
ket that, with careful management,
could avoid “the sins of reckless
pursuit of market share,” he said.

But, the nation’s political and
economic outlook remains uncer-
tain. The country could face politi-
cal upheaval when its aging leader,
Deng Xiaoping, dies. And China
will have to contend with an un-
even distribution of wealth, subsi-
dizing state-run enterprises that
generate large operating losses,
possible inflation, an overloaded
economy and corruption.

Among the more immediate con-
cerns of foreign investors, however,
are the lack of suitable buildings.
Fire is a major peril, Mr. Morrison
said.

Another problem, he said, is un-
derwriting liability risks. In most
other countries, it is possible to
base liability exposures on past ex-
perience, but in China there is
“nothing to go on.” Public liability
cover is available, but it “may be
overpriced on occasion, due to fear
of the unknown.”

American International Assur-
ance Co. Ltd, a unit of American

International Group Inec., was
granted a license to operate in the
Shanghai area in 1992, though it is
restricted to insuring foreign-
owned or joint venture companies
in the Shanghai area only (BI,
April 25).

Tokio Fire & Marire Insurance
Co. Ltd. was granted a license in

into the marketplace.”

e India.

T. Ramanan, group controller-
risk management for Hindustan
Lever Ltd. in Bombay, India, of-
fered a view of the Indian insur-
ance market.

India nationalized its insurance
industry in 1971, merging 107 com-

In India, ‘risk- management’s potential to contribute
to economic prosperity. . .is relatively untapped.
Even where the risk management process is
understood, it is rarely followed in an organized,
professional manner,’ says T. Ramanan.

September 1993, and r.umerous in-
surers have established representa-
tive offices in China.

China's main insurer, People’s
Insurance Co. of China, which held

a monopoly until 1988 and still in~

sures 95% of Chinese business, of-
fers a full range of products.

Mr. Morrison said China is likely
to soon adopt a revised insurance
law to govern foreign and domestic
insurers, which he expects will re-
sult in a “controlled introduction
of indigenous and foreign insurers
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panies into four, all of which are
units of the General Insurance
Corp. of India. A report by the
head of the government'’s Insurance
Reforms Committee recommends
privatization of the insurers, but
labor unions are opposed to that
idea, seeing it as a threat to their
employment in the government-
owned companies (BI, March 28).

Mr. Ramanan said risk manage-
ment is still in its infancy, though
India has had a risk managers’ as-
sociation since 1984.

“Risk management’s potential to
contribute to economic prosperi-
ty...s relatively untapped. Even
where the risk management pro-
cess is understood, it is rarely fol-
lowed in an organized, professional
manner,” he said.

The regulated tariff premiums
charged by insurers mean there is
no incentive for organizations to
“work systematically to prevent
and minimize losses,” Mr. Ra-
manan said. Premium reductions
are needed for corporations with
good loss experience, he said, and
the government should encourage
employers to maintain safe work-
ing conditions by rewarding them
with reductions in their contribu-
tions to the workers compensation
pool.

Without risk management, many
corporations are led by their insur-
ers, he said. “The philosophy may
be that if the insurer does not pro-
vide the coverage, we don't need
i

o Indonesia.

In a separate session on Indone-

sia, Jeffrey J. Whittaker, technical
adviser at MultiSentra Wahana
Asuransi Reinsurance Brokers of
Indonesia, said while risk manage-
ment principles should apply in all
fast-developing markets, the prime
concern of many Indonesian com-
mercial ventures is quick growth.
“Inevitable corners are cut and
such things as firefighting teams,
contingency disaster plan-
ning. . .are often missing when a
risk is surveyed.”

Risk management is usually only
a major concern after a loss, Mr.
Whittaker said. “The only way to
push for safer systems and prac-
tices is to save the client money,
and by this I mean a direct saving
of premiums.”

For many years, risks have been
accepted without site surveys “or
even a bar chart or site plan being
asked for or studied.” But the hard
market in Indonesia has changed
that and underwriters are seeking
more information on risks, he
noted.

Often construction workers are
housed near sites in temporary
quarters with high-risk cooking fa-
cilities. Mr. Whittaker’s company
insists that workers be housed well
away from construction sites to
prevent the risk of accidents.

e The Philippines.

Discussing the Philippines, Ra-
mon N.P. Ureta, deputy manager
of Nicholson Leslie Asia Pvt. Ltd.
in Manila, said Filipino risk man-
agers tend to be risk-averse and
rely too much on insurance. The lo-
cal insurance industry is heavily
taxed and very dependent on for-
eign reinsurance support. There are
no meaningful retentions, and a
hardening market—with rates be-
ing increased, coverage restricted
and, in some cases, reinsurance
support being withdrawn—has af-
fected Filipino insurers’ capacity,
he said.

Mr. Ureta said the government
increased insurers’ capital require-
ments last year to $2.8 million Sin-
gapore ($1.9 million). “It remains
to be seen how this will affect over-
all market capacity to retain risk.”

Filipino risk managers, con-
fronted with catastrophe losses,
heavy taxation and a lack of local
capacity, need to be innovative in
analyzing and handling risk expo-
sures, he said.
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R|sk manager honored

Award reflects Chiu’s ability to make loss prevention a pnonty

By KATE TILLEY
' SINGAPORE A determination

not to make mistakes and unusual-

support from' his chief executive
are two of the factors that Chan-fa
Solomon Chiu credits with helping
him become the first Asia-Pacific
Risk Manager of the Year.

Mr. Chiu, 40, is deputy junior vp
of the risk management division at
Evergreen International Corp.,
major shipping and transportation
songlomerate based in Taoy-uan
Hsien, Taiwan.

The award was presented at the

Asia-Pacific Risk Management -
Conference and Trade Exhibition

neld Tast month in Singapore.

CIGNA International sponsnred
the competition.

. Evergreen has 28 offices” and
1 2,000 employees worldwide. The
company owns Evergreen Marine,
2 major container fleet, and has
three hotels -in - Thailand, Hong

_ department.

Kong and Taiwan, with plans to

oxpand the chain. to 10 within
three years.

- Evergreen also builds ships, has
1 shipping container manufactur-
ng arm and owns Eva Air, an in-
ternational passenger airline with
18 planes serving southeast Asian
ports, Australia, France, New
Zealand, the United States and the

United Kingdom. By the end of the -

year, it will add Japan to its desti-
nations. By the end of 1995, its
fleet will grow to 26 planes.

The company adds a new ship,
valued at $90 million, to its fleet

wery three months, Mr. Chiu said. -

' Mr. Chiu joined Evergreen as a

seaman and spent 12 years on con- -

ainer ships. before moving to an
ynshore job eight years ago, when
he was put in charge of insurance
for the marine fleet.'

Evergreen centralized its insur-
ance and claims functions into one
lepartment in 1988. A year later,
Mr. Chiu was named head of the

Mr. Chiu oversaw the depart-‘

ment’s growth into a full-fledged
risk management division that

currently employs 11 people.

Convincing ‘senior management
of the value of risk management
was the first priority, he said. “Tt
took about two years: . It’s a new
concept in Taiwan.”

" The company’s chief executive,

Chan-fa Solomon Chiu

Yang-fa Chang, “had a sense of
risk management but was not'so
familiar with the term.” Today,

risk management is high among
company priorities and Mr. Chiu

meets daily with Mr. Chang,
In 1992, Mr. Chiu’s division es-
tabhshed a captive insurer, Marin

Alre Insurance Co., on the Isle of
. Man. '

Last year, nsk management pro-
grams implemented at'Evergreen
were credited with saving the
company an estimated $4 million.

Mr. Chiu’s risk management ex-

pert:se is fueled by his desire to

“avoid doing it wrong in the first
place? He said much of his knowl-
edge comes: from conferences. He

attends the Risk & Insurance Man-
agement Assn. of Singapore’s bi- -

annual conference and has at-
tended the RIMS conference in the
United States twice, in addition to
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other conferences worldwide.
He said his broker, Sedgwick

- Ltd., and his insurers are also key
sources of risk management infor- .

mation: .
Mr. Chiu said another challenge

is to incorporate the things he

learns with Evergreen’s culture.
Mr. Chang has “taught our peo-
ple that insurance is' just ‘protec-
tion against an unfortunate event.
If you rely too much on it, you will
pay too much for it. The most im-
portant. thing is loss prevention,

-and that’s been our group phlloso—
.phy for a long time.”

As a result, Mr. Chiu séys insur-
ance is only one of the risk man-

- agement tools his division uses.
. There is a heavy emphasis on loss
~ control analysis, with two risk

control engineers in the division.

Personnel in other business units

are trained in risk control proce-
dures. .

Evergreen aIso retams as much
.risk as possible, :

. The company retains the fxrst $1
million of aviation and marine
hull lesses through .its captive,

" “Other classes depend on the mar-

kets and the loss record for the
risk,” Mr. Chiu said, adding that

the company always keeps an eye.

- toward i mcreasmg its retentions.

All marine hull, aviation, casu-
alty and non-marine property
risks are insured through Marin

" ‘Aire; ‘which has annual premium
_volume of $40 million and is man-

aged by Sedgwick. The captive re-
tains about 10% of each risk, ced-
ing the remainder to reinsurers.
The Isle of Man was chosen as a
domicile after Singapore and Ber-

muda also were considered. The -
Isle -of Man’s zero taxation rate

was, “the key consideration ' fi-

_nally,” Mr. Chiu-said. Bermuda’s

reputation as a tax haven was seen

as a negative factor, plus the Isle .

of Man was close to U K. markets.
~ Mr. Chiu’ said the reinsurance

,market recognizes Evergreen’s

willingness to bear a portion of its

own risks, and it is able to get -

cheaper rates beécause reinsurers
have confidence in the company.
When the aviation renewal for Eva

" Air’s reinsurance was due in June,

Mr. Chiu said it was the only inter-
national airline to get a.rate re-
duction of 15%. The 4-year-old
airline has had no losses, he said.
And, Evergreen's marine fleet
has never had a total loss, he said.
Business units must report all
losses to the risk management di-
vision, -where they are analyzed.

 The -risk management division’s
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losses !

Cormnumcat:on is an nnportant
skill for a risk manager, he noted.
Without positive assistance from

the managers. of each business-

unit, it was hard to implement risk
management programs. The divi-
sion publishes a risk management
newsletter, but Mr. Chiu. said

face-to- face communication is
better. “It ‘helps avo:d mlsunder-‘l

- standings.” -

_ staff in other business units and
profits from the: captive are used

staff have come from many differ- -

ent departments within the com-
pany, so they have a good under-

‘standing. of the company’s busi-
ness, Mr. Chiu said. But the divi- .
sion still'needs to build its reputa- .-

tion- among the other business
units so that they understand the

importance of -the real cost of

The division holds : semmam for

to send staff to training courses in

risk management in Tdiwan and

abroad. ) ;
While Mr. Chiu says he is “still a
learner” when it comes- to risk

management, he is the author of -

seven books on risk management
and insurance, writes for Taiwan-
_ese publications on risk manage-
ment and has been asked by Tai-
‘wan’s Ministry of Finance to give
a speech on risk management to

the Centre for Insurance Develop-

ment.

Mr. Chiu’s achievements 'were
recognized by his company last
year when he I‘ECEIV@d a double
- promotion to his current posztmn
as deputy junior vp.

Broker Huichih Ko, presu:lent of
Sedgwxck Ltd. in Talpel said that
is unusual in ’I‘mwanese compa-
nies.

Chiu for the award, said Mr. Chiu

i “a great communicator” who

. tries to bring new ideas into his

_company. .

Mr. Ko, who nommated Mr.

- company and make positive. pro-

posals to management. “That re-
quires con_fidence and courage in
Chinese society.”

Mr. Chiu's advice to his fellow
Asmn risk managers'is to be pa-

‘tient and “maintain your physical

condifion. You need to be .strong
enough to overcome. setbacks.” Mr.
Chiu jogs regularly. : .

He said risk managers must not
care about individual success.
“You must concentrate on the
..This award is, for Ev-
ergreen, not myself.”

“The selection. panel ~for the-
award was Michael Wan, RIMAS
president and: a risk management

_ consultant; Soek Koon Lee, assis-

tant - director-development divi-

_sion, Singapore Insurance Com-

missioner's Office; Chris Meller,
CIGNA's senior ‘vp of southeast

. Asia; Ross W. Bovill, regional de-

velopment director of Asia for
Sedgwick Asia Pacific Ltd. in Sin-
gapore; and Robert Watson, pro-
gram director at Singapore's Nan-

' yang Polytechnic.

+"Mr. Chiu won'a trip to the RIMS
conference in San Francisco next
year. During the preéentation cer-,
emony, he said he"! ‘requests to fly
on our own airline.” .

Although risk management is in
its infancy in Taiwan, a risk man-
agement association has been
formed. Mr: Chiu said it has about
80 members, most.of whom are stu-

_dents of risk management or aca-

demics. It has five risk management
practitioners as members, ER

|Heathrow

Continued from page 95

has closed a parallel subway tun-

nel that leads to Healthrow s Ter-
minal 4. :
While loss of income is shght

the Terminal 4 tunnel could be

damaged, though there is no evi-

" dence of any damage, said" Clive
Pracy, . London Underground s msk o
. Mmanager. ;

Under the ‘Heathrow Express‘
Aot T andon Betional Tranenprt.

the ‘parem': of London Under-

ground, should get compensation
from the Heathrow Express con-
‘tractors for any losses caused by
the collapsed tunneling.

A second concern for London

Underground is whether the tun-

neling technique might have
caused the problem. ‘This tech-
nique also is being used in the Ju-

. bilee Line extension of the Lnndon _

’ subway system

_ technique,”

“The 1ury s out on the tunnelmg
said Mr. Pracy. The

TR laa T ine rrnmant hac haan okt

down “for. a few days” to ‘mak.e.
sure it is safe. Extensive safety

.surveys were done before the pro-

ject was started, he said.

The Jubilee Line'extension also
has an owner-controlled construc-
tion insurance program covered by
Allianz Cornhill, said Mr. Pracy.

The coverage mcludes the “addi-
tional cost of working” if an alter-
native technique must be used or
if the tunnel has to be rerouted.
But a decision to do something like

.that“would not be taken hghtly,”.

RN
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Education

Continued from page 2
national Business Forum.

The issue of employee education
is one employers should “pay seri-
ous attention to,” said Jonathan L.
Mercier, a partner with Turco &
Mercier in Manchester, Conn.

Employers who adhere to the
404(c) rules will reduce their fidu-
ciary exposure because the re-
sponsibility for investor decisions
is shifted from the employer to
employees, he said. But, if the em-
ployer engages in an aggressive
education program, it may inad-
vertently reacquire the fiduciary
risk it thought was shifted to its
employees. This could happen, he
said, if employees misunderstand
the goals of an education program.

The “line between information
and education and advice is not

clear cut,” said Mr. Mercier. What
an employer “may view as educa-
tion could be perceived as advice.”

If participants experience in-
vestment losses by following em-
ployers’ perceived advice, employ-
ers could end up with a lawsuit,
Mr. Mercier warned. The focus of
a suit is not likely to be whether
the employer was trying to help
the employee, but whether the em-
ployee was reasonable in viewing
the information provided as ad-
vice, he said.

The common wisdom today is
that employees should diversify
into higher return, high-risk in-
vestments. There is concern, how-
ever, that investors will not react
in the disciplined way this ap-
proach requires, Mr. Mercier said.

“Does the average non-investor
have the discipline to stay the
course when his account has in-
curred substantial losses?'" he

asked.

Another potential issue arises
when the plan participant needs
money from his or her investments
immediately and the account has
incurred substantial short-term
losses, said Mr. Mercier.

Mr. Mercier added shat he is not
sure there is a practical way to
provide employees with a mean-
ingful investment education that
will not be misconstrued. The best
that plan sponsors can do is to
carefully comply with 404(c), he
advised.

In response to a question about
giving employees textbooks to
learn more about making invest-
ments, Mr. Mercier said there is no
risk if investors follow the advice
in a textbook.

But in many cases, employees
are given abbreviated versions of
textbooks. Then, “you do run the
risk. . .of giving them suggestions

and direction as to what you think
a sound investor would do.” In
that environment, some risk for
the employer is created, said Mr.
Mercier.

Despite employers’ fears of po-
tential fiduciary liability, an ag-
gressive education program is
needed to help employees make
the best investment decisions, said
David L. Wray, president of the
Chicago-based Profit Sharing
Council of America.

If the plan is going to work,
“then you've got to provide the
employees with the tools they need
to get the job done,” said Mr.
Wray.

There is no question the issue of
advice vs. education is a “very
murky area,” Mr. Wray acknowl-
edged.

Since whatever the employer
tells the employee may be per-
ceived as advice anyway, Mr.

The Professional Marketplace

RATES AND CLOSING TIME:

Rates: Display classified is $142.00 per column inch, minimum of one inch. Straight classified
is $12.50 per line, minimum of 5 lines. Count 34 characters per line (include each space and
punctuation as a character). Additional $20.00 charge for all blind box ads. Only those responses
which fit into a business size envelope will be forwarded. Responses are forwarded daily.

.course.

Wray said employers need to dc
what they think best. Employers
he added, expose themselves to li-
ability if investments turn out
poorly, regardless of what they do.

Mr. Wray noted that with ex-
tended life spans, employees must
rethink how they manage their
money over a lifetime. This means
all employees have a responsibility
to learn how to be investors, he
said.

“Being a saver is not an effective
money management technique if
you're going to live a long time,”
said Mr. Wray, adding he believes
people can be taught to be inves-
tors.

Mr. Wray said he has been im-
pressed by some companies’ edu-
cation programs, following which
some plan participants have diver-
sified: He said he is confident em-
ployee investors can stay the

Closing: Published every Monday. Copy must be in typewritten form by 5:00 Tuesday, 6
days preceding publishing date. No verbal phone copy accepted. Prepayment required
for all advertisements. Mail ads to, Cheryl Butler, Classified Advertising, 740 N. Rush St.
Chicago, I1. For more information call 312-649-5340. FAX 312-649-7799
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Your Ad
Should Be

A Rated national company seeks
admitted or surplus lines
programs, with track record.
Send outline to:
East West Connection, Inc,
273 Pascack Rd. Suite 416
Westwood, N] 07675

“Where Professionals Insure Their Careers”

Q Risk Management Q Insurance Brokerage
Q Safety & Loss Control O Risk Management
Q Claims Management Consulting

[ Also Ask About Our Temporary Opportunities! |

15 James Street, Main Level, Florham Park, NJ 07932
Call 201-765-9000 = Fax 201-765-9009

RiCHARD MEYERS
& ASSOCIATES, INC,

WANTED HELP WANTED Account HELP WANTED
= Manager -
f:;&;\::fgn:ﬂimyggggrﬁ tgﬂg;};:::?:- SAFETY DIRECTOR Central lllinois Worker's Compensation PART TIME WORK

run off. Most interested in recent run-off
up to 5 years on last book. For confiden-
tial information call Olga at (813) 577-
3771 ext.215.

Prestigious Little Rock, Arkansas based
company seeking experienced Loss Con-
trol Representative. Qualified candidate
should be a motivated self starter, Please
send resume and salary requirements be-
fore 11-14-94 to : Risk Manager, P.O. Box

THE BEST RISK MANAGEMENT JOB
OPPORTUNITY IN THE US TODAY

DIRECTOR OF RISK MANAGEMENT

The Staff Leasing Group, the leading
permanent employee leasing company based
in Florida, is looking to appoint a Director of
Risk Management. The individual will
manage the workers compensation insurance
department of more than 30 professionals
and will provide innovative direction to this
key product area, covering more than 60,000
employees.

The ideal candidate has extensive risk
management experience as well as strong
leadership, communication and analytical
skills. The candidate must have a proven
track record in managing people and
controlling risk.

Salary will be highly competitive with
excellent benefits and relocation expenses.

I/£ The Staff Leasing Group

WorkinG BerTer For You

Please send resume to: The Staff Leasing Group, attn: COO,
1301 6th Avenue West, Bradenton, FL 34205,

8033, Little Rock, AR 72203

| ({0 C associatesine

Our client, a multi-biltion doltar midwest manufacturer seeks an individual
to be responsible for the negotiation and purchase of insurance, risk
“financing and claims management. This highly visible # risk management
pasition requites excellent communication and presentarion skills.
For more informaricn, contact:
Bill Perry/Barry Citron/Abe Altschule

Telephone 212-227-8000 170 Broadway Suite 814
Fax 212-766-0188 New York, New York 10038

“The Original and #1 Choice in Risk Management Recruiting”

TPA is secking an Account Manager 10
service established Risk Management
Association Programs. ldeal candidate
must have five years proven worker's
compensation service experience.
Professional demeanor and appearance
required. Four-year degree with a strong
emphasis in marketing, business or
finance a plus. Professional designations,
CIC, ARM, CPCU, etc., would be a valu-
able plus, Applicant must have
Property/Casualty license in the State of
Ilinais. Some travel required.

Please send _resume and salary
requirements to:

ANS),

Management Services, Inc.
Attn: Human Resources
2 East Main Street
Town Centre Building
Danville, IL 61832

UNITED STATES BANKRUPTCY COURT
Southern District of New York
Bk. No. 93-B-42685 (CB)

IN THE MATTER OF ENGLISH and AMERICAN
INSURANCE COMPANY LIMITED

NOTICE IS HEREBY GIVEN that Anthony James McMahon and Roger Smith, as
Joint Provisional Liquidators of English and American Insurance Company
Limited (the “Company"), obtained. on October 14, 1994, a continuation of the
Preliminary Injunction Order originally issued on June 10, 1993 by the United
States Bankruptcy Court for the Southern District of New York. which Order (a)
enjoins all persons from (i) commencing or continuing any judicial, adminis-
trative or regulatory action or proceeding against the Company (when used
herein the term “Company® shall also inzlude Slater Walker Life Assurance
Company, Arrow Life Assurance Company Limited, and Providence Capitol
Life Assurance Company Limited with respect to any liabilities incurred on
account of property and casualty policies they issued during the years 1972
through 1976) or any of its property in the United States: (i) enforcing any
Judicial, administrative or regulatory judgrent, assessment or order and com-
mencing or continuing any act or any judicial. administrative or regulatory
proceeding to create, perfect or enforce any lien or other claim against the
Company or any of its property in the United States: and (b) requires all per-
Sons fo turn over and account to the Joint Provisional Liquidators for all funds
resulting from the draw down of letters of cradit in excess of what is express-
ly authorized by the terms of the agreements pursuant to which such letters of
credit have been established, in their posssssion, custody or control, with cer-
tain limitations as set forth in the Preliminary Injunction. The Preliminary
Injunction Order shall remain in effect pending a hearing to consider whether
it shall be continued, which hearing is scheduled to be held in Room 601 of
the Alexander Hamilton Custom House, One Bowling Green. New York, New
York. on February 15. 1995 at 10:00 am. Any party who has not received a
copy of such Order should contact counsel for the Joint Provisional Liquidators
at the following address:

Kenneth P. Coleman, Esq. * Chadbourne & Parke
30 Rockefeller Plaza « New York, NY 10112

SALES MANAGER
Direct Sales

The Sheppard Pratt Health Plan is
looking for an experienced sales man-
ager to join our growth oriented mar-
keting operation in the
Baltimore/Washington, D.C. area.
Success?ul candidate must be able to
meet individual sales quotas in his/her
territory, as well as team sales quotas,
while contributing to the overall mar-
keting process of selling employee
assistance programs and managed
behavioral health care services to area
employers, public and private organiza-
tions, and HMO's. This position is
responsible for the proposal develop-
ment process and requires strong tech-
nical writing skills and experience.
Insurance or health care sales experi-
ence a plus. Please send resume to:
Jdoann Sherrer, Manager Human
Resources, Sheppard Pratt Health
Plan, 6501 N. Charles Street,
Towson, MD 21204. An Egqual
Opportunity Empolyer.

BI Classifieds
Assure

Top Quality
Results!

Our expanding insurance litigation con-
sulting business requires additional insur-
ance professionals to provide consulta-
tion and expert testimony for our attor-
ney clients throughout the United States.
The typical individual is retired, semi-
retired or seriously self employed and has
several years experience in underwriting
andj/or claims in auto P/C marine aviation
life disability medical WC fidelity Surety
Title,
If interested, please send a resume includ-
ing education, work experience and areas
of speclalization to;

O’'Hara & Assoclates

10447 Des Molnes Avenue
Northridge, CA 91326

er's Statement.

Business Insurance
Circulation Breakdown
Commercial Consumers

Administrative:

CEQ's, Presidents, and Owners,
Vice Presidents, General Managers
and Other Administrative Personnel

I S S e L
Financial
Chief Financial Officers and Vice
Presidents of Finance ............. 2,171

Secretaries, Treasurers, controllers
and other Financial Personnel. 3,335
Risk/Employee Benefits:

Vice Presidents, Directors, Managers,
and other realted department person-
nel of: insurance, risk employee ben-
efits, personnel, compensation, pen-
sion, safety, security, industrial rela-
tions, human resources and employ-
eeflabor relations

Sub-total .. ... 28,309
Assaciations ................c............ 369

Government, Unions an& "Eﬁucaliunal

Institutions ...............c............ 974
Commercial Consumers

Sub-total ....................... 29,652
Insurance Agents and Brokers
Insurance Companies .............. 8,181
Accountants, Actuaries, Attorneys &
Consultants ............................. 3,611
Managers & Health Care

Providers ............ . 1,903
Others Allied to the ... 849
TOTAL oo vosnan ...52,604

* Source Business/Occupational
breakdown of qualified circulation,
May 30, 1994 Issue, as submitted
to BPA for June 1994 BPA Publish-
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Guaranty fund reform needed: Regulator

By JUDY GREENWALD

WASHINGTON—The life and
health guaranty fund system
needs reform, but given the in-
iransigence of the National Assn.
of Insurance Commissioners, it is
ikely to take Rep. John D. Din-
gell’s attention to spur any action,
charges Maryland’s insurance
commissioner.

State insurance commissioners
tend to act only when they see an
putside threat, said Dwight K.
Bartlett III, adding, “I wish I
could get Congressman Dingell to
focus on this thing.”

One current problem with the
suaranty fund system is that cov-
erage is triggered by a court-or-
dered rehabilitation or liquida-
tion, which could occur only
‘some time” after a commissioner
leems an insurer impaired, Mr.
Bartlett said.

As examples, he cited the reha-
vilitation of Executive Life Insur-
ance Co. and Mutual Benefit Life
[nsurance Co. In both cases, three
years passed from the time state
regulators took control to the time
a court approved a rehabilitation
plan and guaranty funds were fi-
nally tapped (BI, March 21; Feb.
3, 1992).

Mr. Bartlett discussed guaranty
funds earlier this month at the
1994 GIC/Stable Value Assn. Na-
tional Forum. Business Insurance
was among the sponsors of the
conference, which was presented
by the association in conjunction
with International Business Fo-
rum.

State guaranty funds are typi-
cally financed by premium assess-
ments on insurers in a particular
line that do business in that state.
Assessments are usually capped at
2%.

Many states permit insurers
that have to pay an assessment to
nffset that amount against state
premium taxes.

Under the current system, Mr.
Bartlett noted, holders of “unallo-
cated’” guaranteed investment
contracts generally receive lim-
ited coverage or none at all. De-
fined benefit plan participants are
generally considered unallocated
investors, while defined contribu-
tion plan participants are gener-
ally considered ‘“allocated” and
receive full coverage.

Rather than distinguishing be-
tween different types of plans, Mr.
Bartlett favors allocating guar-
anty fund coverage on the basis of
who bears the consequences of a
failure,

Mr. Bartlett also discussed the
impact of rehabilitation on poli-
cyholders.

Under the current system, poli-
cyholders who opt out of rehabili-
tation plans can receive partial
compensation right away. Those
who agree to participate in reha-
bilitation plans can receive higher
amounts, but it may only come
years later.

Policyholders of both Mutual
Benefit and Executive Life have
been “ill-served” by the current
system, which was designed in an
era when companies essentially
sold life insurance and were not
heavily involved in annuities, said
Mr. Bartlett.

Among his suggestions for a
new guaranty fund system:

e Make it uniform across the
country in order to provide
greater capacity to compensate
policyholders.

He emphasized that he did not
favor a federal government plan,
but instead one created by inter-
state compact.

e Make sure it provides ‘‘rea-

-sonable liquidity” of funds. “Poli-

cyholders should not be denied
access to funds for three years as
with Executive Life or Mutual
Benefit,” he said.

Mr. Bartlett said this system
should be comparable to the one
offered by the Federal Deposit In-
surance Corp., in which policy-
holders would be assured of get-
ting 100% coverage up to a stipu-
lated amount.

This will prevent claims runs,
said Mr. Bartlett, who 'said the
system should be publicized to

help in this effort.

There is reason to believe that
both Mutual Benefit and Execu-
tive Life could have “muddled
through” had they not been ex-
posed to runs, Mr. Bartlett added.

e Promote rehabilitation over
liquidation, said Mr. Bartlett,
pointing to cases in which policy-
holders of liquidated companies
sometimes cannot obtain coverage
from another company.

» Do not insulate managers so
they feel protected by the guar-
anty system. Managers must still
manage prudently, Mr. Bartlett

said.

e Protect the “most vulnerable”
policyholders, those who are less
sophisticated.

e Share the cost of insolvency.
“Policyholders should not get off
scot-free,” he said. They should
bear some cost for picking a com-
pany that becomes insolvent, per-
haps by receiving only 85% of the
cash value of their policies rather
than 100%.

e Trigger the system not by a
court’s approval of a rehabilita-
tion plan but by a commissioner’s
declaration that a company is im-

paired, so policyholders do not
face the long delay they did with
Executive Life and Mutual Bene-
fit.

e Pre-fund the system with as-
sessments in proportion to finan-
cial strength so that weaker com-
panies are assessed more to cover
their higher risk. This could be
measured using a risk-based capi-
tal formula, based on the ratio of
surplus to risk-based capital, Mr.
Bartlett suggested. At least part of
the assessment could offset insur-
ers’ premium tax payments to the
state. | B |
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NAIC views regulations for GICs

Proposed outline expected by December

By JUDY GREENWALD

WASHINGTON—As the Na-
tional Assn. of Insurance Commis-
sioners moves toward the develop-
ment of a model law covering
guaranteed investment contracts,
a number of issues must be ad-
dressed, says a state regulator.

These include differences be-
tween GIC products, the adequacy
of reserves, the fact that synthetic
GICs' underlying assets may not
be owned by the insurer, and the
disclosure of risk to beneficiaries,
said Robert M. Willis, the District
of Columbia's insurance commis-
sioner and chairman of the NAIC
Synthetic GIC Working Group.

Mr. Willis discussed these and

other issues at the 1994 GIC/Sta-
ble Value Assn. National Forum,
held in Washington last month.
Sponsors of the forum, which was
presented by the association in
conjunction with International
Business Forum, included Busi-
ness Insurance.

Mr. Willis noted the recent fall-
out over derivatives “has helped to
shape’ regulators’ sensitivity
when it comes to new and innova-
tive financial products.

Many consumers are now asking
where regulators were when it
came to derivatives.

In addition, general account
GICs “ran into trouble” a few
years ago because of junk bonds,
he said, referring to Executive Life

Insurance Co.

Now regulators are faced with
separate account or synthetic
GICs, M-. Willis said, adding that
regulators’ concerns aoout the na-
ture and structure of these prod-
ucts are understandable. “There
are pubiic policy issues at work
here,” he said.

“Many regulators still have un-
settling feelings about GICs,” he
said, noting that several states
plus the District of Columbia now
exclude GICs from guaranty fund
coverage.

There is still the perception, Mr.
Willis said, that Executive Life's
failure was tied to GICs, which is
creating the unsettling feeling that
GICs equate with junk bond fund-
ing. Mr. Willis said the GIC Assn.'s
recent name change to the GIC/

Stable Value Assn. “is clearly a
step in the right direction,” be-
cause it accurately describes the
role these products are intended to
play.

Life insurers should also provide
a better description of these prod-
ucts so that consumers better un-
derstand them, Mr. Willis said.

The NAIC has been looking at
this issue since December 1993.
The Synthetic GIC Working
Group, whose members also in-
clude Ilinois and New York, was
created in February to: understand
the design of stable value products
like GICs; assess the need for the
products; determine the direction
life insurers plan to pursue in the
products’ sale; and open a dia-
logue on the extent to which these
products should be regulated and

—
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Corporate buyers

BI's Directory of U.S.-Based Corporate Buyers of Insurance, Benefit Plans and Risk Management Services, published
for 12 years in a printed volume, now is available in an electronic edition for IBM-PC and compatible computer users.
Now, you can print your own labels or reports in a variety of formats with the touch of a key.

The new BID Software is a self-contained program ..
company name, address, telephone and fax
nature of business

company size in assets or sales

number of employees

corporate buying influentials by name, title and area of responsibility.

The BID Software

. just load it in and aut it to work. Each alphabetical listing includes:

B puts more than 14,000 corporate buying influentials from nearly 2,700 companies throughout the U.S. at your

fingertips

B puts the facts and figures you need easily at hand
B lets you search by company name; geographic location — including city, state or zip code; company size — by range

in assets, sales or number of employees; or indiviual's name, title or area of responsibility.

And, with BID Software
B mailing labels or hard copy reports are just a keystroke away.

To install and use the BID Software you must have:

B an IBM-PC or 100% compatible computer
B 3.5" or 5.25" low density floppy

B 7MB free hard disk space

B 512K RAM
B DOS version 3.1 or above

To order the 1994/95 BID Software for the Business Insurance Directory of U. S.-Based Corporate Buyers for only $595,
complete the form below and mail to:

Dorothy Wood, BID Software

Business Insurance

965 East Jefferson Avenue, Detroit, Ml 48207
Or, fax your order to: Dorothy Wood, BID Software, 313-446-1650

Format for BID Software: O 3.5"disk O 5.25" disk

Residents of the following states are required to pay corresponding sales tax:
CA .. 7%% IL.. 8%% MI.. 4% NY .. 4% NYC .. 8%% OH .. 5%

Enclosed is a check for $ payable to Business Insurance,
or charge my: O VISA 0O AmEx O MasterCard O Discover

Account # Expiration Date:

Name
Title
Company \ I
Address X /

. State 7 Business
Phone (___ ) Fax () - Insurance.

why.

Ilinois and the District of Co-
lumbia have both said stable value
products could be sold by insur-
ance companies under the struc-
ture of regulation.

New York, however, has said
that under its laws synthetic GICs
cannot be sold by life insurers
within the state. While the work-
ing group “respects the unique
facets of New York law,” said Mr.
Willis, it is nevertheless charged
with examining the issue.

A synthetic GIC typically con-
sists of a “wrapper” provided by a
financial institution—including
some insurers—that guarantees
the book value of an underlying
portfolio of securities, often
AAA-rated government agency is-
sues.

A “white paper” by the Syn-
thetic GIC Working Group sug-
gesting potential regulatory ap-
proaches will be issued in Decem-
ber.

In anticipation of a regulatory
structure, the NAIC also is taking
other initiatives on GICs. One
working group, for example, will
design new information lines in
the statutory blank where stable
value product data can be re-
ported.

The reality is that stable value
products are now being sold, said
Mr. Willis.

Mr. Willis said the four major
concerns that must be addressed
in developing a model law are:

e The model law should address
and allow for differences in stable
value products.

The law “should be flexible
enough to accommodate new and
emerging non-traditional stable
value products,” said Mr. Willis.

Some of these products, he
noted, will also be regulated by the
Securities and Exchange Commis-
sion. But, it should be remembered
that life insurers already sell con-
tracts with insurance and invest-
ment components that are regu-
lated by different government en-
tities.

s The model law should quan-
tify risk-based capital criteria to
assure there are adequate reserves
to support the different GIC struc-
tures.

In the application of risk-based
capital standards, companies that
sell stable value products should
be required to comply with risk-
based capital requirements in the
same manner as other companies
that do not sell these kinds of
products, said Mr. Willis.

e The assets and/or asset man-
agement characteristics of stable
value products should - also be
taken into account, said Mr, Willis.

The model law should recognize
that some stable value assets are
not owned by the insurance com-
pany, explained Mr. Willis. The
different configurations that allow
for the holding of plan assets need
to be recognized.

e Disclosure of risk to beneficia-
ries must also be taken into ac-
count, said Mr. Willis.

The model law should estimate
the “parameters for disclosure of
potential financial risk” to benefi-
ciaries, he said. It should be recog-
nized that while a significant
amount of this product will be sold
to more sophisticated corporate
buyers, these buyers’ experience
varies from company to company.

While these are the major issues,
there are other important concerns
that need to be addressed as well,
said Mr. Willis. These include:
Should the purchase of stable
value products be covered by
guaranty funds? And if the stable
value products are sold as separate
account products, should the plan
be treated as an annuity holder or
general creditor?
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Confed rehab tricky, liquidator says

By JUDY GREENWALD

WASHINGTON—The ultimate
outcome of the Confederation Life
[nsurance Co. rehabilitation in the
United States, including the fate
of its $2.2 billion in guaranteed
investment contracts, has still not
been determined, -says Victor M.

Palmieri, who is overseeing the

rehabilitation of Confed’s U.S.
operations.

But putting the company’s U.S.
operations under the aegis-of its

Toronto-based liquidator may not

be the best approach, he-adds.

Mr. Palmieri, who has been ap-
pointed special deputy liquidator
of Confed by the insurance de-

partment in Michigan, Confed’s’
entrypoint, into the U.S. market,

said one of the unresolved issues
in the rehabilitation is $600 mil-
lion that was sent from the United
States to Canada in exchange for
intercompany investors notes. .
Mr. Palmieri, who had directed
the three-year rehabilitation of
Mutual Benefit Life Insurance
Co., spoke last month at the 1994
GIC/Stable Value Assn. National
Forum in Washington. Business
Insurance was a sponsor of the
conference, which was run by In-
ternational Business Forum.
Canada’s Superintendent of Fi-
nancial Institutions took over
Confed and its Confederation
Trust Co. unit in August’ amid
concerns that losses in its real es-
tate and mortgage portfolio-dam-
aged its liquidity (BI, Aug. 22).

Later that month, a , U.S. unit of
Great-West Life Assurance Co. of
Canada said it would assume most
of the insurer’s U.S. group life and
health insurance business (BI,
Aug. 29). The Manufacturers Life

Insurance Co. subsequently said it -

would acquire the insurer’s Cana-
dian group insurance business as
well (BI, Sept. 5).

Mr. Palmieri noted three juris-
dictions are involved in the
Confed rehabilitation—Canada,

Michigan and Georgia, which is
the headquarters of Confedera-

tion Life & Annuity Co.

But despite this apparent com-
plexity, “I think that interna-
tional issues of regulatory juris-
diction are not our biggest prob-

lem here,” he said. While there are ‘

important legal questions to be
answered, the interface between
the three regulatory agencies is
not at “the top of our problem list.

- by any means,” said Mr. Palmieri,

who said good relationships have
been established between the
three jurisdictions.

Mr. Palmieri also discussed the
differences between Confed and
Mutual Benefit, which was also
active in the GIC market. Mr,
Palmieri said while real estate in-
vestments were a factor in the
problems of both companies,
Confed’s underwriting was a
“good deal better” than Mutual
Benefit’s.

“Mutual Benefit’s underwntmg

was a disaster, a real disaster, and -

did much to shape the plan that

had to be- put in . place At
Confed, .
writi‘n"g' was much better,”
Mr. Palmieri.

‘Furthermore, three years ago
the real estate market was in “far
more drastic shape than it is to-
day,” he added. g

“We are working very hard to
stabilize management and the
workforce’” at Confed, in-the
United States, said Mr. Palmieri,
who noted he is working with life
insurance and GIC pdlicyholder

groups.

said

“In the end, we do have to have
a capable workforce” to adminis-
ter a plan, he said. “You need peo-
ple to work hard.”

The company’s employees are
““‘as thoroughly demoralized as it

“the quahty ‘of under- "

is possible to be,” said Mr. Palmi-

eri, adding he has still not been
able to give the workforce the
kinds of answers he would like to
be able to give.

Still, Mr. Palmieri added that he
has had considerable experience
working with a workforce under
these conditions and said, “We are

getting there.”
One possible approach to han-

' dling Confed’s U.S. business is to

have a single Canadian proceed-
ing, in which responsibility would
rest with the Toronto-based liqui-
dator for administering the com-
pany for the benefit of all policy-
holders.

" “On the face of it this looks
like a good idea because people
will look at the company’s finan-
cial statement blank at year end
and see surplus and unsecured

- debt,” said Mr. Palmieri. “In fact,

it’s problematic for a number of
reasons.” -

One is *these are uncharted wa-
ters,” said Mr, Palmieri. There has
never been a Canadian life insur-

.ance company liguidated that has

the scale and compleéxity of
Confed Life.

Canada’s Winding-Up Act, un-
der which the liguidation would
proceed, to date has primarily
been applied to small property/ca-
sualty companies, he said. There-

fore, many of the complications .
_involving liquidation of a major

life company are unknown to Ca-
nadian regulators.

One of these is the status of its
GIC business. There is certain to
be a “determined challenge” from
Confed’s major institutional cred-

itors on the status of GIC policy-

holders, said Mr. Palmieri.

Mr. Palmieri‘said he is confi-
dent these creditors will challenge
GIC holders’ position in court to
get a higher priority in the settle-

/ .

‘ment of Confed’s liabilities, and
“you know what that means,in
terms-of the time line of liquida-
tion,” he warned.

Another comphcatmn is that the
Canadian liquidation could take

. three to five years. Normally, said

Mr. Palmieri, U.S. guaranty funds
are activated by a U.S. liquida-

. tion. It “remains to be seen” how

a Canadian liquidation would ac-
tivate U.S. guaranty fund pay-
outs.

There is also the question of dif-
ferent benefit payments and pro-
tocols with regard to U.S. and Ca-
nadian policy and contract hold-
ers, said Mr. Palmieri,

Pointing to the issues that must
be addressed, Mr. Palmieri said
dryly, “This is a new welfare sys-
tem for the Canadian bar.” ‘

Mr, Palmieri said he would like
to find “the most effective way to
secure the rights of all policyhold-

‘ers—Canadian and U.S.—fairly

and equitably in the shortest time
possible.”
To accomplish that goal, Mr.

‘Palmieri suggested asking other

insurers to assume Confed’s lia-
bilities.

Rather than split up the assets,
which would create technical
problems insurers could manage
them in a pool, he said.

Insurers would indicate in their
financial statements: that they
would get their share of the assets
when and if there is a sustainable
rise in the real estate market, said
Mr. Palmieri. El
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Lilly
Continued from page 2
portedly pushed for such restric-
tions on the Lilly-PCS merger as
requiring Scottsdale, Ariz.-based
PCS to give clients access to an
open list of drugs rather than us-
ing formularies, which could be
used to push Lilly products.

The FTC also is said to want to
somehow “blindfold” Lilly from
learning the prices at which com-
petitors would sell drugs through
PCS, and to obtain a conserit or-
der that would give the FTC the

right of prior approval over any

future Lilly mergers.

While a spokesman for India-
napolis-based Lilly confirmed the
company is in negotiations with
the FTC, he would not comment
on  published reports that an
agreement had been reached, nor
would he confirm the specifics of
the FTC’s concerns.

“We're still having dialogue
with the FTC on a daily basis.
We're still negotiating things,” he
said. “We're still in the mode of
irying to bring a final resolution
Lo the process.”

The spokesman said Lilly
wasn’t surprised . by the FTC’s
concerns. “We have been antici-
pating some of these things.”

Lilly has extended the FTC
waiting period on the PCS deal to
Nov. 3 and its deadline with PCS's
parent, McKesson Corp., to Nov.
7. “If we need to, we will extend
that again,” the Lxlly spokesman
said,

While the FTC dldn t block ear-

ier deals, it could be that as the

move toward drugmakers acquir-
ng pharmacy benefit managers
vecame a trend, the federal regu-
lators came to see such relation-
ships as' “the fox guarding ‘the
chickens,” said David W. Stewart,
orofessor of marketing at the Uni-
versity of . Southern California
School of Business Administra-
Hon in [.oc Ancgelac

doesn’t really help you,’

“The.issue here is whether this
is going to create a restraint of
trade that harms the consumer,”
Mr. Stewart said. In looking at the
Lilly-PCS deal, federal regulatory
authorities now appear to be ask-
ing, “Is it possible for someone to
make recommendations regarding
economic and efficacious medica-

tion and simultaneously make and-
sell product?”

It’s not uncommon for federal
regulators to see a deal as poten-
tially anti-competitive even after
permitting similar deals to occur,
experts say.

“The first one of these that oc-
curs may not be perceived as a

. problem,” Mr. Stewart said. “But

if it becomes perceived that.this is
going to be the normal course in

the industry, then it may become a
problem.”

“The FTC is basically looking at
the structure of the industry and
asking if the transaction before
them is likely to reduce competi-

" tion and cause harm,” the Univer-

sity of Chicago’s Mr. Landes said.

Even though earlier deals
weren’t seen’ as anti-competitive,
it could be that their occurrence
changed the structure of the in-
dustry so that now such mergers
are viewed as potentially harmful
to consumers, he said.

“The fact that competitors have
been able to merge before you
Mr.
Landes said. ‘
. “It could -cut the other way
around,” he noted. The FTC could

block a transaction as anti-com-

natitive then allow a3 cimilar

merger later if changes in that in-
dustry had increased competition
since the first deal was reviewed.
FTC officials would not com-
ment on the status of the Lilly-

PCS merger or even confirm that -

commission staff members are ex- -

amining the deal. An FTC spokes-
woman did allow, however, “We
lock at everything individually.”
It is possible that a merger
might be approved only to have
new facts come to light in the re-
view of a subsequent transaction
that cause the commission to re-
visit its thinking on that earlier
merger, the spokeswoman said. -
The Lilly spokesman said the
~drugmaker remains optimistic
that it-will close the PCS deal. As
for competitors merging with
‘pharmacy benefit managers with-
out the restrictions Lilly appar-
ently now faces, the spokesman
said that for now the company is
“only concerned about Lilly.”
“Right now, we're focused on

what we're going through. What's .

“happened with other compa-
nies—as far as we're concerned,
-what’s been done’s been done.”
. If Lilly does intend to complete
the PCS merger, reaching agree-
ment with the FTC is probably the
only option. A court challenge of
FTC action on a proposed merger
usually isn’t an option companies
embrace, said Mr. Landes of the
University of Chicago.

“There, you're talking about a
fairly long time before you're able
to complete the merger so then it’s
usually dead,” he said. “Most par-

ties hope they don’t wind up in

court and they reach some kind of
accommodation with the FTC or
the Department of Justice.”
Ironically, some suggest, if the
current trend of pharmaceutical
companies acquiring pharmacy
benefit mangers does continue,
the long-term effect could be mar-
ket demand for independent phar-
macy benefit managers, who can

use their lack of ties to any drug-
ranlrar ne g ealling naime [ R |

Defection

that matter was re]ected by Judge
Ira Gammerman.

Mé&M had sought a temporary -
restraining .order against Minet.,

But that request was effectively
rendered moot before a hearing
when Minet agreed to let M&M
representatives look at all materi-
als that were ‘taken by the four
former employees and take back

" whatever M&M believes is its

property, a lawyer for M&M said.
Named in the lawsuit are: Mi-

net, the U.S: unit of London-

based Minet Group P.L.C.; and

Jennifer McElroy, Eric Andersen .

Cathy Cummins and Paul Kim, all
former employees in M&M'’s fi-
nancial and professional services

insurance division in New York,

which procures D&O insurance

. forlarge corporations. .
*  The suit alleges that before the

four resigned on Oct. 12, they “ei-
ther: individually or collectively,
systematically removed approxi-
mately eight to 10 file cabinets of
documents containing confiden-
tial information about plaintiff’s
business and clients: They also re-

. moved computer diskettes con-

taining information from a sepa-
rate computer system.”

M&M alleges that Ms. McElroy,
while still acting as a managing
director of M&M’s financial and

professional services division,

“went so far as to have thousands
of pages of documents belonging
to M&M sent to her home, utiliz-
ing messenger services that she
charged to M&M.”

Furthermore, the complaint
states that one or more of the de-
fendants started contacting M&M
clients wlnle still employed at the
brokerage *
suade them to do busindss with
defendant Minet Inc. and not
plaintiff.”

Mitchell Auslander, of New
Yarls lawur fivmn Wil ia Tane 8. Hal .

" Cummins or Messrs.

‘in an effort to per- .

lagher, which is representing
M&M in the case, declined to
comment on the suit or whether

- M&M will withdraw the com-

plaint now that it has been per-
mitted by Minet to peruse
whatever information was taken
by the defendants and take back
what M&M believes it owns.

Melvin A. Brosterman of
Stroock & Stroock & Lavan in
New York, which represents Mi-
net, said there was absolutely
nothing proprietary or confiden-
tial taken by Ms. McElroy, Ms.
Andersen
and Kim.

“Over time, people collect all
sorts of things at their job. Most of
what these people took was gar-
bage and articles and dusty mate-
rials of little importance. We told
M&M to come to our offices and
look at it all. If they believed
something was theirs, they could
have it,” said Mr. Brosterman.

A Minet spokeswoman, mean-
while, said M&M has no legal
grounds for its assertions and de-

- nied the allegations. “Allegations

are just that, allegations,” she
said. “They're just trying to stifle
competition and they're also seek-
ing to create a chilling effect
among current employees so they
won't -leave. -These individuals
were under no contractual con-
straints.”

The spokeswoman said it is Mi-
net’s hope that “M&M will see the
light and withdraw this com-
plaint. If not, we will vigorously
defend ourselves.”

This suit is only one example of
how major brokerages, under
pressure to attract and retain
large accounts, are going to court
when employees or clients switch
to rival firms. In a noted case ear-
lier this year, Willis .Corroon
Group P.L.C. sued Rollins Hudig
Hall Group Inc. after about 50
employees and four key execu-
tives defected to RHH from Willis

Corroon’s construction division
(RT Tune 297) | 21 |
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Satisfaction

Continued from page 1

than we did,” she said. “It's ex-
tremely important to measure em-
ployee satisfaction so we can
work on changing it. We, and
most large and mid-sized employ-
ers, want to send the message that
we are truly committed to quality
health care. We also want to
spend money more wisely,” Ms.
Darling said.

But these types of surveys aren’t
just about cost containment, Ms.
Darling said. “They ask what is
working and what isn’t.”

The employers involved in the
Chicago Health Plan Value Pro-
ject expect their survey to find
that out.

“We all realize there is an op-
portunity to influence health care
delivery in terms of cost, quality
and access if you get a sense of
how the key players—especially
employees who are the ultimate
beneficiaries of care—view health
care and rate the health care they
are getting,” said Paul Knuti, se-
nior vp of human resources at
First Chicago Corp., a sponsor of
the Chicago Health Plan Value
Project.

“We are very confident we will
end up with a statistically valid
sample of the health plans in Chi-
cago,” he noted.

But some benefits experts warn
against viewing corporate-spon-
sored employee satisfaction sur-
veys as the definitive tool for mea-
suring plan performance.

“I think that people often look
at these activities as alternatives,
but they are meant to be comple-
mentary” to existing health care
survey tools and measures, said

Digital and GTE survey did.

The Chicago area survey will
also ask employees some new
questions, including how they
view their relationship with their
primary care physician and what
they expect from their health care
plans.

The corporate sponsors of the
survey project include some
rather heavy hitters: Ameritech;
Andrew Corp.; Bank of America;
First Chicago Corp.; Kraft Gen-
eral Foods Inc.; Marriott Interna-
tional Inc.; Navistar International
Corp.; Northern Trust Co.; Quaker
Oats Co.; Sears, Roebuck & Co.;
United Airlines Inc.; and
Whitman Corp.

Collectively, those employers
spend more than $200 million an-
nually on health care in Chicago
and have more than 76,000 em-
ployees in managed care plans in
the Chicago area.

One of things that attracted the
group to the Health Institute’s
survey is that it provides a stan-
dardized way to measure em-
ployee satisfaction, said Mr. Knuti
of First Chicago.

But, more importantly, the in-
strument measures the health
burdens of employees in different
health plans. That analysis will
help employers determine how
people with different health prob-
lems view their health plans.

For example, based on findings
in the Xerox, GTE and Digital
survey, it became clear that peo-
ple with chronic conditions are
more dissatisfied  than healthier
people with their health plans.
That kind of insight may sound
simplistic, but it gives employers
and health plans a great way to
measure the quality of services
provided.

‘We will provide an employer satisfaction survey
that will parallel what’s important to employees,
but also what’s important to employers, like
whether a health plan has a proactive account
manager,’ says Hewitt’s Mindy Kairey.

Alan Peres, manager of benefits
planning for Ameritech Corp.

Tools such as the National Com-
mittee for Quality Assurance’s
Health Plan Employer Data and
Information Set are in their in-
tancy, though they will have much
to offer in the future.

“I hope employers don't aban-
don the interest they have in HE-
DIS,” said Kevin Gulino, senior
manager with Ernst & Young
L.L.P. in Boston. “You have to put
it in the proper context. It's in the
embryonic stage, but it's evolv-
ing.”

The employers involved in the
Chicago project understand that
and many already require their
health plans to submit data for
standardized quality assessment
surveys, like HEDIS.

But few employers have found a
survey instrument that tracks how
well health plans are performing
in the eyes of the people getting
health care services—the patients.

Beginning in November, the
Health Institute of Boston will
distribute employee satisfaction
surveys to thousands of employees
of 12 corporations, asking roughly
140 questions about the care they
receive from their managed health
care plans. The study will not ex-
amine indemnity plans, but will
focus on health maintenance,
point-of-service and preferred
provider plans.

The survey will provide baseline
data on employees’ perception of
health plan quality, accessibility
and cost, much like the Xerox,

“You can use such data in sev-
eral ways,"” explained Xerox's Ms.
Darling. “For example, if you are
looking at two different health
plans and the level of satisfaction
differs, it may be because one has
sicker patients. When you adjust
for that, there actually may be no
difference in satisfaction between
the plans.”

In addition, assessing the actual
health burden carried by individ-
ual health plans will help employ-
ers objectively measure the valid-
ity of health plan pricing.

“If you are around long enough,
it seems everyone says, ‘My results
are bad because I have sicker peo-
ple.” Well, it seems all plans have
sicker people,” Mr. Peres said.
The findings of this survey will
help alleviate second-guessing, he
noted.

Another factor that sets this
study apart from the one con-
ducted by Xerox, Digital and GTE
is the level of involvement and co-
operation from the health plans
under scrutiny.

The seven sponsors of the 14
health plans to be studied agreed
to help fund the project and will
be given a chance to have some in-
put on some of the questions that
will be asked.

In addition, they will survey a
cross-section of their nearly 1 mil-
lion enrollees in managed care
plans. With the 60% response rate
promised by the Health Institute,
the project stands to yield a statis-
tically significant sampling.

The 14 health plans to be stud-

ied are marketed by some big
names in health care: Aetna
Health Plans of Illinois; CIGNA
HealthCare; EPIQual/Community
Care Network; Humana Health
Plan Inc.; HMO Illinois, sponsored
by Blue Cross & Blue Shield of I1-
linois; United HealthCare of Illi-
nois Inc.; and Rush-Prudential
Health Plans.

Employers involved in the pro-
ject are heralding the health
plans’ cooperation.

“Chicago is one of the toughest
markets to crack. I've knocked my
head against a concrete wall” for
years, trying to get local health
care providers to cooperate in em-
ployer efforts to achieve value-
based purchasing, said Robert
Penzkover, director of employee

benefits for Quaker Oats in Chi- -

cago.

“What has changed is (provid-
ers) now understand that if they
are going to be a big player in
Chicago, they will succeed by giv-
ing customers what they want,”
Mr. Penzkover said.

Meanwhile, Hewitt's involve-
ment in the project brings an
added dimension to the survey.

By collecting and analyzing fi-
nancial and operational statistics
on area health plans, employers
will be able to make comparisons
based on the things they find im-
portant in purchasing health care.

“We will provide an employer
satisfaction survey that will par-
allel what's important to employ-
ees, but also what's important to
employers, like whether a health
plan has a proactive account man-
ager,” explained Mindy Kairey, a
Hewitt consultant in Lincoln-
shire, I11.

Much of the information Hewitt
will collect is typical of the data it
gathers when it sends out a re-
quest for proposal, so most health
plans will be accustomed to pro-
viding the consultant with what it
needs, she said.

Plan information gathered by
Hewitt will fall under major
headings that parallel the em-
ployee satisfaction survey head-
ings, such as Access, Quality As-
surance, Financial and Appropri-
ateness of Care.

Hewitt is also contributing ma-
jor funds to the project.

“Some people believe this com-
bination of players—the big em-
ployers, Hewitt and the health
plans—will end up changing the
health care market for the better,”
Mr. Knuti said.

“It is clear that when you have
employers sitting down with
seven major health plan sponsors
and you've given them a perspec-
tive of what employees think and
what employers think, the health
plans will be in a better position
to evaluate their performance,” he
said.

The employers and health plans
also hope the survey results in
wider use of managed health care
plans.

HMO penetration in Chicago is
much lower than in other metro-
politan areas, remarked Quaker
Oat's Mr. Penzkover.

For example, only 9% of eligible
employees at Quaker Oats are en-
rolled in HMOs. Nationwide, the
percentage of eligible employees
enrolled in HMOs is about 20% on
average.

The reasons for low participa-
tion arent clear, but employers
are hoping the survey results give
them some statistically valid and
objective evidence to help them
sell their employees on managed
care.

The results are due out in May.
The group has yet to decide how it
is going to disseminate the infor-
mation to other employers and the
public.

Updates

Trouble for Massachusetts law

BOSTON—The Massachusetts “play or pay” law that requires em-
ployers to pay a hefty tax if they don't offer health plans and pay
part of employee premiums could be further delayed or even re-
pealed.

Under that law, passed in 1988 but delayed until Jan. 1, 1995, em-
ployers face a medical security tax of up to $1,680 per employee.

But employers can offset the tax by money spent on health plans,
meaning employers that spend more than $1,680 per employee annu-
ally would be exempt from the tax.

Because group health care expenses now average nearly $4,000 per
employee, the impact of the law would be largely limited to employ-
ers not offering health care benefits.

Legislators are considering several bills to further delay or repeal
the law, which attracted national attention when it was enacted in
1988.

Separate proposals have been introduced in the Legislature that
would: delay the law until Jan. 1, 1996; delay it until Jan. 1, 1998;
and repeal it. Gov. William Weld favors repeal.

Legislative staffers say the law will almost certainly be delayed or
repealed by the end of the year.

D&O cover in shareholder suit

CHICAGO—Directors and officers liability insurers for Informa-
tion Resources Inc. will pay $7.25 million of a proposed $12.5 million
settlement of a shareholder class-action lawsuit.

The suit, which accuses the company of insider trading and mis-
representation of its financial prospects, was filed in federal court in
Chicago after a sharp drop in the company’s stock price earlier this
year.

Chubb Corp. and National Union Fire Insurance Co. of Pittsburgh,
Pa,, a unit of American International Group Inc., are the insurers,
said Dan Knight, vp-treasury operations for Information Resources.

Information Resources, a marketing information and software ser-
vices company, will pay the balance in either cash or stock under the
agreement, which must still be approved by the court,

NewCo becomes Equitas Ltd.

LONDON—Lloyd’s of London's proposed runoff reinsurer finally
has a name: Equitas Ltd., from the Latin “aequitas,” meaning fair or
reasonable,

Lloyd's Chief Executive Peter Middleton headed a team that chose
the name, based on a suggestion of “United Equity” by Dayrell Gall-
wey of Tramore, Ireland, from more than 800 submitted ideas.

The ideas for a name ranged from the ridiculous—"“Heidi-Ho Co.,”
for project director Heidi Hutter—to the sublime—"Limejuice” after
Lloyd’s address on Lime Street, or “Lemon Re.”

Separately, the Equitas timetable was revised so there will be no
official estimates of reserving needs this year. The project team had
said that reserve estimates would be published by the end of this
year as a sort of dress rehearsal (BI, Aug. 29).

Equitas said that it plans to publish by the end of this year details
of the company's expected operation structure, “quantifying—wher-
ever possible—the savings achievable over the current Lloyd's struc-
ture.”

Briefly noted

Lloyd's of London broker Indemnity Insurance Services Ltd. and
investment bank Samuel Montagu & Co. Ltd. hope to raise 20 mil-
lion pounds ($32.8 million) among institutional investors for Euclid-
ian P.L.C, a new Lloyd’s investment trust. Euclidian already has se-
cured 28 million pounds ($45.9 million) from Centre Reinsurance
(Berrnuda) Ltd. .. .Pan American World Airways Inc. will pay the
Pension Benefit Guaranty Corp. $115 million under a settlement ap-
proved last week by a U.S. Bankruptey Court judge in New York.
The PBGC, though, must pay approximately $700 million in guaran-
teed benefits to 37,000 participants in terminated underfunded Pan
Am plans (BI, Oct. 10). . . .Only halfway through its 1994 policy year,
the United Kingdom Mutual Steam Ship Assurance Assn. (Bermuda)
Ltd., the world’s largest marine mutual, is maintaining its supple-
mentary call of 40% on members' annual levies, saying there are
“early indications that claims will be higher than in 1993"....Dr.
Michael A. Stocker, who had been president of CIGNA Healthplans,
tomorrow will become president and chief executive officer of Em-
pire Blue Cross & Blue Shield in New York. Dr. Stocker replaces G.
Robert O'Brien, an early proponent of managed care, who resigned
in August after only a year on the job. .. .An interstate compact pro-
posal on receiverships of insolvent multistate insurers, which was
developed by subgroups of the National Assn. of Insurance Commis-
sioners and the National Conference of Insurance Legislators, will be
discussed Nov. 14 at a public hearing in New York City. .. .Utah em-
ployers are expected to save $15 million to $18 million next year af-
ter the state insurance department announced a workers compensa-
tion rate decrease of 8.2%....Moody’s Investors Service Inc. has
downgraded the insurance financial strength ratings of Continental
Corp.'s property/casualty subsidiaries to Baal from A3, despite the
company’s recent announcement of a $200 million capital infusion
and its naming of a new chairman and chief executive officer, Rich-
ard M. Haverland (BI, Oct. 17). A Moody's senior analyst, Anna B.
Iacucci, said the rating agency is concerned about Continental's
plans to focus on competitive specialty lines, as well as its ability to
manage its expense base as it seeks to decrease premium vol-
ume. . . .20th Century Industries announced that James O. Curley re-
signed as president and as a member of the board of directors. Mr.
Curley’s duties will be assumed by Chief Executive Officer Neil H.
Ashley and William L. Mellick, executive vp/chief operating officer.
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Pipeline
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A leading London market broker said the
London energy market is not overly concerned
about the damaged line, because there does not
appear to be much physical damage or any loss
of life. However, it is too early to estimate the
business interruption loss, he added.

The larger of the two lines will not reopen
until permanent repairs are done, said Bill
Copenhaver, senior manager of transportation
services for Colonial Pipeline Co. in Atlanta.

The company is still assessing damage and
gathering bids for the repair work, which ex-
perts say could take several weeks. Flooding
has created another channel near the site of the
breach, forcing pipeline officials to work from
an island with no road access, Mr. Copenhaver
said.

“We felt that because there are other lines in
the area, we can temporarily get full demand
out of Houston,” he said.

Seventy-five miles of the pipeline are closed,
from Houston to Beaumont. Late last week, the
pipeline was operating at 70% of its previous
capacity, and it was expected to return to near
normal with the opening of Line 2 today,

Line 2, which is 36 inches in diameter and
typically carries oil, fuel oil, kerosene oil and
diesel fuel, will carry gasoline for several days
to reduce the backlog that has built up since
flood waters breached the pipeline Oct. 20.

Line 1, at 40 inches in diameter, has a capac-
ity of more than 1 million barrels per day,
while Line 2 can carry about 900,000 barrels.

Colonial Pipeline would not release damage
estimates or details of its insurance coverage.

Oil Insurance Litd,, a Bermuda-based captive
owned by 48 oil companies, does not write
business interruption coverage, so no claims are
expected from members that had to scale back
operations or couldn’t deliver their product be-
cause of the pipeline break or the flooding, said
Doug Kline, senior vp of OIL.

Colonial is owned by Amoco Pipeline Co,,
ARCO Pipe Line Co., CITGO Pipe Line Co.,
Conoco Inc., Koch Industries Ine., Marathon Oil
Co., Mobil Pipe Line Co., Phillips Pipe Line
Co., Texaco Inc.'s Trade and Transportation Di-
vision and Unocal Corp.

The two Colonial pipelines are the largest af-
fected, but 19 others—including four intrastate
ines—remained closed late last week.

The pipelines range in size from eight to 28
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inches and carry crude oil, hydrogen, gasoline,
nitrogen, oxygen, natural gas and fuel mixes.
They are owned by Exxon Corp., CITGO, Ex-
plorer Pipeline Co., Texaco, Chevron Pipe Line
Co., Channel Industries Inc., Marathon, Valero
Energy Corp., Phillips Petroleum Co., Houston
Lighting & Power Co., Amoco and Enerfin.

At least 13 other pipelines had restarted or
been approved for operations a week after the
flood.

The Property Claim Services division of the
American Insurance Services Group Inc. has is-
sued a preliminary loss estimate of $175 million
from the flooding, wind and hail in Texas. The
estimate does not include the Colonial pipeline,
and PCS is still evaluating whether to treat
that as a separate catastrophe.

To be designated a catastrophe, an event
must generate at least $5 million in insured
property claims.

“Companies like Amoco and Chevron are to-
tally self-insured or have a very high self-in-
sured retention,” said Harvey Michaels, a risk
management consultant with Deloitte & Tou-
che in Houston, “Some of these companies
have $50 million (retentions). How much of this
will flow to the insurance industry is question-
able.”

An Amoco chemical plant on Cedar Bayou
was flooded on Oct. 18 and is expected to re-
open early this week, a spokesman for the Chi-
cago-based company said. Power had not yet
been restored to the plant. However, another
plant was operating and maintaining normal
supply to Amoco's customers,

A nearby Chevron Chemical Co. plant was
also flooded and remained closed last week.
The outage affected more than 50% of Chev-
ron’s ethylene and polyethylene production ca-
pacity.

Amoco reduced operations at its Texas City
refinery by 100,000 barrels to 340,000 barrels
daily due to the break in the Colonial Pipeline,
The company was storing its output of gasoline
and diesel fuel and transporting it via barge to
other points in the pipeline.

Operations at Shell Oil Co.’s Deer Park refin-
ery have returned to normal despite its depen-
dence on the Colonial Pipeline. Solvents are the
only product not being distributed due to high
waters in the shipping channel.

Highways—as well as shipping ways and
pipelines—were also affected by the flooding.
The eastbound bridge of Interstate 10 between
Houston and Beaumont was battered by heavy
debris floating down the San Jacinto River, ac-
cording to a spokesman for the Texas Depart-
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ment of Transportation. .

The bridge was scheduled for reconstruction
in March 1995, but the project has been has
been moved up to November because of the
flood damage. The project will last from 12 to
18 months and will cost $5.1 million. Neither
the flooding nor the accelerated schedule will
increase the cost, the spokesman said. “It may
cost less. There's less to tear down.”

Eastbound traffic will be shifted to the west-
bound bridge, but two lanes will be maintained
in both directions.

That will still cause serious traffic delays,
predicted Paul Clark, manager of the risk man-
agement division for the city of Houston.

“Eighteen-wheelers will be lined up waiting
to get through,” he said. “Normally, it's wall-
to-wall trucks in both lanes in both directions.”

The city suffered very little damage in the
flooding. An assessment of one sewage treat-
ment plant is being completed.

The Houston Independent School District
suffered between $100,000 and $150,000 in
damage at one school that took in about three
inches of water, said Brad Bailey, director of
risk management.

Carpet was replaced and asbestos tiles re-
paired over the weekend after the flood, and
the school reopened last Monday. Dehumidify-
ing the building was expected to continue into
this week, he said.

Seven to more than 30 inches of rain fell on
the southeastern part of Texas, according to
PCS. Houston received 14 inches and College
Station nearly two feet. Rain and winds also
caused damage in Dallas and Fort Worth.

Insurers expect about 46,500 claims from the
catastrophe, PCS said.

State Farm Insurance Co. estimates it will
get 12,500 claims, generating payments in ex-
cess of $17.5 million, for wind and water dam-
age to property and automobiles. In addition,
the insurer expects to process 4,000 National
Flood Insurance Program claims.

Farmers Insurance Group, the second-largest
personal lines insurer in Texas, estimated that
the 9,000 claims it received so far will total be-
tween $10 million and $12 million. The insurer
said it could receive as many as 15,000 claims
from the flood.

Allstate Insurance Co. expects 6,000 claims.

The National Flood Insurance Program has
nearly 160,000 policies in force in the area and
has received 4,600 claims.

L ]
Adrian Ladbury and Crain News Service con-
tributed to this story.
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Insurance stocks rose last week, as the
Business Insurance Index gained 16.1 points
to 1,002.3 Oct. 28 from 984.2 on Oct. 21. Ad-
vancing issues for the week were led by: EMC
Insurance Group Inc., up 16.2%; Titan Hold-
ings Inc., up 10.5%; and Humana Inc., up 8.2%.
Declining issues for the week followed: Home
Holdings Inc., down 9.1%; Torchmark Corp.,
down 9.0%; and Acceptance Insurance Cos.,
down 7.7%. The most active issue was U.S.
Healthcare, 6.5 million shares traded. The B/
Index rose 1.8%; the Dow Jones 30 Industrials
rose 1.0%; the NYSE Composite gained 1.5%;
and the Standard & Poor’s 500 rose 1.9%.
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“In addition, they may well
have agreed to underwrite the
risks of an airline actively en-
gaged in narcotics importation;
without understatement, it is ob-
vious those risks are considerably
higher than those of a legitimate
airline,” Mr. Martin wrote.

Late last month, the U.S. De-
partment of Justice—through
Britain's Commissioners of Cus-
toms and Excise—attempted to
freeze hundreds of thousands of
dollars in airline insurance premi-
ums in London paid for by com-
panies allegedly owned and/or
controlled by Luis Carlos Her-
rera-Lizcano.

Mr. Herrera-Lizcano was extra-
dited from Colombia to Chicago
earlier this month and charged in
U.S. District Court in Chicago on
Oct. 17 with drug trafficking and
money laundering. Mr, Herrera-
Lizcano has pleaded not guilty.

Prosecutors allege that Mr. Her-
rera-Lizcano operated the “air
wing” of the Colombian drug car-
tel, using a fleet of 22 large cargo
aircraft to smuggle tons of cocaine
and marijuana worth billions of
dollars—much of which has been
seized—into the United States,
Canada and Central America dur-
ing the past 12 years. The planes,
which included Boeing 707s and
727s and McDonnell Douglas
DC-3s, are valued at about $22.2
million and were bought with
drug money, the federal authori-
ties charge.

The federal prosecutors in-
volved in “Operation Golden Jet"
also have indicted eight other de-
fendants and 17 air cargo corpo-
rations on charges of narcotics
importation conspiracy and
money laundering. These include:
AVIACO, also known as AVIA-
COL and Aviacion Colombiana
Ltda.; and AVESCA, also known
as Aerovias Especiales de Carga
Ltda., both of Bogota and alleg-
edly owned and operated by Mr.
Herrera-Lizcano.

According to U.S. Attorney
James B. Burns, ‘‘Operation
Golden Jet" represents the first
direct strike by U.S. prosecutors
against the Colombian air cargo
companies that service the Colom-
bian drug cartels.

In addition, on Sept. 30, the
U.K. Commissioners of Customs
and Excise filed an order in the
High Court of Justice in London
giving four Lloyd's of London
brokerages 28 days to account for
airline insurance premiums paid
through them after March 1 this
year to London-based underwrit-
ers for Mr. Herrera-Lizcano's air-
craft fleet.

The intent of the order is to
freeze and force the brokerages to
forfeit any of the aircraft insur-
ance premiums they may still
hold, say the prosecutors.

Failure to answer the order is
contempt of court, which is pun-
ishable by sequestration of each
of the brokers’ assets and impris-
onment.

Two of the named brokerag-
es—Leslie & Godwin Ltd., now a
part of Aon Corp.’s Nicholson Le-
slie Group, and Sedgwick Group
P.L.C.—would not comment on
the order. Another, Jardine Insur-
ance Brokers International Ltd.,
is giving the authorities the infor-
mation they requested, said Viv-
ian Wade, general counsel for Jar-
dine in London. “Our involvement
is peripheral,” she said.

The other named brokerage,
Manning Beard Ltd., has re-
sponded to Customs and Excise,
said Chairman John Manning. The
order only named one aircraft

whose coverage was placed
through Manning Beard—and
that information was incorrect,
said Mr. Manning. He says he has
told Customs and Excise that “we
have no connection with (the said
companies), we place no insurance
for them and we don’t do business
in Colombia.”

Manning Beard has a “tiny”
aviation account with very little
business in the region, said Mr.
Manning.

This is the first time the U.S.
government has gone after avia-
tion insurance premiums alleg-
edly paid out of drug proceeds
and to protect drug-related assets,
according to Mr. Martin, the assis-
tant U.S. attorney.

But likely won't be the last.

Mr. Martin urges aviation bro-
kers and underwriters to volun-
teer information about suspected
drug traffickers seeking coverage.

“The Drug Enforcement Admin-
istration in Operation Golden Jet
(and its progenitor program in
Phoenix, named Operation Emer-
ald Clipper) has over the years de-
veloped an extensive and expand-
ing database cataloging the Co-
lombian and Panamanian airlines
engaged in international narcotics
trafficking,” said Mr. Martin. “We
believe that if aircraft insurers
contact these DEA programs
when they are first approached to
underwrite Colombian and Pana-
manian airline risks, they can not
only aid law enforcement efforts
to stop the traffickers, but they
can also protect themselves from
writing unknown and extraordi-
nary risks.”

London brokers and underwrit-
ers—none of whom would speak
on the record—have mixed views
about the request to call in federal
agents.

One London aviation under-
writer asked for Mr. Martin's ad-
dress because the underwriter is
denying a South American hull
claim that he believes is drug-re-
lated.

A London aviation broker said
he stopped placing an aircraft
policy once after the DEA con-
tacted him and told him not to
place it.

However, the broker added,
“you can’t call the DEA every
time you get a phone call from Co-
lombia or Panama. You'd go mad.
Brokers are commercial animals,
don't forget.”

Another London broker said he
assumes that the local broker
based in the South or Latin Amer-
ican country has done his home-
work before seeking coverage in
the London market.

Brokers and underwriters add
that they have no intention of

contacting the DEA when Colom-
bia’s largest airline, Aerovias Na-
cionales de Colombia S.A., or
AVIANCA, renews its coverage
this autumn.

Mr. Martin admitted that there
has only been “limited” dialogue
with aviation insurance brokers
and underwriters so far. And he
suspects a lot of airline premiums
are being accepted with very little
investigation by the underwriters
about who the owners are.

But he urged the aviation insur-
ance community to redress this
situation, for commercial if not
moral reasons.

Although it might be more work
to contact the DEA, “if you accept
the money and we find out, we'll
come after it,” warned Mr. Mar-
tin. “Then you have to consider
(the cost of defense and losing the
premium) as the cost of doing
business."” | Bl |

Aviation market more selective

Steep rate hikes expected only for airlines with poor loss experience

BY STACY SHAPIRO

LONDON—Selective underwrit-
ing is the order of the day during
the autumn renewal season for the
world’s major airlines.

Airlines with good loss records
are flying through their current hull
and liability insurance renewals
with relative ease, since underwrit-
ers are offering them pretty good
deals. Premiums may be up slightly
from last year, but that is usually
because fleet values also have in-
creased.

On the other hand, airlines with
major losses in the past 18 months
are facing premiums of up to dou-
ble what they paid a year ago.

“Any airline with a bad record
will get hammered, and any airline
with a good record will get small
premium increases aligned with the
growth of the airline,” said Peter
Sweet, chairman and chief execu-
tive of Bowring Aviation Ltd.

“The airlines with problems are
getting heavy treatment, and those
that haven't had any problems are
getting very little increases,” agreed
Peter Butler, executive director of
Nicholson Leslie Aviation, a unit of
Aon Corp.

The airlines with good loss rec-
ords are getting some increases, but
this is being mitigated by profit
commissions that allow an airline
to receive some of the premium
back if the loss record remains good
next year, said Mr. Butler.

But the anticipated worldwide
airline insurance premium this year
is hardly going to pay for the losses
that have been incurred, warned
Geoffrey Hargreaves, director of
the aviation and aerospace division
of Johnson & Higgins Ltd.

Since Jan. 1, airline losses total
$1.5 billion, with about a 50-50
split between hull and liability
losses, said Paul Hayes, director of
Airclaims Ltd.

This includes the crash of USAir
Flight 427 in Pittsburgh last month,
killing all 132 people on board (BI,
Sept. 12). The liability reserve on
this crash alone is set at $375 mil-
lion.

The total also includes the hull
losses from an Oct. 25 Thai Airways
International P.L.C. accident in
Bangkok, in which a McDonnell
Douglas Md-11 ran into an Airbus
A300-B4 and both aircraft were
damaged. Mr. Hayes would not say
what the loss would be, but London
underwriters estimate the damage
could cost as much as $80 million.

Over the 12 months since Oct. 1,
1993, airline insurance losses have
totaled $2 billion, according to Mr.
Hayes. This includes attritional

losses—such as lost baggage or
burn claims—which are excluded
from the year-to-date estimate.

Airline underwriters have been
trying to boost 1994 premiums to
$2 billion from $1.4 billion last
year. But competition has heated
up again in the market due to in-
surers’ willingness to increase their
stake in it, so brokers and under-
writers do not believe this premium
boost will be achieved. They esti-
mate 1994 premiums will total be-
tween $1.65 billion and $1.75 bil-
lion.

The aviation market is in the
middle of the largest concentration
of airline hull and liability insur-
ance renewals during the year.
Since Oct. 1, at least 26 airlines
have renewed their programs, in-
cluding British Airways, United
Airlines Inc. and Trans World Air-
lines Inc.

On Tuesday, about 20 airlines
will renew, including Japan Air
Lines, Qantas Airways Ltd., Sin-
gapore Airlines Ltd. and the
KSSAF group of 50 European air-
lines, which has a fleet value of
$20.5 billion.

At least another 10 airlines renew
in December, including Air France,
American Airlines, Inc. and Delta
Air Lines Inc.

So far, as one London broker put
it, the “glitzy” airlines, like British
Airways and United, are getting
some rate reductions and/or profit
commissions, though their overall
premium is rising due to increased
fleet values and increased revenues
per passenger miles, both of which
are used to calculate the premium.

On average, premiums are up 7%
for these airlines,; mainly because
fleet values are growing, according
to one London underwriter,

But some airlines’ hull and liabil-
ity rates may be decreasing as
much as 20% even though they are
paying more in premiums, under-
writers note. For example, if the
value of a fleet increases by 15%,
but the rate decreases by 10%, the
hull premium will still be slightly
higher.

These hull and liability premium
hikes are far below levels in 1993,
when rate increases resulted in
most airlines paying between 60%
and 70% more in premiums during

autumn renewals (BI, Aug. 29).

Some aviation underwriters also
are offering profit commissions of
up to 10% of the airlines’ premiums
if there are no losses by the end of
the policy period, brokers say. So,
while premiums may be rising, air-
lines might get some of it returned
next year.

There are some exceptions to the
rule of this renewal season, how-
ever,

For example, U.S. domestic air-
lines are seeing liability rates in-
creasing about 7% to 10% follow-
ing the USAir loss and the huge in-
crease to $475 million from $90 mil-
lion on the liability loss reserve for
the 1988 explosion of Pan American
World Airways Inc’s Flight 103
over Lockerbie, Scotland (BI, Oct.
3; April 11; Feh. 21; Feb. 7).

“North American U.S. liability
rates are holding the line come
what may,” said one aviation bro-
ker. Even though there is some
pressure on U.S. hull rates, “there is
a stronger feeling now post-USAir

‘The perfume of the
premium is
overpowering the
odor of the risk,’ says
John Westcott.

that underwriters won't reduce
(U.S.) liability prices.”

Meanwhile, premiums are soaring
for some airlines, primarily those
that have suffered major losses in
the past few years. They include:

¢ Taiwan-based China Airlines
Ltd., which saw its hull and liabil-
ity premium increase roughly to
$50 million from $14 million, un-
derwriters say. The airline has had
two major crashes in the past year
with losses possibly totaling $415
million (BI, May 2).

e Mainland China's C.A.A.C.
—The Civil Aviation Administra-
tion of China—also saw premiums
increase roughly to $122.5 million
from $60 million.

Both airlines’ London coverage is
placed by Nicholson Leslie Avia-
tion, but Mr. Butler would not com-
ment on his clients.

Underwriters anticipate that the
five or six airlines that will have
hefty increases because of bad loss
records will bring in an additional
$250 million in premiums this year.

Despite this selective underwrit-
ing, however, aviation underwriters
are not happy.

“I'm disappointed, personally, be-

cause I think we were really under-
writing a year ago and now we're
being commercial again,” said a
U.S. aviation reinsurer. “The hard
market is gone.”

“In light of all the losses, I don't
know what direct underwriters are
doing giving rate reductions,”
added a London aviation reinsurer.

“The sort of (rate) increases the
sector needs on airlines is 25% on
existing terms, and we're not get-
ting it,” said Lloyd's of London avi-
ation underwriter John Westcott.
“There are only increases on air-
lines which have cost us dear-
ly. .. .The major loss accounts have
substantial increases. .. .but that
goes against the theory of insurance
(which is) that we spread the cost of
a few over the many.”

True, U.S. liability rates have in-
creased, but they need to increase
even more, added Mr. Westcott. The
market “needs a substantial in-
crease in dollars and it's not getting
it. Mainly it is staying at the level of
last year, but we're not achieving
the (premium amounts) of what un-
derwriters know U.S. liabilities are
costing them. The perfume of the
premium is overpowering the odor
of the risk.”

It isn’t new capacity that is caus-
ing the competition, Mr. Westcott
added, echoing other brokers and
underwriters. There are very few
new players, though Reliance Na-
tional Insurance Co. (U.K.) Ltd. has
opened an aviation insurance de-
partment in London headed by for-
mer Lloyd's underwriter Darren
Redhead.

But some players are increasing
their capital. For instance, Polygon
Insurance Co. Ltd.,, the Guernsey-
based captive insurer of the KSSAF
group, increased its capital by 10
million pounds to 50 million
pounds ($81.2 million).

And continental European rein-
surers are acting like direct insurers
and offering discounts from exist-
ing rates of up to 20%, said Mr.
Westcott, again echoing other peo-
ple in the market.

London underwriters say this in-
cludes Swiss Reinsurance Co.
which is offering a five-year long-
term reinsurance ‘‘agreement’’
through airlines’ captives, via local
insurers or through Swiss Re’s in-
surance affiliates (BI, May 23).

But Swiss Re isn’'t offering dis-
counts or profit commissions, said
Carol Franklin Engler, head of avi-
ation for Swiss Re in Zurich. Nev-
ertheless, Swiss Re’s approach has
attracted 13 choice airlines so far
and hopes to attract another two or
three by the end of the year, she
confirmed. | Bl |
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OUR INSURANCE AND FINANCIAL SKILLS SE CAR RENTAL FIRM
ON A FASTER ROUTE. While helping c multinational car rental firm manage its complex U.S. insurance needs, the
AIG Companies were asked to develop a cost-effective plan for coverage throughout Europe. Qur captive management experts showed tne
company a new direction. They established a seif-insured retention program and a claims-nanagement system for the firm, waile our
portfolio specialists in Lordon implemented a funds-mancgement plan for the multimillion-dollar captive. Excess coverage was
written by an AIG company, in Europe. The result was a comprehensive risk management program created without sacrificing either

effectiveness or continuity. And ancther demonstration of how the AIG Companies provide the definitive response to risk.
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