Update

Outhwaite to stop underwriting
due to low member support

LONDON—Lack of support from mem-
bers agencies will force Richard Outhwaite
to stop underwriting for troubled Lloyd’s of
London syndicate 317 next year, despite
strong support for him elsewhere in the
market.

R.HM. Outhwaite (Underwriting Agen-
cies) Ltd. announced last week that its syn-
dicates—317, 1047 and 1081—and its mem-
bers agency would be managed by
managing agent Barder & Marsh starting in
1993, subject to approval by Lloyd’s.

Continued on next page
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raise rates under the state’s use-
and-file system.

Louisiana’s insurance commntis-
sioner next month also will at-
tempt to place a moratorium on

all AIG rate requests and
*Wﬂ_investigate the insurer’s
£ past and current rating
practices. He also is
warning other insurers
that rate requests filed
under the state’s prior &p-

fo get price increases
care systems, four governors

now’ is galvanizing reg-
ulatory opposition to any
urged a Senate committee last
week.

rate hikes soon. y
With the health care erisis

worsening, states “can’t sit

back and wait for the cavalry
i arrive,” argued Florida
2 Gov. Lawton Chiles. Instead,
states should be allowed to try
‘their own programs, with
their experience guiding fed-
eral lawmakers,

“The states have a remark-
able opportunity to move
ahead,”” Vermont Gov.
Howard Dean told the Senate
Finance Committee,

Govs. Chiles and Dean—
along with South Dakota Gov.
George Mikelson and Colo-
rado Gov. Roy Romer-—spoke

in favor of S. 3180, the State .

Health Care Act of 1992.
Introduced by Sens. David
Pryor, D-Ark., and Patrick
Leahy, D-Vt., the bill would
set up a federal commission to
Continued on page 4

U.S. Army troops are helping to clean up and rebuild in the aftermath of
Hurricane Andrew. This bulidozer is clearing debris in Homestead, Fla.

AP/Wide World Photo

The Florida Insurance Depart-
ment has frozen action on any
AIG rate requests and is asking
other insurers to consult with the
department before attempting to

proval system will now be espe-

cially serutinized.
“The fact that anyone would
try to take advantage of victims
Continued on page 37

Product liability reform bill killed

But backers point to shrinking margin of opposition

By MARK A. HOFMANN

WASHINGTON—Supporters of a uniform
federal product liability bill say last week’s
Senate vote to quash the legislation won't
stop them from pushing for reform next year.

“Our commitment to this remains strong.
We're not going away, We're going to be back
next year,” said James A. Anderson Jr., senior
director-government relations for the Na-
tional Assn, of Wholesaler-Distributors in
Washington. NAW serves as executive secre-
tariat of The Product Liability Alliance, a
business-backed group supporting a uniform
federal product liability code.

“I think the supporters will gather together

and assess their strengths and weaknesses
and try again,” said Tom O’'Day, associate
vp-federal affairs in the Washington office of
the Schaumburg, Il11.-based Alliance of
American Insurers. The Alliance supported
passage of the measure, which some other in-
surance groups considered too mild.

One key question facing supporters is how
best to use the momentum of last Thursday’s
close vote on the measure to push a bill next
year, added Mr. O’'Day.

Supporters of S. 640, the Product Liability
Fairness Act, hoped to gain the support of 60
senators to invoke cloture, a parliamentary
procedure that cuts off debate—and thus pre-
cludes filibusters—last Thursday. However,

despite two rounds of voting on whether to
invoke cloture, proponents ultimately fell two
votes short of cutting off debate, with 58 sen-
ators voting for cloture and 38 against. Three
senators recorded no votes.

The other Senate seat is vacant owing to
the death early last week of Sen. Quentin N.
Burdick, D-N.D.

Of the three senators who did not vote, one
—Sen. Albert Gore Jr., D-Tenn.. the Demo-
cratic vice presidential nominee—has op-
posed uniform product liability laws. Sea.
Wyche Fowler Jr., D-Ga., is not identified
with either side. But Sen. Robert Kerrey, -
Neb., initially cast a vote in faver of cloture
and then withdrew it after conferring with
Senate Majority Leader George Mitchell, -
Maine, an outspoken opponent of S. 640.

Continued on page 39

Open-ended HMO enroliment growth eases: Study

By NANCY P. JOHNSON

Rocketing enrollment in open-
ended health maintenance organi-
zations has slowed, but still out-
strjps growth in pure or traditional

Os, a new survey finds,

Benefit experts speculate the
slowdown is occurring because an
increasing number of employers
are turning to point-of-service
plans, which are a similar type of
managed care arrangement.

Between January 1991 and Jan-
uary 1992, enrollment in open-

Scandinavian
financial crisis
deepens

Page 31

ended HMOs increased nearly 25%
to 1.5 million from 1.2 million, the
survey says.

However, most of that growth
occurred in the first half of 1991.
Growth in open-ended HMOs
slowed to 4% in the second half,
according to a survey of 519 HMOs
by InterStudy, a managed care re-
search firm in Excelsior, Minn.

And 1991 gains are down from
the previous year,- when -open-
ended enrollment climbed 39.5% to
1.2 million from 858,000 in 1990.

From 1991 to 1992, enrollment
in traditional HMOs increased a
modest 5.9% to 36.1 million from
34.1 million. Enrollment rose 3%
from 1990 to 1991.

A small portion of the slowdown
in open-ended enrcllment is due to
reporting errors from 1991, in
which the definition of open-ended
HMO was misconstrued, according
to the report, “InterStudy Compet-
itive Edge.”

InterStudy defines an open-

ended HMO as one that allows em-
ployees and dependents to obtain
services outside the network but at
reduced benefit levels. Traditional
HMOs restrict participants to net-
work providers,

But the primary factor behind
slower growth in open-ended HMO
enrollment is competition from
other open-ended type products,
like point-of service plans, accord-
ing to Dr. Paul Ellwood, president
of InterStudy.

The slowdown, though, “will be
a temporary phenomenon,” he pre-
dicted. ‘“What we will see is a
really rapid growth in managed
care products. As employers be-
come more cost-conscious, they
will get people used to being in a
plan. Then when they get used to
it, they will close the door.”

“Open-ended enrollment has
really slowed down,” said Michelle
Porter, a research associate at
InterStudy. “‘I think it is

Continued on page 18

HMO growth stabilizes

Enrollment in open-ended HMOs continues to grow, but not at the rapid

pace of

previous years. Growth in pure HMO enroliment is leveling off.

Open-ended HMO enroliment
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Update

Outhwaite forced to quit writing

Continued from previous page

Mr. Outhwaite’s syndicate, 317, will be underwritten by Simon
Barder, who will continue to underwrite for syndicate 633, also man-
aged by Barder & Marsh. Syndicate 317's open 1982 account and the
runoff of all the business of the syndicates up to the end of this year
will continue to be managed by the Outhwaite agency.

When members agencies would not provide capacity for 1993,
Mr. Outhwaite finally had to stop writing, confirmed an Outh-
waite spokesman. Several months ago, 81 members agencies agreed to
pay about $200 million to settle lawsuits over huge losses on runoff
reinsurance contracts written by Mr. Quthwaite (BI, Feb. 17).

Capacity for syndicate 317 has dropped 70% to 39 million pounds
($72.9 million) this year from its 1988 high.

Mr. Quthwaite and Edward Bloxham, chairman of the Outhwaite
agency, are considering buying or setting up an insurance company in
the London market, the spokesman said.

Court seals tobacco study files

PHILADELPHIA—A federal appeals panel has vacated a rul-
ing that would have forced several tobacco companies to turn over
confidential documents relating to 1960s industry research into the
health effects of smoking.

A three-judge panel of the 3rd U.S. Circuit Court of Appeals
threw out a ruling by U.S. District Judge H. Lee Sarokin that the
documents were not protected by attorney-client privilege. Among
other things, the appeals court found that Judge Sarokin had based
his ruling on evidence he should not have considered.

In an “agonizing” decision, the appeals panel also granted a
tobacco company request to remove Judge Sarokin from the case,
a lawsuit brought against several cigarette makers by the estate
of Peter F. Rossi, a smoker who died of lung cancer in 1982.

The panel said Judge Sarokin would probably discharge his duties
without bias but that his sharp tobacco-industry criticism makes it
impossible for him to maintain an appearance of impartiality.

Judge Sarokin also presided over a tobacco liability suit brought by
the estate of Rose Cipollone, the first such suit to result in a judgment
against cigarette makers. The U.S. Supreme Court earlier this year
exposed tobacco companies to certain liability claims and remanded
the Cipollone case for retrial. Judge Sarokin is not expected to preside
over the retrial (BI, June 29).

New trial in fidelity bond case

CHICAGO—A U.S. appellate court here has ordered a new trial in
a $10 million fidelity bond coverage dispute in which the insurer
argued it can deny coverage because the policyholder’s dishonest em-
ployee did not intend to cause his employer to lose money.

The new trial was ordered after the court found that a lower court
jury was not given an adequate definition of some policy terminology.

Attorneys for the policyholder, finance company Heller Interna-
tional Corp. of Chicago, view the Sept. 4 decision by the 7th US.
Circuit Court of Appeals as a victory, even though it does not force the
insurers, a consortium led by Lloyd's of London underwriter Alec
Sharp, to provide coverage.

At the new trial, Heller must prove that an employee had a “mani-
fest intent” to defraud it when he made a series of bad loans, said
Kimball R. Anderson, a partner with Winston & Strawn in Chicago.

The case centers on the actions of Heller employee Irving Chudy,
who made the loans to Zenith Shirt Co. The company eventually
went into default, costing Heller more than $15.6 million.

Mr. Chudy pleaded guilty to felony fraud charges and was sen-
tenced to prison. Heller then recovered $1.2 million from Mr. Chudy.

But when Heller sought coverage under its $10 million fidelity
bond, its insurers denied the claim on the basis that Mr. Chudy did

_ not have the “manifest intent” to cause Heller to sustain a loss.

Heller sued, but a jury awarded it only $77,090. On appeal, Heller
successfully argued that the trial court jury did not have an adequate
definition of the term ‘manifest intent’ when it rendered its verdict.

New chief executive at Lloyd’s

LONDON—Peter Middleton, group chief executive of travel outfit
Thomas Cook Group, last week was named chief executive at Lloyd’s
of London as expected.

The 52-year-old former monk spent 16 years in the diplomatic
service before joining Midland Bank P.L.C. in 1985 and becoming
head of its Thomas Cook subsidiary four years later. He played a key
role in the recent sale of Thomas Cook to German charter airline LTU
and Westdeutsche Landesbank Girozentrale, a large German bank.

The Lloyd’s post will be Mr. Middleton’s first in the insurance
industry. Changes in Lloyd’s governance this year will make Mr.
Middleton’s role different than that of his predecessor, Alan Lord. The
new chief executive's primary function is expected to be in a new
Market Board that will oversee business strategy beginning in 1993.

Family leave bill veto expected

WASHINGTON—Congress is unlikely to override an expected

presidential veto of the family leave bill it passed last week.
The House approved S. 5 on a 241-161 vote, well short of the
Continued on page 38

Errors & omissions

® Bavarian Reinsurance Co.’s 1990 aftertax net income is $8
million. An incorrect exchange rate was used in converting the
figure from deutsche marks in the Aug. 31 issue.

Hearing on ELNY health,
regulatory shortcomings

By JERRY GEISEL

WASHINGTON—Executive
Life Insurance Co. of New York
should be able to pay all pro-
mised benefits to policyholders
without support from state guar-
anty funds, New York regulators
say.

The less well-known of the two
major units of once high-flying
First Executive Corp. ‘‘is well-
funded,” said Terence Lennon,
chief of the New York Insurance
Department’s life insurance bu-

reau, before a congressional
panel last week. “It is able to
meet its obligations. Policyhold-
ers will not lose anything.”

Meanwhile, California Insur-
ance Commissioner John Gara-
mendi laid a great deal of the
blame for the failure of Execu-
tive Life Insurance Co. of Los
Angeles on his predecessors.

Top state regulators decided
“not to clamp down” on Execu-
tive Life as the huge insurer’s fi-
nancial problems began to
mount, contends Mr. Garamendi,

who took over last year as Cali-
fornia’s first elected insurance
commissioner.

For several years, California
regulators knew of serious prob-
lems, Mr. Garamendi charged.
“The decision makers in the de-
partment allowed the problems
to go on and on, and no action
was taken.”

A “will to act” is paramount
to protect policyholders, the
commissioner told the House
Oversight and Investigations

Continued on page 35

Labor Department finds MEWA subject to state rules

Union health plan questioned

By DOUGLAS McLEOD

WASHINGTON—A New York-
based union health plan is
operating under questionable
collective bargaining agreements
and therefore is subject to state
insurance regulation as a multi-
ple employer welfare arrange-
ment, the U.S. Labor Depart-
ment says.

A tentative Labor Department
opinion found that a welfare

HMO, PPO info due
for Bl directory

Business Insurance will publish its
fifth annual Managed Care Market Re-
port in December, listing health mainte-
nance organizations and preferred pro-

plan offered through Amalga-
mated Local Union 355 is not ex-
cepted from the definition of
MEWA under the Employee Re-
tirement Income Security Act of
1974.

Senate investigators have cited
the collectively bargained plan
exception to ERISA’s MEWA
definition as a loophole allowing
some plans to circumvent state

regulation. The issue is ad-"

dressed in MEWA regulation

. vider organizations nationwide along

with reports on the state of the alterna-

tive health care market.

The report will be published as a spe-
cial issue in addition to the regular
weekly edition of BI. All subscribers
will receive this issue free of charge.

In addition to addresses and phone
numbers, the directories will provide in-
formation on individual HMOs and
PPOs, including federal and state quali-
fication; model type; number of partici-
pating physicians, hospitals, pharmacies
and diagnostic labs; service areas; ser-
vices offered and rating options; and the «
number of employers contracting with

the organizations.

The directories are published as an
editorial service. There is no charge to
be included, but HMOs and PPOs must
complete and return a BI questionnaire

by Oct. 5.

HMOs that have not yet received a
questionnaire should contact Directory
Editor Kathy Welyki at 312-649-5279.
PPOs contact Assistant Directory Editor

Cindy Bloom at 312-649-3195.

Inside

bills now pending in Congress
(BI, June 22).

The Florida Insurance Depart-
ment last year sought to shut
down the union health plan,
charging that it was operating il-
legally as an insurer.

Local 355 then sued the Flor-
ida department in U.S. District
Court in Brooklyn, claiming its
United Welfare Fund was a col-
lectively bargained union plan

Continued on page 30

Two U.S. insurers
to boost capacity-
for ocean hulls

BERN, Switzerland—With marine ocean hull rates rising

worldwide and capacity shrinking, two U.S. insurers plan

Switzerland.

rates, he said.

surance P.L.C.

at the IUMI meeting.

to offer more capacity at December renewals.

Marine Office of America Corp. will increase its capacity
50% to $7.5 million for any one hull, according to Thomas J.
Prendergast, chairman and premdent of the Cnntlnental
Corp. subsidiary in Cranbury, N.J.

“We see this time as an opportunity to repatriate some of
the accounts that have gone to foreign markets in recent
years,”” Mr. Prendergast said last week at the Interna-
tional Union of Marine Insurers’ annual meeting in Bern,

MOAC also wants to take advantage of rising ocean hull
rates, he said. Ocean hull underwriters have received cash
increases of about 60% in the past year through higher

GRE Insurance Group units will begin offering direct
coverage of up to $3 million per hull, said Vp Harry Keefe.
New York-based GRE Insurance Group comprises the U.S.
subsidiaries of U.K. insurer Guardian Royal Exchange As-

Until now, GRE Insurance Group subsidiaries had been
underwriting only through the American Hull Insurance
Syndicate. Rising rates and shrinking capacity are prompt-
ing the insurer to seek more direct business, Mr. Keefe said

—By Gavin So@gr
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By CHRISTINE WOOLSEY

BOSTON—Employers may have come to
the end of the line in terms of the cost
savings they can wring out of existing
health care cost containment techniques,
says a corporate benefits manager.

Employers should now focus their ener-
gies on modifying employee behavior so
that workers become more sophisticated
health care consumers, he says.

“We won't get much more out of cost
shifting and utilization review. You got
something from those techniques 10 years
ago, but what's left now is the need for a
partnership with your (employees) to mod-
ify their use of health care,’ according to
Douglas M. Bartlett, director of employee
benefits for the U.S. operations of NCR
Corp. in Dayton, Ohio.

“It’s a question of getting your employ-
ees to truly use a managed care network
without too much fuss, flack and bother,”
Mzr. Bartlett said during a panel discussion
at the fourth annual Corporate Benefits
Conference sponsored by the International
Foundation of Employee Benefit Plans in
Boston Aug. 17-18.

By encouraging more of its employees to
use providers in a managed care network,
NCR has managed to slow the pace of its
health care cost increases to about 6% for
1992—well below the double-digit in-
creases typical for for U.S. employers.

The computer manufacturer, which self-
insures its group health care benefits, em-
ploys about 27,000 people in 50 states.
Because its employee population is so
spread out, the company had some diffi-

Continued on page 10

By CHRISTINE WOOLSEY

BOSTON—Employers must change the
way they buy health care services if they
want to effectively control costs, says a
benefits manager.

Rather than paying providers for ser-
vices rendered, employers should buy
health care based on quality care and fa-
vorable health outcomes, said Richard C.
Dreyfuss, director of executive compensa-
tion and employee benefits for Hershey
Foods Corp. in Hershey, Pa.

‘“We recognize that change within the
health care environment is slow,” Mr.
Dreyfuss acknowledged during a panel
discussion at the International Foundation
of Employee Benefit Plans’ Corporate
Benefits Conference in Boston Aug. 17-18.

Where do we go from here?

Changing employee buying habit
seen as next cost control frontie

Start buying health care results,
not just services, employers told

care include those in the corporate fi-
nance, legal and human resource depart-
ments. Many of us are complacent. with the
status quo and we don’t know how change
will affect us,” he said.

Hershey, though, has recognized that it
must change the way it purchases health
care if it is ever to get a handle on rising
costs, according to Mr. Dreyfuss. So the
self-insured company will implement a
point-of-service managed care network in
January for its 6,000 employees in Fenn-
sylvania.

Hershey's health care costs now average
about $3,200 per year per employee. Em-
ployees currently pay 3% of the program’s
overall costs.

All of Hershey's 10,000 U.S. employees
currently can choose from among several

Risk Manager of the Year

10 independent judges to select 1993 winner, honor roll

Ten independent judges from all sectors of the
risk management profession and the insurance
industry will select the 1993 Business Insurance
Risk Manager of the Year and the Risk Manage-
ment Honor Roll.

The winners of the awards, presented annually
by Business Insurance to recognize excellence in
risk management, are selected based on the 10
judges’ assessments of the risk managers as de-
tailed in their nominations.

Candidates for the 1993 awards can be nomin-
ated now. Nomination forms are available from
Business Insurance’s Chicago office.

Nominations must be submitted by Nov. 19.

The 10 judges who will select the 1993 hon-
orees include the 1992 Risk Manager of the Year,
the three members of the 1992 Risk Management
Honor Roll, two insurance company executives,

Mr. Baglini Mr. Chubb -

two brokerage executives, a risk management
consultant and an insurance educator.

The judges for the 1993 competition are:

® Norman A. Baglini, president of the Ameri-
can Institute for Chartered Property & Casualty
Underwriters and the Insurance Institute of
America in Malvern, Pa. Mr. Baglini is serving on
the panel of judges for the first time, representing
the academic community.

® Percy Chubb III, vice chairman of Chubb Corp.
in Warren, N.J. Mr. Chubb is serving on the panel
for a second year, representing a stock insurance
company.

® Marc Darhy, director of risk management and
insurance for Montreal-based Bombardier Inc. Mr.
Darby was named to the 1992 Risk Management
Honor Roll, representing large corporations.

Continued on page 27

Mr. Kohler Mr. Newsom

Mr. O’'Connell Mr. Taylor

Ms. Tornese

Nir. Wallace

Employers collaborate on

By CHRISTINE WOOLSEY

More than 100 employers are
joining forces in a $25.4 million
effort to expand the supply and
improve the quality of dependent
care services in dozens of com-
munities nationwide.

The project, called the Ameri-
can Business Collaboration for
Quality Dependent Care, will
combine the efforts of 109 com-

panies and 28 public and private
organizations.

The participants will contrib-
ute a total of $25.4 million over
the next two years to support 300
dependent care programs in 44
communities in 25 states and the
District of Columbia.

The primary goals of the col-
laboration are to expand and im-
prove dependent care services

where employees of participating

companies and organizations live
and work, according to corporate
leaders of the program. This, in
turn, is expected to help employ-
ers build and retain a talented
and productive workforce.

The effort will focus on ex-
panding and developing infant
and child care services and elder
care services. Such services
might include specialized train-
ing for dependent care providers;

“The people reluctant to change health

Continued on page 11

Enlist workers

so safety

efforts

don’t slip and fall

By SARA J. HARTY

A corporate-wide and uniform
approach to improving workplace
safety is helping Weyerhaeuser
Corp. control its workers compen-
sation costs by substantially cut-
ting claims.

But other companies, like CR In-
dustries and McJunkin Corp., tar-
get certain units for safety im-
provement and leave the
development of workplace safety
programs primarily to these units.
The basis of this approach is that
each unit can best identify and
solve its own unique safety prob-
lems.

The key to all, though, is en-
listing the aid of workers. When
workers understand that escalat-
ing workers comp costs hurt prof-
its, which will hurt future wages,
employee cooperation and interest
picks up.

“Prevention can have a real im-
pact on the bottom line,” said Wil-
liam E. Board, director of person-
nel for McJunkin Corp. of
Charleston, W.Va., which supplies
pipe, pipe valves and fittings for oil
companies.

Weyerhaeuser has learned over
a 10-year period that simple
changes in corporate-wide safety
policy can make it easier to get
the safety message out.

And, its efforts are paying off..

Workers comp claims have plum-
meted to 5,300 in 1991 from about
11,000 in 1982, while the number
of employees has remained stable

in o
series )
Managing
Warkers Comp
Costs

at about 40,000.

Lost workdays paid for all
claims—some of which may have
been filed in previous years—
dropped nearly 42% in 1991 to
147,000 from 253,000 in 1984, said
Kenneth L. Gipson, corporate
director of safety, health and statu-
tory benefits.

With its workers comp costs “out
of control” a decade ago, the first
step the Tacoma, Wash.-based
company took was to implement a
so-called “‘ownership” concept:
charging individual operating units
for the costs associated with their
own injuries (BI, Aug. 10).

Previously, all claim costs were
paid out of a corporate pool.

But with the ownership concept
came real motivation for stressing
safety to employees to control
workers comp costs, Mr. Gipson
said.

Continued on page 24

dependent care

expansion of child care facilities
and school vacation and holiday
programs; and in-home volun-
teer programs for the elderly.

The 44 communities selected
for the project range from the
nation’s largest cities—including
New York, Los Angeles and Chi-
cago—to smaller communities
like Boulder, Colo.; Des Moines,
Iowa; and Huntsville, Ala.

Led by a group of 11 large

companies, the organizations say
they joined forces because they
realized they could accomplish
more by working together than
by working alone. A group of
companies first met in April 1991
to discuss the possibility of a col-
laboration.

‘*We have 9,000 locations
countrywide, 290 of which have
more than 50 employees,” ex-

Continued on page 35



%/ DUusiness insurance, oeplemoer 14, 1992

ERISA waivers

Continued from pege 1

grant exemptions from ERISA
and federal Mediczid and Medi-
care laws to up to 10 states with
plans to expand health insurance
and control costs (BI, June 29).

Businesses oppose the bill, ar-
guing that such state acticn
would increase costs to company
and worker alike and would
make it impossible for largs
companies operating in multiple
states to maintain uniform bene-
fit plans.

Meanwhile, Sen. David Duren-
berger, R-Minn.. introduced his
own ERISA waiver bill late last
week.

The bill, the S:ate Health Care
Financing Equity Act of 1992,
would amend ERISA “to make
clear that non-discriminatory
broad-based hezlih care taxes
imposed by states on hospitals,

doctors and other providers do
not violate ERISA,” according to
the senator’s office.

Under the Durenberger bill,
states with plans to expand cov-
erage and control costs would be
able to seek a waiver from the
U.S. Labor Department that
would allow them to levy taxes
or surcharges on self-insured
health plans.

Right now ERISA pre-empts
any state law that ‘“‘relates” to
benefit plans.

The governors—and S. 3180,
the State Health Care Act of
1982— did not lack support on
the committee.

“I believe states should be the
laboratories’ of reform, said
Sen. Max Baucus, D-Mont.

“Whatever we do, it has to be a
state-based system” that would
promote flexibility and innova-
tion, said Sen. Thomas A.
Daschle, D-S.D.

Supporters of the measure also
claimed the backing of another
prominent governor.

The bill “will help states to
truly perform the laboratory
function in this area of health
care reform as we seek to design

‘I believe states
should be the
laboratories’ of
reform, says Sen.
Max Baucus, D-Mont.

an overall system of health care
for all our nation’s citizens,”
wrote Arkansas Gov. Bill Clin-
ton in a Sept. 4 letter to Sen.
Pryor.

S. 3180 would create a pilot
program to provide federal

grants of up to $2 million each to
10 states to fund programs that
would ensure health insurance
for all residents and contrel
overall health care costs. 3*...es
would have five years to institute
the changes, which could involve
comprehensive insurance pro-
grams like single-payer plans or
“play-or-pay” plans.

State programs would be mon-
itored and evaluated before ex-
emptions were renewed.

“Let us do our jobs, let us gov-
ern,” said Colorado Gov. Romer.
Referring to the federal deficit,
he said, “We have an economic
disaster in the making, and
health care costs are the main
thing fueling it.”"

What’s standing in the way of
state reform efforts is ERISA,
said Gov. Romer.

But granting waivers from the
law isn’t enough, he argued. “We
ought to come back in the first

Eom employee enrollment through benefit disbursement, you can now offer smaller firms
the same 401(k) advantages that the largest corporations enjoy.
ITT Hartford presents EconoMax*" a complete retirement package for businesses with 25 to

250 employees.

EconoMax advantages include a wide
variety of investment optlons professional
money management and a
smphhed approach that
keeps paperwork to an abso-

lute minimum.

EconoMax also includes
a big advantage for you—
unusually attractive pro-
ducer commissions.

What's more, every-
thing is overseen by a

ANNOUNCING

A RELATIVELY SMALL
BREAKTHROUGH IN

PENSION PLAN DESIGN

designated case manager who’ll help achieve maximum participation, stay current with all federal

© 1992 1T Hartford Insurance Goup, Hartford, CT 06115

843-8032.

regulations, perform ongoing IRS
qualification testing and ensure
timely, accurate statements.

The first major company to
offer 401(k) plans, ITT Hartford
has been administering them for
more than a decade.

We currently manage in ex-
cess of $10 billion for more than
200,000 employees in 6,300 sepa-
rate sponsor companies.

That’s experience plus clout.
And it’s all part of EconoMax—
proof that good things do come in
small packages.

For complete information
write to Chuck Clinton, Vice Presi-
dent, Asset Management Services,
ITT Hartford Life Insurance Com-
panies, PO. Box 2999,
Hartford, CT 06104-2999.
Or call him at (203)

ITT HARTFORD

100 days of the next presidency
and do the rest of the job.”

In their committee testimony,
the governors left little doubt
that they ultimately want na-
tional health care reform.

“Certainly we prefer a national
health care bill,”" said Gov.
Chiles. But with 2.5 million resi-
dents uninsured, Florida recently
adopted its own reform program,
even though putting it into effect
will require ERISA waivers.

“We have to move,” said Gov.
Chiles.

State waivers may actually
hinder efforts to devise a na-
tional plan and could leave large
employers facing a patchwork of
conflicting state benefit laws, the
governors acknowledge.

Gov. Dean predicted that ap-
proval of the ERISA waivers
would actually speed up the
adoption of a national health
care system. As people move
from state to state and experi-
ence different systems, they will
press Congress to duplicate, on a
national basis, those that work
well,

Others at the hearing, though,
shared neither the governors’ en-
thusiasm for waivers nor their
desire for quick action.

“Congress has a responsibility
to move with care in amending
the ERISA, Medicare and Medic-
aid statutes,” said Sen. Lloyd
Bentsen, D-Texas.

The Finance Committee chair-
man was not alone in his con-
cern, for representatives of busi-
ness and labor disagreed with
the governors’ contention that
waiving ERISA rules for states
would promote a better system.

Karen Ignagni, director=gm-
ployee benefits department of
the AFL-CIO in Washington, re-
peated the labor federation’s call
for national health care reform.
“As it stands, the free market re-
wards employers’ who do not
provide coverage to employees
because those employers do not
bear the benefits costs of their
counterparts who do pay for
workers’ health care, she said.

She was skeptical about the
states’ ability to provide the
money and oversight necessary
to carry out the programs per-
mitted under the bill.

States have fallen short of the
goals of providing universal ac-
cess to care based on ‘“‘equitable”
financing, she said. They are en-
countering the same problems
that Congress has to face, said
Ms. Ignagni: deciding whether
employers should be required to
contribute to health insurance
and designing fair and equitable
financing systems.

“Past experience argues for a
national, rather than a state-
based approach,” she said.

The chairman of the Washing-
ton-based ERISA Industry Com-
mittee, a business-backed group,
also testified against S. 3180.™= _

The bill would allow states to
tax benefit plans; would require
employers to convert uniform
plans into a state-by-state
patchwork; would “likely” in-
crease both employer and em-
ployee contributions and would
‘‘disrupt carefully negotiated
health care provider arrange-
ments,” said Robert S. Stone, as-
sociate general counsel of Inter-
national Business Machines
Corp. in Armonk, N.Y.

“The mobility of the workforce
is essential to improving
America’s competitive edge. And
employees need to know that
their health benefits are consis-
tent and predictable, regardless
of being transferred to work lo-
cations in different states,” he
said. [



Who takes the fall?

They say accidents will happen. And they will. It’s just that some
reinsurers can protect you better. Like CIGNA RE for example.

Years of experience enable us to analyze situations more accurately.
And with greater insight. Around here, unique, challenging risks are
routine. Which not only gives us a better idea of what you’ll need, but
also allows us to respond
quickly and competitively.

So it’s not surprising
that in a recent survey,
| brokers singled out our
} people for their knowledge

and thoroughness.
| Just as important, our
financial stability and
capacity enable us to take
~ on higher limits.
- We’ll be there for your
- short-term needs, such
- as Known Concentration.
As well as the long run.
Some personal accident
\ risks have even been on
. our books for over thirty
years. And we do more than just manage risk, we share it with you.

No wonder we are one of the largest and most respected personal
accident reinsurers in the United States and the world.

For additional information, fax Donna Peterson at 215-761-7184.
Or call her at 215-761-7186.

After all, when you take a risk, you ought to have a partner who
knows the ropes.

Connecticut General Life Insurance Company is the primary legal entity through which CIGNA RE underwrites life, health and accident reinsurance products.
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Sky Chefs launches novel wellness effort

Sky Chefs I a large airline ca-
tering firm, is trying t ke a bite
out of soaring health care costs by
covering most of the cost of well-
ness-related services and raising de-
ductibles on the treatment of “pre-
ventable” injuries.

AJ'tm its se nsuzed hf alth care
n, the Ar'ling‘ton, Te.

T —V\.’hl(h meloys b UOO—

‘Included in the overhaul of health
benefits are higher deductibles and
coinsurance for traditional indem-
nity coverage; additional deduct-
ibles for injuries the company deems
preventable; a mail order preserip-
tion drug plan; and a point-of-ser-
vice managed care plan that in-

dtallion infertility Special events liability

als and mammograms.
tey element in the new plan

mployees, said Ralph Gret-
. a consultant in Dallas with

ol ciates, which helped
Sky Chefs set up its new plan.

The overhaul took effect July 1 for
the 7,000 workers who belong to
unions; it became effective Jan. 1 for
1,000 non- n workers.

were rising at such
a rate that we had to do some-

r the company to continue to

still provide a high level of

bmohts explained Cheryl Flynn,

employee benefit programs man-
ager.

The new program should hold an-
nual health care inflation to about
149, said Ms. Flynn. That means

about $27 million lower than they
would have been otherwise.

Spurring the overhaul was a
Hewitt AS‘-.O(iates done last
year. Hewitt, says Ms.
buted about $‘4 mﬂh(m of
costs directly to claims s
from preventable injuries ¢
conditions, like obesity and high
blood pressure.

In response, the company intro-
duced a point-of-service managed
care plan designed to promote well-
ness. Employees can select from two
levels of copayments, $10 or $20, for
office visits under the plan, de;
ing on how much in premiums

want to he mpdvmoms Ci

s and prpnatal c
contrast, Sky s’ old in-
an had deductibles rang-

$175 to $700.

Under the old plan, ‘“people
weren't seeking care until late in
an illness because they couldn’t af-
ford the deductibles,” commented
Ms. Flynn.

“The more we looked into their
old plan, the more we realized how
difficult it was for inner-city em-
ployees to get good care,” added
Hewitt's Mr. Gretzinger. “Many of
them only make $5 or $6 per hour,
and then to ask them to pay $200 up
front for care and then seek reim-
bursement was just too much. Now
they can pay as little as $10 per

11N¢

ich value vehicles International exporter pa
nusual collections Memorabilia Exotic ani
Difference in conditions Group personal exces
ilm and theatrical producers’ errors and omiss
rip transit ‘Horse mortality Musical instrume
ast insurance Negative-film Unusual valuati
ommercial crime High value homes Fiducias
Directors and Officers liability Tax interruptio
Broadcast interruption Props, sets and wardrok
roduct liability Fidelity Coupon over-redemy
ancellation of event Parades Unique buildi
Adoption insurance Umbrella and excess liabi
heatrical productions Faulty stock High val
Kidnap, ransom and extortion Award presental

It’s really unusual if we can’t insure it.

Chubb Custom Market, a department of Chubb & Son Inc., provides underwriting and insurance

services for unique and unusual risks. We're able to combine the financial strength, stability and claim ser-

vices of the Chubb organization with our expertise in non-traditional risks. By accepting only high quality

risks and calling on the experience of our underwriters, we offer a custom approach that has made us a lead-

ing non-standard risk specialist.

Because we can serve specialized brokers and wholesalers with units in Entertainment, Property,

Umbrella/Excess Liability and Executive Protection, it really is unusual if it can’t be insured through Chubb

Custom Market. For more information, fax Chubb Custom Market at 1-908-580-7084.

Insure your world with Chubb

Chubb Custom Insurance Co. is a member of the National Association of Professional Surplus Line Officers (NAPSLO).

Chubb is proud to participate in “*American Playhouse.”

Warch for ir on PBS.

riLcluU.lblt_ on tzl Lment i( o’
from “preventable situations.”
Such s Ll-ltlonb Lndud( :

wlated accide

helmd and car < ]

adults were not wearin, di belts or

children under two were not secured
in a car seat.

“We had more than $100,000 in
preventable claims last year. We'd
really like to eliminate much of
this as possible,” Ms. Flynn said.

Hewitt also found that 70% of
Sky Chefs’ prescription drug costs

came from maintenance drugs. Sky

Chefs responded by offering a mail-

order drug plan.

i o of the em-
d in the man-
ervice option.

plan was retained
cut. The deductible

‘The inde
but its b

coinsurance raised to 30%

s to employees in four lan-
English, Spanish, Vietnam-

ese and Tongan.
—By Michael Schachner

Mammogram claims

Less than one-fifth of women get
regular mammograms to detect
breast cancer, ng to a study
by Blue Cross & Blue Shield of Illi-
nois.

In 1990 and 1991, only 14% of
the women over age 40 who were
covered by Blue Cross & Blue Shield
filed a m for a mammogram.
Among women over 50, the figure
rose only slightly to 16

Most doctors recommend mam-
mograms every two years for
women in their 40s and every year
for women older than that, the
study’s authors note.

The study tracked claims filed
from five Blue C ient com-
panies with a total of 26,227 women

| over the age of 40.

For more information, call Dennis
Culloton, Blue Cross & Blue Shield
of Illinois, 312-819-1628.

—By Sara J. Harty

Psychiatric care

Private psychiatric hospitals
are discharging patients more
quickly, partly because use of
managed care has grown.

Overall, the average length of
stay fell 20% from 1989 to 1991,
the National Assn. of Private
Psychiatric Hospitals found in a
poll of 95% of its 306 members.

Length of stay for children and
adolescents fell by about 25%.

Patients with emotional disor-
ders spent 25% fewer days in
patient tr ('dtment in 1991 than in
1989; even patients with schizo-
phrenia spent 20% fewer days in
the hospital.

In 1991 only, 71% of those ad-
mitted to private psychiatric
hospitals needed preadmissi
approval by an outside review
Seven out of 10 also were sub-
ject to outside review before
their stays could be extended.

More than 90% of denied re-
quests for continued stay were
appealed, with the hospitals re-
porting a 61.9% success rate in

f “The NAPPH 1991

Annual Survey: Final Report”

are $300. Contact the NAPPH,

1319 F St. N.W., Suite 1000,

Washington, D.C. 20004-1154;
202-393-6700.

—By Sara J. Harty
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Unfortunately, most clients that really need our
pollution coverage don't even know it.

. No matter how small your pol-
lution risk, a sudden and accidental hazard
can leave your assets vulnerable. And you may find
that you're not covered by your general liability policy. At
Commerce & Industry, we offer Preferred Risk Pollution Liability
coverage for companies with special limited pollution coverage needs
such as light manufacturing, warehousing, distribution, and retail
operations. In addition, because your pollution risk is significantly lower,
you can be insured at lower rates.
C&I's PRPL coverage is designed so that the insured is covered from the date
of inception forward from then presently unknown and unexpected pollution
conditions. As a member company of American International Group, one of the -
few insurance organizations to have earned the highest ratings from the major
rating agencies, C&I has the strength to be there for you and your business.
o For more information, contact Peggy Cullen at (212) 770-5180.
o After all, when it comes to protectmg your busmess from

INTE World leadersininsurance and finandal services.

Commerce & Industry Insurance Company

A member company of American International Group, Inc.

Coverages and/or services may not be dvailable inall states. Please check the acrual policy for full details of coverage.
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Opinions

New IRS restriction is bizarre

T A TIME when health care costs are soaring

and millions of Americans are without health -

insurance, the last thing that is needed is a govern-
ment regulation that would exacerbate both prob-
lems.

But a recently proposed Internal Revenue Ser-
vice regulation that deals with voluntary employee
beneficiary associations sponsored by national
trade associations would do just that. VEBAs are a
type of trust that many trade associations and em-
ployers use to fund their group health and disabil-
ity programs.

Under the regulation, which can only be de-
scribed as bizarre, trade association VEBAs gen-
erally would be allowed to offer coverage only to
members located in no more than three contiguous
states. Three contiguous states, according to the
IRS, are three states that share a land or water
border with at least one of the others (BI, Aug. 17).

The impact of the regulation, if adopted, on
VEBAs that provide coverage to a trade associa-
tion's members across the country is clear: They
would be destroyed.

The only alternative for such VEBAs would be to
break up into smaller units. That would raise ad-
ministrative costs and give VEBAs less market
clout when buying health insurance.

As a result, VEBA members, many of which are
small employers already struggling to pay health
insurance premiums, would be hit with-even higher
health care costs. Some employers probably would
be forced to drop coverage and their workers
would be added to the rolls of the nation’s 36 mil-
lion uninsured.

This isn’t the first time the IRS has tried to limit
the geographic scope of trade association VEBAs.
In a preamble to 1981 regulations, the IRS said
a trade association only could offer a VEBA if
members were located in the same geographic area,
defined as a single city and its surrounding coun-
ties. Later the IRS slightly modified its rules and
said a trade association could offer a VEBA if
members were located in one state.

Letters,

§+m.

(ERSTRO~—
BUSNESs NSURANCE™ ©9

In 1986, the Tth U.S. Circuit Court of Appeals in
Chicago rejected that one-state restriction. The
court correctly ruled that in attempting to impose a
geographic restriction, the IRS was overstepping
its authority by legislating rather than interpreting
the tax code. In short, the court said, if Congress
had wanted to limit the geographic scope of trade
association VEBASs, it would have done so.

A three-contiguous-state limitation has no more
basis in law than a one-state limitation.

Inevitably, the latest IRS rules will be challenged
by VEBAs. Even if the VEBAs prevail, money that
could have been used to provide health insurance
will be chewed up fighting the IRS.

We hope Congress intervenes quickly and pre-
vents the IRS from enforcing its latest restriction
on VEBAs. Section 501(c)(9), that part of the tax
code which authorizes VEBAs, was added to en-
courage employers and trade groups to offer health
care plans. An arbitrary geographic restriction in-
terferes with that goal.

Policyholder lawsuit could expand broker liability
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To the editor: I found the Aug. 10
article about a lawsuit filed by a poli-
cyholder against its workers compen-
sation insurer to be of great interest,
especially since this is evidently the
first suit brought by a policyholder
against an insurer for allegedly failing

to provide promised loss prevention.

and claims services.

If this lawsuit should be successful,
what will be the effect on the collec-
tion of retrospective rating plan ad-
justments and the effect on the market
for such plans, particularly with re-

spect to credit terms?

In addition, a brokerage executive
quoted in the article pointed out that
the insurer named as the defendant in
the suit is a direct writer. He added
that “this type of lawsuit would be un-
likely on a brokered account.” His
logic escapes me.

Having recently retired from a major

“direct-writing insurer, I remember my

involvement in the sale of workers
compensation insurance to a major re-
tail chain that fired its prominent in-
ternational broker and canceled its

workers comp coverage with a major
stock company because, in the policy-
holder’s opinion, there was a serious
breakdown in claims and loss preven-
tion service.

Brokers are not always the solution;
they can be the problem as well.

If this type of lawsuit becomes com-
mon, agents and brokers, which pro-
vide claims and loss prevention ser-
vices, will evidently be liable to these
changes as well.

Leslie G. Walker Jr.
Spring, Texas

Snuff out litigation over coverage for nicotine patch treatment

To the editor: The Aug. 24th article “Nic-
otine Patch Dispute” is a classic example
of unnecessary litigation. Why should a
health insurance plan be responsible for
the payment of a new treatment plan to

Business Insurance welcomes let-
ters from its readers. Please keep
your comments as brief as possi-
ble. 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.

wean individuals who have consciously
made the choice to smoke cigarettes,
especially when the treatment has not
been proved effective?

It only stands to reason that the in-
dividual has the most to gain by kick-
ing the habit, and therefore saving money
both for the cost of cigarettes and the re-
sidual health care cost they have encoun-
tered as a result of their habit.

To me, the $500 one-time investment
for the individual would be an insignifi-
cant expense in contrast to the life-long
cost of both cigarettes and other costs as-
sociated with the habit.

Only the individual can make the
choice to become a smoker, and only the

individual should be responsible for
making the choice to quit. If they are
spending their own money in pursuit of
the cure, it may be more effective.

At this time, the patches have not
proved to be a cure-all, but they can be
an effective remedy in conjunction with
counseling and the motivation of the in-
dividual to quit. Let’s have attorneys
spend their free time pursuing more
noble pursuits, rather than suing insur-
ance companies to pay for their self-in-
duced health problem.

Terrence P. Frett

Certified Employee Benefit Specialist
Frett/Barrington Ltd.

Milwaukee
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“Americans with
Disabilities Act”

IS in effect now...

The Home is
taking applications
for coverage now.

The Home has created an innovative
coverage 1o provide added protfection
for lawsuits and adminisirative proceedings
your clients may need in response to
the new “Americans with Disabilities Act.”
The Home is accepling applications
now for companies with 2,500 or fewer
employees. For details, confact any
Home branch office or The Home's

Professional Liability Department -
at (212) 530-6422. 1853
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NCR fee schedule

Continued from page 3

culty developing a cost-effective
managed care network, Mr.
Bartlett noted.

Nevertheless, NCE in 1989 im-
plemented a point-of-service
network that covers T0% of its
employees in all 50 states. “The
network is very diverse because
no one organization could pro-
vide coverage in all locations,”
he explained.

In some cases, NCR directly
contracts with local providers,
while other locations are served
by networks sponsored by insur-
ance companies, health mainte-
nance organizations and pre-
ferred provider vendors.

Unfortunately, ‘‘only 10% of
our employees used the plan” in
1991, Mr. Bartlett said. The low
participation rate may be due in
part to NCR's “soft channeling”
of employees to network provid-
ers, he speculated. “We were
going to guide employees to net-
work providers by appealing to
their better instincts. We thought
if we stressed that it was desir-
able for the company to control
costs and desirable for the coun~
try they would happily go. But,
people don’t like to change their
behavior, so this didn’t happen,”
he said.

Despite the low participation,
NCR managed to gain some con-
trol over health costs, which
were rising about 13% per year
before the network was set up.

In 1989, network utilization
resulted in a 1.3% decline in the
pace of overall health care
spending for the year, Mr. Bart-
lett said.

That trend continued. In 1990,
increases in total health spend-

‘Physicians are
showing signs of
change,” says
NCR Corp.'s
Douglas M. Bartlett.

ing dropped another 2.1%, and in
1991 dropped 3.1%. Other inter-
ventions enabled NCR to level
annual increases in its health
care spending to about 6% this
year, he noted.

“We felt that if those decreases
were obtained with only 10%
network utilization, we really
had the potential to reduce an-
nual health care increases to 0%
and possibly reduce the dollars
spent on health care™ if partici-
pation could be increased, Mr.
Bartlett said.

The challenge, however, was to
find an incentive that would mo-
tivate employees to increase
their use of network providers
without using a system of penal-
ties or rewards, he explained.

Currently, NCR pays 920% of
network medical expenses and
80% of non-network expenses,
The company did not feel it
should pay more for people who
purchase health care wisely or
should penalize those who don't,
Mr. Bartlett said. “We just
wanted to give employees op-
tions to encourage them to use
the network.”

That encouragement took the
form of a “maximum reim-
bursement health care schedule”
developed by NCR.

The schedule sets a maximum
payment limit for approximately
7,500 CPT-coded medical proce-
dures. CPT stands for physicians'
Current Procedural Technology,
which is a system of identifying

medical services and procedures
by their own five-digit code.

The coded procedures fall into
five categories: office proce-
dures, surgical procedures, la-
boratory services, X-ray and ra-
diology services and chiropractic
services.

NCR’s fee schedule does not
assign fees to hospital charges or
prescription drugs.

NCR implemented the sched-
ule in January, and it is now up
and running in regions covering
70% of employees. Netwaork pro-
viders in those regions have
agreed to bill NCR according to
the fixed dollar amounts the
company assigned to specific
medical services and procedures.

Employees that seek care from
a non-network provider will
have to pay any charges above
the set fees, Mr. Bartlett ex-
plained.

To establish the schedule of

fees, NCR determined the aver-
age charges for certain proce-
dures over a two-year period and
compared those costs to a list of
average charges published by the
Health Insurance Assn. of
America, a Washington-based
trade group.

NCR also looked at price
variations in different parts of
the country and found, among
other things, that the highest
medical charges oceur in New
York City, Long Island, N.Y., and
Southern California.

NCR designed the fee schedule
g0 that “within the six different
geographic areas where the
schedule was devised, there is
only about a2 plus or minus 5%
dollar difference in procedures,”
Mzr. Bartlett pointed out.

After comparing network pro-
viders’ charges to NCR's allow-
able feeg, the company found out
that on average about 30% of all

medical services delivered to
NCR employees were above the
fee schedule. As a result, NCR
revised the schedule so that
about 80% of provider charges
fall within the fee schedule max-
imums.

The program appears to be
working, Network utilization
jumped to 23% in the first half of
1992.

“Employees now understand
that even if they seek care out-
side the network, there won't be
a penalty if their physician fol-
lows our fee schedule,” Mr, Bart-
lett said.

“And knowledge helps. Now
that employees know about CPT
codes, they can ask providers
about them and providers can
speak to them in CPT code lan-
guage,” he said.

The company’s fee schedule
has been weleomed by some non-
network providers. “Physicians

are showing signs of change.
Some have called wanting to join
our network and others—after
they understand how the sched-
ule was developed—have said
they will retroactively change
their fees to match our scheduled
amount for the rest of the year."”

Health care cost increases have
tapered off as a result of the new
fee schedule, Mr, Bartlett said.
NCR had forecast that its total
health care costs would rise
about 11.5% for 1992, but now
expects the increase to be only
about 6%.

“This fee schedule is a tool. We
don't need to improve it (and) it
doesn’t need to go up” just be-

_ cause the rate of increase in phy-

sician billing is going up each
year, Mr. Bartlett said. However,
NCR will conduct a regular re-
view of the schedule to make

sure the fees are in line with ac-

Continued on next page
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Continued from previous page
tual medical expenses, he said.

Employee reaction has been
favorable, according to Mr. Bart-
lett. “They were concerned about
the availability of physicians
who would abide by the sched-
ule. But we've managed to put
together a list of 670,000 doctors
who will,” which are the provid-
ers in NCR’s point-of-service
plan.

Consistent communication
with employees is an important
part of any successful cost con-
tainment strategy, Mr. Bartlett
added. “Employees want to
know what the road map for cost
control is. They want to know
what we are doing.”

Arthur G. Dobbelaere, associ-
ate professor and director of the
Institute for Human Resource
and Industrial Relations at
Loyola University in Chicago,
moderated the session. ]

Hershey’s network

Continued from page 3

different health care plans, includ-
ing indemnity and managed care
plans.

Pennsylvania employees, how-
ever, will now have another op-
tion—the new point-of-service net-
work. Financial incentives will
help direct employees to use the
network's providers, Mr. Dreyfuss
said.

Rising health costs left the com-
pany with two choices, he said:
Ask employees to pay more for
their health benefits or buy health
care differently. The company
chose the latter approach.

“We realize that managed care
and health care are much bigger
than we are. Our health care costs
have been (increasing) about 15%
per year,” he said. The company’s
goal is to hold those increases to
about 10%.

Hershey also wanted better value
for its health care dollar, Mr.
Dreyfuss added.

“We look at health care as hav-
ing two domains—the provider do-
main and the public domain,” he
said. “The expertise and responsi-
bility for providing health care lies
in the provider domain” with phy-
sicians and hospitals.

But many in the public domain
are demanding accountability from
providers.

But to ensure that measure of
accountability, “you need a mea-
surement system, data and the
ability to profile hospitals and doc-
tors so purchasers can compare
providers in the marketplace,” Mr,
Dreyfuss pointed out.

“Once you have a measurement
system, the public can give feed-
back to providers for quality im-
provement. Doctors and hospitals
are quite interested in this. And,
quality improvement is what vali-

dates the expertise and responsi-
bility of the providers,” said Mr.
Dreyfuss.

Hospitals in Pennsylvania are
required by law to provide stan-
dardized data about their mortality
and morbidity rates. This data is
collected and disseminated to pur-

ily on data from the council when
designing its new provider net-
work, he noted.

“Our basic theme is that health
care needs to be purchased dif-
ferently than it is today,” he said.
“We have to pay for measurable
and quantifiable results as mea-

‘The hospitals we selected are pleased, but the
others are shocked and dismayed. We want those
hospitals to improve, but they can’t complain
about the data (we used) because it’s their data,’
says Richard C. Dreyfuss of Hershey Foods Corp.

chasers by the Pennsylvania
Health Care Cost Containment
Council.

“We are fortunate to have (a
council) so we can get data,” Mr.
Dreyfuss said. Hershey relied heav-
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sured by health outcomes.”

Because there is such “tremen-
dous variability” in cost among
different hospitals, “we feel buy-
ing based on quality is the best
cost containment strategy,” Mr.
Dreyfuss said.

Hershey looked at the mortal-
ity, morbidity and cost data for
23 hospitals in Pennsylvania and,
based on patient outcomes, con-
tracted with 10 hospitals to par-
ticipate in its network.

The company’s hospital selection
process is “based 70% on quality
and 30% on cost because we didn’t
want the plan to be perceived as
just ‘buying cheap,’ " said Mr.
Dreyfuss.

“The hospitals we selected are
pleased, but the others are shocked
and dismayed. We want thoseé hos-
pitals to improve, but they can’t
complain about the data (used to
make selections) because it's their
data,” said the Hershey executive,

“We want hospitals in the net-
work to meet our standard of qual-
ity. Basically, we want someone
who goes into the hospital emer-
gency room with pneumonia Sun-
day night to have the same out-
come as someone who goes in
Monday morning,” said Mr. Drey-
fuss. “We want to optimize access,
cost and quality—it's nothing pro-
found.”

In addition to looking at mor-
tality and morbidity statistics,
Hershey developed its own defi-
nition of quality, he noted.

Among the quality indicators
Hershey examined are staffing
levels, accreditation status, ser-
vices, clinical outcomes, clinical ef-
ficiency and cost, said Mr. Drey-
fuss.

Hershey also stresses the impor-
tance of the primary care physician
and his or her ability to manage
patients’ health.

Like in an HMO, an individual
opting for network care in a point-
of-service plan must see a primary
care physician, who will then di-
rect his or her medical treatment.

“Our vision of managed care is
similar to an HMO, which has cap-
itated vs. fee-for-service billing.
And, we want to build better rela-
tionships with primary care physi-
clans, especially since we are going
to hold physicians accountable for
outcomes,” said Mr. Dreyfuss.

Involving employees should be
an integral part of any managed
care program, the benefits man-
ager added. “We found through
surveys that our employees don’t
understand the health care system
or why health care costs are in-
creasing.” ‘

To help improve workers’ un-
derstanding of its new program,
Hershey held focus group meet-
ings and produced a video employ-
ees could take home and view with
their families.

Moderating the conference ses-
sion was Arthur G. Dobbelaere,
who is associate professor and
director of the Institute for Human
Resource and Industrial Relations
at Loyola University in Chicago. m
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Education and training benefits

RJR Nabisco plan aims to create a skilled workforce to ensure future success

By CHRISTINE WOOLSEY

BOSTON—The decline in the
quality of American education
could hurt U.S.
employers,
warns a corpo-
rate executive.

When forced
to choose work-
ers from a labor
pool that lacks
the skills to
perform in an increasingly high-
technology workplace, com-
panies will lose their competitive
edge, he says.

Companies should take an ac-
tive role in improving the pro-

ductivity of the nation’s educa-
tional systems and in helping
their employees’ children pursue
higher education, commented
Charles Becker, vp of organiza-
tion and management develop-
ment for RJR Nabisco Inc. in
New York.

The tobacco and snack foods
giant is taking that step by pro-
viding its employees with a sav-
ings account specifically ear-
marked to help them pay for
their children’s post-secondary
education, and also offering as-
sistance in securing educational
loans.

RJR Nabisco also will provide
grants to schools in which em-

NSURANCE THAT FIT3

There’s nothing puzzling about why
our business has grown so dramat-
ically over the last twelve years.
Instead of selling “off-the-shelf”
coverage with a few options thrown
in, PENCO looks at your needs and
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program custom tailored for the way
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To find out how we can design a
program to fit your business philos-
ophy in these challenging times call
Bill Laird at 615-872-3500.

At PENCO, we’re making it easier

for you.

Risk Management & Insurance Programs
26 Century Boulevard Nashville TN 37214

ployees are actively involved.

Mr. Becker discussed RJR Na-
bisco’s corporate education ini-
tiatives during the International
Foundation of Employee Benefit
Plans’ Corporate Benefits Con-
ference in Boston Aug. 17-18.

“Education is the key to the
continuing strength of our com-
pany and our nation,’’ Mr.
Becker said.

There may be a crisis in the
making, he warned. The U.S.
school dropout rate is 25%.
“Functional illiteracy and reme-
dial education are serious work-
force issues. And, U.S. workforce
productivity and global competi-
tiveness are seriously threa-
tened,” Mr. Becker said.

To help assure that the work-
force of the future is adequately
educated, RJR Nabisco made a
commitment that every employee
“will have access, at no cost, to
work skills training for today’s
job requirements and tomorrow's
new demands,” Mr. Becker said.
The training includes help with
reading, math and computers. “It
comes down to providing on-site
or nearby skills training so em-
ployees can move up in the labor
pool,’” he explained.

RJR Nabisco also will give par-
ents time-off so they can become
more involved in their children’s
education by participating in
school board meetings, the Par-
ent Teacher Assn. and other acti-
vities.

And, the company will award
a total of $30 million in grants to
schools in which an RJR Nabisco
parent has taken a leadership
role in pushing for educational

improvements, he said.

But the primary thrust of the
company's education plan prom-
ises that “‘no child of an RJR Na-
bisco employee will be denied
post-secondary education by fi-
nancial barriers,” Mr. Becker
said. To back up that promise,
the company developed a tax-de-
ferred savings plan and a loan
assistance program.

RJR Nabisco designed its edu-
cation plan to help finance pro-
grams other than a college or
university education. It includes
all Title IV schools, which pro-
vide training for careers like
truck driving and cosmetology.

The program’s goals include
making post-secondary educa-
tion affordable, encouraging
children to stay in high school
and pursue post-secondary edu-
cation, encouraging earlier fi-
nancial planning for educational
expenses and encouraging paren-
tal support for academic
achievement.

“We want to remove barriers
that make kids give up on purs-
ing post-secondary education,
and we want to make sure they
know they’ll have the money,”
Mr. Becker said.

Three programs are central to
meeting these goals. The pro-
grams, which went into effect in
July for the company’s 35,000
active employees, are:

® The Scholastic Savings Plan,
which is available to employees
with children entering high
school.

Both salaried and union em-
ployees are eligible to participate
in the savings plan, although

union employees’ participation is
covered by collective bargaining
agreements. The company’s top
150 executives—all of whom
earn in excess of $150,000 and
typically have richer employee
benefits, are not eligible.

The plan allows parents to save
up to $1,000 per year in a tax de-
ferred savings plan similar to a
401(k) plan. Participation in the
savings plan begins in the fresh-
man year of high school and con-
tinues for four years. RIR Nabi-
sco will match parents’ savings
dollar for dollar up to $1,000 per
year per child.

Employees make their contri-
butions on a pretax basis
through payroll deductions.
However, company contributions
and interest are subject to fed-
eral, state and local income taxes
and FICA taxes.

The funds will earn interest at
the one-year U.S. Treasury bill
rate in effect June 1, fixed for the
year and compounding monthly.

With interest, the fund typi-
cally amounts to about $8,800 for
a family that makes the full
$1,000 per year contribution for
four years, Mr. Becker said. “We -
realize this doesn’t buy much of
a four-year education—we found
out that the typical state college
costs at least $7,500 per year,” he
said. “But our main objective
was to make sure parents had
enough money in the bank at the
end of four years of high school
to pay for at least one year of
state college.”

The funds can be used for edu-
cational expenses, including tui-
tion, fees, room and board. The
money is distributed directly to
eligible schools and employee
and company accounts are
drawn down equally, Mr. Becker
said.

The company set the child’s

Continued on page 14

IFEBP conference draws 150 to Boston

BOSTON—Historic Boston was the site of the
International Foundation of Employee Benefit
Plans' fourth annual Corporate Benefits Confer-
ence.

Roughly 150 benefits and human resource pro-
fessionals attended the Aug. 17-18 conference,

Meeting the needs of a changing workforce
was the theme of the conference, and more than
15 speakers discussed how employers can control
health care costs and design programs that help
employees balance work and family responsibi-
lities, among other things.

The IFEBP is a Brookfield, Wis.-based non-
profit association that sponsors a number of
educational conferences and workshops on em-
ployee benefit management issues throughout
the year. The association also offers research re-

ports and information services and co-sponsors
the Certified Employee Benefits Specialists pro-
gram along with the Wharton School of the Uni-
versity of Pennsylvania. A Canadian CEBS pro-
gram is co-sponsored with Dalhousie University
in Halifax, Nova Scotia.

The association’s membership includes 34,000
individuals representing 7,500 multiemployer
trusts, corporations, public employee groups and
consulting firms.

Next year’s benefits conference will be held in
Chicago Sept. 19-21.

For more information, contact the Interna-
tional Foundation of Employee Benefit Plans,
18700 W. Bluemound Road, P.O. Box 69, Brook-
field, Wis. 53008; 414-786-6700.

—By Christine Woolsey
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Continued growth seen
in work-family benefits

By CHRISTINE WOOLSEY

BOSTON—More companies
are adding work-family benefit
programs to
meet the grow-
ing demand
from employ-
ees, according
to a new sur-
vey.

Sixty-four
percent of 111
employee benefit managers sur-
veyed said that during the last
two years their company has
added or modified existing bene-
fits specifically to help employ-
ees balance work and family re-
sponsibilities.

Employers are adding pro-
grams like long-term care bene-
fits and flexible work schedules.

The survey, taken during the
International Foundation of Em-
ployee Benefit Plans' Corporate
Benefits Conference in Boston
last month, indicated that the
trend toward “family friendly”
benefits will continue.

For example, 86% of the bene-
fit managers surveyed said
work-family benefits will be-

come more important over the
next five years. Fourteen percent
said such benefits will not
change in importance over the
next five years.

The survey also found that em-
ployees are increasingly de-
manding some type of work-fam-
ily benefit: 87% of those
surveyed said they have observed
increased demand from employ-
ees for work-family benefits over
the last two years.

Employers are adding or modi-
tying work-family benefits pri-
marily in order to recruit and re-
tain employees, the survey
found. Nearly half—47%—of the
70 people who answered this
question said this was the pri-
mary reason for changing bene-
fits.

Fourteen percent said they
added work-family benefits to
reduce absenteeism and 7% said
they did so to increase produc-
tivity. Twelve percent said they
did so for a combination of those
reasons, and the remaining 20%
did not know or attributed a
change in work-family benefits
to “‘other” reasons.

Among senior management, at-

‘ titudes about work-family bene-

fits may be changing, the survey
found. Half of those surveyed in-
dicated that their company’s se-
nior-level executives view work-
family benefits as “more impor-

tant' than two years ago; 36%
said such benefits are ‘‘equally
important” and 4% said they are
less important. Ten percent did
not know.

Many senior executives,
though, still see other benefits as
more important, the survey
found.

Almost half of those surveyed
—48%—said senior management
viewed work-family benefits as
“equally important.”” But nearly
as many—43%—said senior man-

agement viewed such benefits as

““less important” than other ben-

efits. Only 1% of respondents in-
dicated that senior management
in their company view such ben-
efits as more important. Eight
percent did not know.

Few companies—only 11%—
said they have a full-time staff
member whose sole function is to
help employees balance work
and family responsibilities. And,
more than half—56%—said they

Continued on page 16

SEPTEMBER

CLOSINGS

issue;

closing:

editorial feature:
demographic section:

editorial feature:

New York
(212) 210-0228
Fax: (212) 210-0704

issue:  September 28 — Reader Service — Bonus Distribution: RIMS Singapore
closing: September 15
editorial feature;  Workers Compensation — Directory: Safety Consultants & Rehabilitation Services
issue:  October 5 — Bonus Distribution: NACSA/NACSE
closing: September 22
demographic section:  Agent/Broker Topics: lIAA Conference Report
' issue:  October 12 — Bonus Distribution: CPCU
closing: September 30
editorial feature:  Benefits: Communication & EBC Award Profiles
issue:  October 30 '
closing: September 29

25 Years of Business Insurance

Chicago
(312) 649-5276

SET YOUR DATES

September 21 — Bonus Distribution: NAPSLO — Ad Study
September 8

' Reinsurance: Rendez-Vous Report
Insurer Topics: Trade Shows/Exhibits/Special Evenis

oo Business

(213) 651-3710
Fax: (312) 280-3189 Fax: (213) 655-8157

nsvrance.

Coverage Guaranteed

Business Insurance Presents

]

The Great Communicators

Great communicators are’a rare breed. They stand the
test of time. They point the way.

At a time when effective, targeted employee benefits
communication is more vital than ever, your advertising
message can leave an indelible impression on more than
148,000* employee benefits, financial and corporate risk
managers and a host of other industry influentials who will
turn to BI's October 12 Spotlight Report on Benefits:
Communication & EBC Award Profiles.

BI editors will examine the latest developments in
employee benefits communication ... how technology is
revolutionizing communication ... and the use of futuristic,
interactive communication systems. What's more, this
spotlight report will profile the winners of BI’s annual
Employee Benefits Communication Awards, honoring
companies providing the most effective employee benefits
communication programs.

Recognizing the importance of targeted
communication is nothing new to Business Insurance. For
25 years, BI has set the standards for reporting excellence
with timely, accurate and comprehensive coverage of the
employee benefits and health care markets. That’s why our
audience of corporate executives, responsible for the
design and administration of benefit plans, relies on BI,
week after week, for the up-to-the-minute information they
need to manage health care plans and communicate
benefits effectively.

Be one of the great communicators. Position your
message in the one newsmagazine that communicates to
your customers most effectively — Business Insurance.
Call now to reserve your ad space.

*Includes pass-along readership.

Benefits: Communication
& EBC Award Profiles
Publishing: October 12

Ad Closing: September 30

Business
Insurance.

Coverage Guaranteed

New York: 220 East 42nd St., New York, NY 10017-5806
telephone: 212/210-0228 = fax: 212/210-0704
Chicago: 740 Rush St., Chicago, IL 60611-2590
telephone: 312/649-5276 » fax: 312/280-3189
Los Angeles: 6500 Wilshire Blvd., Los Angeles, CA 90048-4947
relephone: 213/651-3710 = fax: 213/655-8157

NPS Phato by Richard Frear



A%/ DLolitCoo Lo ilTlicle, JOTPLTIIVEL L7, 1JJda

COLUMBUS

w
=
=
<
I
Y]
[+
o
b
=
.

BAKERSFIELD =+ DALLAS

a -
NEW YORK = BOSTON = PHILADELPHIA =« CHEVY CHASE = WASHINGTON D C Educatlon beneflts

& : Continued from page 12

FROM KODIAK TO KEY WEST, FROM BANGOR - B feee il

TO BAKERSFIELD, EXPRESS SCRIPTS ' e e s
'PREFERRED PROVIDER PHARMACIES Rt O
CRISSCROSS THE UNITED STATES.

EXPRESS
ESCRIPTS

ON-LINE « MAIL SERVICE  DUR
1-800-332-5455

= YdWVYL = YINVYILY

O0931a NVS

can request a deferral of the
deadline until the child’s 25th
birthday.

If a child's education costs less

SY1lva =

5T. LOUIS =« CHICAGO - INDIANAPOLIS =+ SAN FRANCISCO =« KEY WEST than what the savings plan ac-

crues, any unused company

. A STABLE MARKET FOR
OCEAN, INLAND MARINE,
PROPERTY AND RELATED RISKS

WORLDWIDE INSURANCE COVERAGE FROM

wm.H. MEGEE &co-Inc.

UNDERWRITING MANAGERS SINCE 1887

Four World Trade Center, New York, N.Y. 10048

Telephone: 212-775-1300 « Telex: 12-9249 - Fax: 212-524-6807
Atlanta + Baltimore * Boston + Charlotte + Chicago * Clifton * Columbus « Dallas
Detroit + Hamilton, Bermuda + Hato Rey, P.R., * Houston * Melville, L.I. - Nashville
New Orieans + New York Regional * Pasadena * Philadelphia * Pittsburgh

San Francisco * Seattle * Syracuse « Montreal * Toronto * Vancouver

Comespondents throughout the world

matching contributions are re-
turned to RJR Nabisco. The par-
ents’ unused portion with inter-
est is returned to them, although
it is subject to taxes.

Employees can change the size
of their deferrals to the plan any
time during the plan year, Mr.

About 35% of eligible employees have signed up
for RJR Nabisco’s education savings plan so far,
says Mr. Becker. ‘That’s low and I'm disappointed.
We wanted 90% enroliment on Day 1. But I'm
told by my 401(k) people that is unrealistic.’

Becker noted. The fund also is
similar to a 401(k) savings ac-
count in that there are provisions
for hardship withdrawals of em-
ployee contributions and earn-
ings, he said. )

RJR Nabisco has a 401(k) plan
as well, but the company wants
employees to use the money they
accrue in that plan for retire-
ment expenses, not their child’s
education, he said.

However, a child’s education
expenses would still be an eligi-
ble reason for a hardship with-
drawal from the retirement sav-
ings plan.

About 35% of eligible employ-
ees have signed up for the educa-
tion savings plan so far, Mr.
Becker said. ““That’s low and I'm
disappointed. We wanted 90%
enrollment on Day 1. But I'm
told by my 401(k) people that is
unrealistic.”

Mr. Becker estimates that if
35% of the workforce utilizes the
savings plan, it will cost RJR Na-
bisco, after taxes, about $5 mil-
lion to $6 million per year after
year nine.

e The RJRN Scholastic Loan
Plan, which is designed to help
fund employees’ children’s edu-
cation. The program provides
workers with access to loans for
all students who qualify.

There are three different types
of loans available under the pro-
gram. The Stafford loan is a fed-
eral government loan of $2,400
per year to low-income families.
Not many RJR Nabisco employ-
ees qualify for this loan, Mr.
Becker noted.

The RJRN Plus loan offers
$4,000 per year up to $20,000.
The company does not lend em-
ployees the money itself but ar-
ranges the loans through inde-
pendent lenders. If an employee
should be unable to repay his
loans, it is up to the lender to se-
cure payment, Mr. Becker ex-
plained.

“This is not a loan on our own
books. We didn't want to be in a
position to’’ hassle employees
who fall behind on their repay-
ment, he said.

The Extra Credit Loan is de-
signed for employees whose chil-
dren pursue an education at very
expensive schools like Ivy
League institutions. RJR Nabisco
helps parents arrange a privately
sponsored line of credit, which
they can pay off in fixed monthly
payments.

The first two loans require re-
payment upon the child’s gradu-
ation. The Extra Credit loan pay-
ments begin as soon as the funds
are used.

“The programs are not de-
signed to educate a workforce to
work for RIR Nabisco only, but
to provide an educated work-
force for all employers,’” Mr.
Becker said. :

Patricia Nazemetz, director of
benefits for Xerox Corp. in
Stamford, Conn., moderated the
session. a
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Most assumptions start out as simple answers
to difficult questions. But the right answers always
take a little more exploration.

Many insurance buyers, for example, assume
the only right way to buy insurance is from a
broker.

Like most assumptions, this is wrong.

Your Liberty Mutual representative offers
comprehensive coverage at competitive rates with
convenient local service. In fact, your Liberty
representative gives you all the confidence and
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you need it. And by speaking with us directly, you
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can avoid costly mistakes that can easily happen
when going through a middleman.

The results are lower costs for your insurance
program, the elimination of overlapping policies
and better customized service. By working as a
partner with your insurer, you also get tailored risk
management and loss prevention services.

Why make assumptions when something bet-
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thousands of customers have proven to them-
selves that the right way to buy insurance is from
Liberty Mutual. Call your -
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office today and let us LIBERTY
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Family benefits

Continued from page 13

do not foresee their company
having such a position within the
next five years.

Group long-term care coverage
is one of the benefits employers
are adding to help employees
cope with family responsibili-
ties.

For example, Allstate Insur-
ance Co. plans to offer its em-
ployees an employee-pay-all
long-term care policy as a flexi-
ble benefits option beginning in
January, said Sandra Hamilton,
employee benefits division direc-
tor for the Northbrook, Ill.-based
insurer.

Ms. Hamilton participated in a
panel discussion on family bene-
fits, ‘‘Addressing Benefit Issues
for the Changing Workforce,”
during the IFEBP conference.

“Just this year we've started
working on a life cycle concept
of employee benefits. The ink is
not yet dry, and we can already
see some things need to be
changed,” Ms. Hamilton said.

The life cycle approach re-
quires that the employer assess
and coordinate the benefits it
offers with the different issues
that emerge at each stage of an
employee’s life.

“We truly believe dedicated
and motivated employees who
balance work and personal lives
will give us a competitive advan-
tage. And we believe companies
will need to create a work en-
vironment that helps employees
come to work” without worrying
about sacrificing family needs,
Ms. Hamilton said.

Allstate expects about 12% of
its 52,000 employees to sign up
for the group long-term care
program, she said.

The company has been offering
some type of work-family bene-
fits since 1986, when it began of-
fering employees child care re-
ferral assistance. In 1988, the
company implemented a flexible
spending account employees
could use to pay for child care
services, and other programs
were added in the following
years.

“Be sure you survey employees
before moving ahead” with any
type of work-family benefits
program, Ms. Hamilton advised.
Most employers don't know what
their employees’ needs are or
what expectations those workers
have, she noted.

San Francisco-based Levi
Strauss & Co. also is developing
programs to help its employees
balance their personal and pro-
fessional lives, pointed out Reese
Smith, director of employee ben-
efits.

Among other things, the ap-
parel manufacturer offers em-
ployees time off with pay so they
can take care of family responsi-
bilities and flexible working ar-
rangements.

Some employees are able, with
the approval of their supervisor,
to work whatever hours they
want, Mr. Smith said. “If you
want to come in at 3 a.m. and
work until 10 a.m., that’s OK.”

Levi Strauss is perhaps best
known for its efforts to meet the
needs of different types of fami-
lies, for example by extending
medical coverage to employees’
domestic partners.

Charles Becker, vp of organi-
zation and management develop-
ment for RJR Nabisco Inc. in
New York, also spoke during the
session (see story, page 12).

Patricia Nazemetz, director of
benefits for Xerox Corp. in
Stamford, Conn., was the session
moderator. =

American National Can promoting
Buras to director-risk management

John N. Buras, 40, has been
promoted to director of risk
management at American Na-
tional Can Co. in Chicago. Mr.
Buras is responsible for evaluat-
ing the company’s worldwide
risks, administering loss control
programs, implementing prop-
erty/casualty insurance coverage
and managing all workers com-
pensation and liability claims.
He reports to William A. Fran-

Comings & goings: Buyers

cois, vp, deputy general counsel
and secretary. Mr. Buras joined
American can as administrator,
risk management in 1988 and
was named manager of risk man-
zgement in 1991 before being
promoted to replace John R.
Brouch, who retired. Prior to

joining American National Can,
Mr. Burss served as manager of
tke Rolling Meadows, 1l1., branch
of risk management consulting
firm Gallagher Basset Services
Irc. He :s 3 deputy member of
tke Risk % Insurancz Manage-
ment Society Inc. and holds the

Chartered Property & Casualty
Underwritar designation. In ad-
dition, Lir. Buras earned a bach-
elor of aris degree from the Uni-
versity of Notre Dame in Notre
Dame, Ind.

* Kk %

James Stenstrom, 34, has
been promoted to director of risk
managemant for Lettuce Enter-
tain You Znterprises Inc., a Chi-

Continued on next page
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and certainly fair.

In addition, we can alsc make available our
property enginzering resources —resources
that help reduce risk.

So if you want to start building a relation-

ship with many happy returns, call us and
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Associated with Allendale Mutual Insurance Co.
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For more information, call us at1-800-541-2276.

we'll put you in touch with your Affiliated /
Appalachian representatve.
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zago-based restaurant group. In
this newly created position, Mr.
Stenstrom is
responsible for
a.I risk man-
agement func-
tions, including
the safety pro-
gram, property
and casualty
insurance, and
zmployee bene-
fits. He reports
to Charles Has-
k=2i]l, execuzive
vo-finanee and legal. Prior to
jeining the restaurant group in

Mr. Stenstrom

1985 as corporate risk manager,
Mr. Stenstrom held a similar po-
sition w:th the former Interstate
United. a vending company that
was merged into Canteen Corp.
Mr. S:erstrom is treasurer of the
Chicago chapter of the Risk &
Insurance Management Society
and is president of the Illinois
Restaurant Risk Management
Assn.. a workers compensation
self-insurance pool for Illinois
Restacrant Assn. members. He
holds tha Associate in Risk Man-
agement designation and is
working toward the Chartered
Property & Casualty Un-
derwriter designation. Mr. Sten-

strom earned a bachelor's degree
in political science from North-
eastern Illinois University in
Chicago.

¥ % *

Hillhaven Corp., A Tacoma,
Wash.-based company that owns
and operates nursing homes and
also operates a retail and institu-
tional pharmacy division, has
announced the following risk
management promotions:

David Mettler, 45, has been
promoted to vp-risk manage-
ment. Mr. Mettler is responsible
for all of the company’s risk
management and commercial in-
surance programs. He reports to

Kris Scoumperdis, senior vp-
human resources and suppert
services. Mr. Mettler joined the
company in 1986 as director of
risk manzgement. Prior fo join-
ing Hillhaven, Mr. Mettler was
director cf risk management for
Care Enterprises, a Tustin,
Calif.-based provider 2 :npa-
tient nurs.ng services. '

He is a deputy member of the
Risk & Iasurance Management
Society and holds the Car:ified
Safety Professional designation.
Mr. Mettler received a bachelor
of science degree in aeronautical
engineering from California
Polyzechric State Univers:ity in

'k year

\dorsemen

San Luis Obispo.

Keith Terrano, 36, has been
promoted to director of risk
management at Hillhaven from
assistant director. Mr. Terrano is
responsible for workers compen-
sation and general and profes-
sional liability insurance pro-
grams. He reports to Mr. Mettler.
Mr. Terrano joined the company
in 1987 as workers comp coordi-
nator and was promoted to assis-
tant director of risk management
earlier this year. Prior to joining
Hillhaven, he was an account
administrator in Seattle for
Crawford & Co., a third-party
administrator. Mr. Terrano is a
deputy member of the Risk & In-
surance Management Society. He
earned a bachelor’s degree in
history from the University of
Buffalo in Buffalo, N.Y.

Sandra Fitzler, 44, has been
promoted to director, loss pre-
vention at Hillhaven. She is re-
sponsible for the development,
implementation and monitoring
of loss prevention and safety
programs, as well as supporting
regional loss prevention consul-
tants. She reports to Mr. Mettler.
Ms. Fitzler joined the company
in 1987 as regional safety coordi-
nator and had served as divi-
sional loss prevention director
since 1990. Prior to joining Hill-
haven, Ms. Fitzler was coordina-
tor of occupational health ser-
vices at Beverly Hospital in
Beverly, Mass. She is a member
of the American Society of
Health Care Risk Managers and
earned a bachelor’s degree in
nursing from Salem State Col-
lege in Salem, Mass.

* ok %

Muriel Fontugne, 38, has
been named risk manager of
Euro Disney in Paris. In this
newly created position, Ms. Fon-
tugne is responsible for all risk
management activities, including
insurance coverage, coordination
of safety prevention programs
and assisting other divisions
with claims settlements. Ms.
Fontugne reports to Gerard De-
gonfe, vp/treasurer of Euro Dis-
ney, and to Stephen M. Wilder,
assistant treasurer-risk manage-
ment for The Walt Disney Co. in
Burbank, Calif. Prior to joining
Euro Disney, Ms. Fontugne was
manager of CIGNA Corp.’s
global risk management depart-
ment in Paris. Prior to that, she
was with UAP Group in France
and Africa as an underwriter
specializing in international lia-
bility and property programs.
Ms. Fontugne, who holds a de-
gree in economics from the Uni-
versity of Paris at Dauphine, is a
member of Gaci Acadef, the
French risk management society.

Also at Euro Disney, Nadine
Le Jean, 29, has been named
guest claims coordinator. Ms. Le
Jean handles bodily injury and
property damages claims made
by guests of the theme park,
among other responsibilities. She
also conducts risk exposure
awareness programs for Euro
Disnéy employees. Ms. Le Jean
reports to Ms. Fontugne. Prior to
joining Euro Disney, Ms. Le Jean
was a general liability and prod-
ucts liability accounts executive
with UAP Group in Paris. Ms. Le
Jean holds a degree from Paris
10 University.

°

We’d like to report on steff
changes in your company’s risk
management, safety and em-
ployee benefits departments. Just
drop a note to Roseanne White,
Copy Editor, Business Insurance,
740 N. Rush St., Chicago, IlL
60611-2590, or call 312-649-
7785. Please send a photograph,
too.
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because many companies, like
CIGNA and Aetna, are introduc-
ing point-of-service products,”
she said.

“HMO companies are trying to
offer more products that are at-
trac:zive and flexible to employer
groups. Point-of-service offers a
little more flexibility in the net-
work; an employer doesn’t have
to have quite the benefit struc-
ture as with an HMO,” she ex-
plainad.

Int2rStudy defines point-oi-
serv.ce plans as those that allow
the employees and dependents to
choose either network or non-
network providers. With a net-
work provider, health care deli-
very resembles that of a tradi-
tioral HMO, with prepaid
comorehensive coverage. If they
chocse a non-network provider,
coverage is less comprehensive
and carries deductibles and
coinsurance.

Tr.e prevalence of point-of-
service plans nearly doubled
from 1989 to 1991; offered by
11% »f employers last year, up
from 6% in 1989, according to

research by A. Foster Higgins &
Co. Inc. (BI, April 6).

The real difference between
open-ended HMOs and point-of-
service plans is that an open-
ended HMO is a prepaid arrange-
ment, while a point-of-service
plan is often a self-insured ar-
rangement, which goes against
the HMO philosophy that the
provider takes the risk, ex-
plained John Erb, a principal
with Foster Higgins in New
York.

A point-of-service plan is
slightly more attractive to em-
ployers because it “looks, smells
and tastes like an indemnity
plan,” he added. The employer
“isn’t really turning the financial
risk over to the HMO.”

Despite point-of-service plan
growth, the slowdown of open-
ended HMO enrollment in the
second half was “somewhat sur-
prising,” said Patricia Ball, a re-
search associate at InterStudy.
“This is the first time we had a
single-digit growth rate since
open-ended products were intro-
duced in 1987. We have no idea if
it will remain low in the first
half of 1992.

Among open-ended HMOs,

Minnetonka, Minn.-based Med-
ica reported the highest enroll-
ment in 1992—227,832, up from
215,146 last year. This was fol-
lowed by Rockville, Md.-kased
Mid-Atlantic Medical Sexvices
Inc., with 169,589 membars, up
from 75,000; and Oxford Health
Plans of New York, with 61,263
members, up from 30,800.

The 1992 enrollment figures
for Mid-Atlantic Medical Ser-
vices Inc. include enrollment of
an affiliate which was not re-
ported in 1991.

Of the 25 largest open-2nded
HMOs, nine plans are headcuar-
tered in the Midwest and nine in
the South.

“In the West, where tradit:onal
HMO products are widely ac-
cepted, it may have been difficult
to introduce open-ended HMO
products,” Ms. Ball exp_ained.
“But in the Midwest, which is an
immature market for HMOs,
there is a greater acceptanca for
open-ended HMOs.”

Of the 25 largest pure, or tra-
ditional, HMOs, 12 are hesad-
quartered in the West, rine in
California alone.

The largest pure HMZ was

Continued on page 20
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Study sees HMO growth

By LOUISE KERTESZ

Open-ended HMOs are luring
more large employers to sign up
major segments of their work-
force, contributing to a 7.6%
jump in HMO enrollment in
1991.

And, HMO growth is projected
to continue at 6% to 10% a year
for the next five years, largely
due to gains by the hybrid plans,
according to the 1992 HMO edi-
tion of the ‘“Marion Merrell Dow
Managed Care Digest,”” spon-
sored by the Kansas City, Mo.-
based pharmaceutical company.

HMOs continued to curb mem-
bers' use of hospital services,
with inpatient days per 1,000
non-Medicare enrollees falling
2% to 333.5 days.

But at the same time, hospi-
tal admissions rose 3% to 76.8
per 1,000 members, including
both Medicare and non-Medicare
enrollees, and average hospital
length of stay crept up to 4.8
days per admission from 4.7 in
1990, according to the study.

“Neither of these statistics
bodes well for HMOs in control-
ling health care costs,” the re-
port warns.

Nevertheless, some statistics
were less troubling for HMOs:

® The number of visits to HMO
elinies or doctors' offices
dropped slightly last year to 4.8
visits per member from 4.9 in
1990.

® The number of visits during
which the patient actually sees a
physician has remained steady at
3.3 per member for the past two
years.

® And, average HMO premi-
ums rose far less in 1991 than did
indemnity insurance premiums.
Rates for individual coverage
rose 8%, while premiums for
family coverage rose 7% over
1990 levels.

By comparison, average in-
demnity plan premiums for em-
ployers rose 19% over 1990
levels, the study notes.

“Employers have told national
pollsters. . .that they view HMOs
more positively because of their
effective cost-control measures
and more moderate premium in-
creases,” the report says.

In 1991, 86% of all HMOs of-
fered carve-out programs, which
were available for purchase
apart from the HMOs' medical-
surgical coverage.

The most common carve-out
plans in 1991 were dental and
prescription drug plans. Seven-
teen percent of all HMOs offered
both these programs, up from
15% in 1990.

The newest carve-out options
are occupational health and
workers compensation, and
availability stayed steady at 3%
in 1991, the report says.

Specialty plans, offering sup-
plemental coverage for an added
premium on top of basic cover-
age, also grew in 1991. Mental
health benefits were offered at
an added premium by 88% of
HMOs last year, up from 78%.

Supplemental drug benefits
were offered by 80% of all plans,
up from 74% in 1990, and 70%
offered specialty vision caré
plans in 1991, up from 63%.

Drugs represented one of the
fastest-growing expenses for
HMOs, according to the study.
Drug expenditures rose to 10% of
total HMO operating budgets
from 7% in 1990.

]

Single copies of “Marion Mer-
rell Dow Managed Care Digest”
are available without charge.
Contact Marion Merrell Dow
Inc., Managed Health Care Mar-
kets Department, 9300 Ward
Parkway, Kansas City, Mo.
64114, or call 800-362-7466.
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Oakland, Calif.-based Kaiser
Foundation Health Plan Inc.—
Northern California Region with
2.439 million people enrolled in
1992, up slightly from 2.436 mil-
lion in 1991. The next largest
were Pasadena, Calif.-based
Kaiser Foundation Health Plan
Inc.—Southern California Re-
gion, with enrollment of 2.3 mil-
lion, up from 2.27 million; and
Health Insurance Plan of Greater
New York, with 872,501, down
from 872,619.

According to InterStudy, the
maturing of health maintenance
organizations has contributed to
improved profitability for HMOs
and stabilizing premiums.

HMOs’ profitability has risen
dramatically in the past three
years. In 1989, only 36% of those
surveyed reported a net profit/

surplus for fiscal year 1968. But
nearly 83% of HMOs reported a
net profit/surplus for fiscal 1991.

Due to a maturing marke:,
HMOs now have claims experi-
ence on which to more accurately
base pricing. Ms. Pcrter com-
mented.

HMO premiums are clcse to
those of conventional indemaity
plans, according to the survey.
As of Jan. 1, the average moenthly
HMO premiums were §131.21 fer
single coverage and $360.18 for
family coverage. Ir contrast, the
average monthly premivms for
conventional indemnity olans
were $167 and 3351, respec-
tively, according to the Health
Insurance Assn. of America

Meanwhile, the overall number
of HMOs remains flat compered
with last year, despite a number
of mergers and acquisitions. The
number of HMOs peaked at 653
in January 1988 &nd has since

declined, InterStudy found.
Among mergers last year, Fort
Wayne, Ind.-based Lincoln Na-
tional Administrative Services
was purchased by Concord,
Calif.-based Take Care Corp.;
four Blue Cross & Blue Shield
Assn. plans in Massachusetts
merged operations under Fra-
mingham-based HMO Blue; and
two BC/BS plarns merged into
Philadelphia-bassd Keystone
Health Plan East, Ms. Ball noted.
The net number of HMOs
operating in the United States
and Guam increased by two to
55& from 1991 to 1992. Among
these were 13 HMOs that were
not reported previously or are
newly operating; one—Miami
Beach, Fla.-based Mount Sinai
Health Maintenarce Organiza-
tion Inc.—that terminated; one
that previously anly reported
open-ended enrollment; six that
merged operations resulting in

two new HMOs; and seven that
consolidated their operations
irto other HMOs.

“It is interesting to note the
continuing consolidation among
HMO companies. This is attrib-
uzable to the strength of the
larger companies that are going
atter market share. But there are
some very strong smaller com-
panies, too,” said Ms. Porter.

For example, of the 36.1 mil-
lion people enrolled in tradi-
tisnal HMOs in 1992, 23.2 mil-
lion, or 64.3%, were in the largest
HMOs—those with at least
100,000 members. Those figures
are up slightly from 1991, when
the biggest HMOs had 21.4 mil-
lion enrollees, or 62.9% of the
34.1 million enrolled in tradi-
tional HMOs.

Meanwhile, the share of the
traditional market held by the
very small HMOs—those with
fewer than 5,000 enrollees—re-

mained steady at 0.4%. At the
start of the year, the smallest
HMOs had an aggregate total of
151,770 members, up from
143,132 last year.

The oldest traditional HMOs
also continued to hold the lion’s
share of enrollment.

Plans that are 10 years old or
older have 24.3 million members,
or 67.1% of the total membership
of 36.1 million. Traditional
HMOs age 6 to 9 years have
24.1% of the total; plans age 3 to
5 years have 7.8%; plans age 1 to
2 years have 1%; and those less
than 1 year old have 0.01% of the
total.

Similarly, among open-ended
HMOs, plans that are 10 years
old or older have 54.4% of the
total 1.49 million members.
Plans that are 6 to 9 years old
have 37.9%; plans that are 3 to 5
years old have 7%; and plans

Continued on next page
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that are 1 to 2 years old have
0.8%. There were no open-ended

HMOs less than 1 year old.

The percentage of the popula-
tion enrolled last year in all
HMOs increased slightly.

As of Jan. 1, eombined enroll-

aditional and open-
ended HMOs is 37.6 millicn, or
15.1% of the U.S. populaticon. In
1991, i million, or
14.2% of ion.

“Enrollment will continue to
rise. There is a continual interest
and concern in managing costs.”
Ms. Porter said.

California continues to lead
the states in actual number of
residents enrolled in traditional
HMOs as well as the percentage
of state population in HMOs.

As of Jan. 1, enrcllment in Cal
ifornia HMOs was 9.6 millicn, @
32.4% of the state population—
up from 9.1 million in 1991.

Other states with large tradi-
tional HMO enrollments as of
Jan. 1 include:

® New York, with 2.9 million
enrollees, or 16.1% of the popu-
lation, up from 2.8 million in
January 1991.

#® Massachusetts, with 1.8 mil-
lien enrollees, or 29.9% of the
population, up from 1.7 million.

¢ Florida, with 1.7 million
enrollees, or 12.8% of the popu-
lafion, up from 1.2 million.

® Pennsylvania, with 1.6 mil-
licn enrollees, or 13.5% of the
population, up from 1.5 million.

® Illinois, with 1.5 million
enrollees, or 12.6% of the popu-
lation, unchanged from last year.

®
Copies of “InterStudy Competi-
tive Edge,” Volume 2, No. 1, are
available for $100 each from In-
terStudy, 5715 Christmas Lake
Road, P.O. B , Excelsior,
Minn. 55331-0458; 612-474-1176.

dn’t Be Complete
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Labor Department issues amendment
to notice on ‘top hat’ filing penalties

WASHINGTON—Employers
that failed to file required re-
ports for “top hat” pension plans
can avoid stiff penalties if they
file a registration statement by
Sept. 30 and pay a maximum of
$1,000—not $1,000 per plan as
earlier reported—the Labor De-
partment says.

The Labor Department ack-
nowledged making a mistake in a
notice that was published in the
July 24 issue of the Federal Reg-
ister.

That notice told how employ-
ers that are currently offering
top hat pension plans could
avoid paying tough penalties for
not filing federally required reg-
istration statements.

A top hat plan is an unfunded
pension plan that provides bene-
fits to top executives. Most For-
tune 500 companies offer such
plans, according to benefit con-
sultants.

According to the notice pub-
lished in the Federal Register,
employers who never have filed
registration statements could
avoid penalties—up to $300 a
day—if they file a statement by
Sept. 30 and pay $1,000 for each
top hat plan they sponsor.

A registration statement in-
cludes such basic information as
the employer’s address, tele-
phone, tax identification number
of top hat plans and the number
of employees in each plan. By

filing a one-time registratio

statement for a top hat plan, a

employer is exempted from filing
the annual Form 5500, a finan
cial statement.

That notice was in fact mis
taken, according to the IRS. Em
ployers can file one registration
statement with information or
all their top hat plans, pay
$1,000 by Sept. 30 and be exempt
from the higher penalties.

s a welcome response t
empl I concerns. Some em
ployers may have a couple of
dozen top hat plans,”” commente
Seth Tievsky, who is a principa
with Ernst & Young in Washing
ton.

—By Judy Greenwald

It’s not too late to be part
of the most exciting
celebration of the year.

This retrospective will
review developments,
trends, legislation and
regulation that have
shaped the way corporate
executives purchase
insurance, meet risk
management challenges
and respond to employee
benefits and health care
alternatives.

Penetrating interviews
with the most influential
leaders in benefits and
risk management, plus

an analysis of leading
insurance and reinsurance
companies and brokers,
then and now, will attract
worldwide attention.

This powerful editorial
feature will position your
ad in front of more than
148,000* administrative
and financial executives;
insurance, risk, and
benefits managers;
insurance and reinsurance
company executives;
agents and brokers; and
other consultants and
service providers.

Reserve your ad space today and
preserve your place in this
25-year history. Because this is
one celebration that no one will
soon forget.

Reserve your ad space
today. Preserve your
place in this 25-year
history. This is one
collectible that won’t be
collecting dust.

Publishing:
October 30, 1992
Ad Closing:
September 29, 1992

*Includes pass-along readership.
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Talk to Zurich International. Because we won’t just insure
you against risk. We’ll provide you with a comprehensive
risk management service.
This includes not only | identifying and controlling
risk, but also finding ways to help you reduce it. Leaving
you free to get on with developing
the opportunities you’ve targeted for | | '
your business. - HOW tO I.e duce
In addition, we have the backing : @ ® |
of one of the world’s leading insurance rl Sl( W].thOUt _
groups, The Zurich, a company with ®
the highest financial rating. ' re dUC]. I]. g
Dealing with major international , ®
risks is our eireryday business. We are Opp Ortunlty.
firmly established in over 80 countries.A | |
Which means ‘we can give you the vital benefit of local
knowledge in your cross-border activities. In turn, this
multilocal advantage helps you to respond to rapidly changing
circumstances.
For every opportunity there is a risk. How much risk,
however, depends on how effectively e managed.

Talk to your local Zurich office to find out more.

ZURICH
INTERNATIONAL

GLOBAL SECURITY



ASK A CASUALTY ACTUARY

How to pick the right
casualty actuarial firm

Which firms are the largest
in terms of providing casualty
actuarial consulting services
and where are the offices
providing those services?
What are the biggest
differences among those
firms?

I believe the best way to answer
your guestion is to provide a
compilation of consulting firms
according to the number of the
Casualty Actuarial Society
members they employ. The chart
on this page is based on that and
includes all firms with at least
four members of the CAS.

Although there are other firms that provide
actuarial services, most notably brokerage or risk
management.consulting firms, it would be difficult
to reasonably gauge the volume, extent and quality
of these services.

Membership in the CAS is restricted to those who -

have passed at least the first seven of the 10 exams
administered by the society.

It generally takes about 400 hours of study to be
able to pass each of these exams, and only about
35% to 40% of those taking each exam pass at any
one time.

Because of these stringent requirements,
membership in the CAS provides a tangible level of
assurance that the services provided meet current
standards of practice.

Because it is easy for people who have not had
sufficient training to misinterpret or misuse claims
information and possibly arrive at invalid or
misleading conclusions, it is advisable to be
well-assured of the quality of the actuarial services
being provided.

With regard to the differences between the firms,
it would be inaccurate and misleading to make
statements comparing how different casualty
actuarial consulting firms would"approach standard
reserving or ratemaking assignments, like funding
for a captive or self-insurance program.

In the first place, these firms are not monolithic
organizations with tightly defined procedures on
how to approach any standard actuarial
engagement.

They each consist of many professionals who are
likely to differ in their way of analyzing and
completing any assignment. After all, actuarial
analysis is an art, not a science.

It is true, however, that some firms have general
philosophies or guidelines, which, in some cases,

have resulted in much less variation internally than

found in other firms.

I would offer only two generalizations, with the
understanding that exceptions abound.

First, consulting actuaries tend to differ less in
how they approach ratemaking analysis than in how
they would complete a reserving analysis.

Second, the larger the consulting firm, the more
likely it is that the consultant will give more weight
to industry or outside patterns and statistics, and,
correspondingly, less weight to indications based on
the data of the client.

I believe this tendency is in part due to the fact
that larger firms are more likely to have extensive
data banks of outside information. Clients who have
small volumes of claims data (or who are fairly
typical in their exposures or claims environment)
may well be better served by consultants who rely
heavily on outside data, because their own data has
little credibility.

By credibility I mean the reliability of the data in

Largest casualty actuaﬂal consultmg firms
By number of Casualty Actuarial Society members, as of April 1, 1992

Number of
CAS
Firm
Tillinghast/Towers Perrin

members
101

Offices (CAS Members)
Weatogue, Conn. (16); Atlanta (15); Philadelphia (9); St. Louis (8);

Boston (6); Arlington, Va. (5); New York City (5); Dallas (4);
London (4); Toronto (4); Chicago (3); Hamilton, Bermuda (3);
Irvine, Calif. (3); San Francisco (3);Bloomington, lll. {2);
Jacksonville, Fia. (2); Montreal (2); Paris (2); Carlock, lll. (1);
Denver (1); San Antonio, Texas (2); Sydney, Australia (1);

Tokyo (1)

| V'Mllllman & Robertson Inc.

Ernst & Young

New York City (12); Brookfield, Wis. (3); Pasadena, Calif. (8);

Wakefield, Mass. (5); Irvine, Calif. (3);

g Seattle (2); Denver (1); Mason, Ohio (1); Minneapoiis (1);
an Francisco (1); West Paterson, N.J. (1)

Philadelphia (10); Chicago (9); New York City (4); Atlanta (3);
Boston (1 ); Hamilton, Bermuda (1)

adnor, Pa. (3); Atlanta

The Wyatt Co.

" Coopers & Lybrand Atlanta (5% Chicago (5); New York City (5); Seattle (3); Toronto (3);
Boston (2); Philadelphia (2); Catonsville, Md. (1); Dallas (1)

Chicago (6); Montreal (3); San Francisco (3); Toronto (3);
Washington (3); Dallas (1); Detroit (1); London (1); San Diego
(1); Wellesley Hills, Mass. (1)

Mercer & affiliates

New York City (10); Columbus, Ohio (3); Chicago/Deerfield, Ill. (4);

Philadelphia (2); Irvine, Calif. (1); Montreal (1)

KPMG Peat Marwick

New York City (4); Hartford, Conn. (2); Atlanta (1); Hamilton,

Bermuda (1); Los Angeles (1); Malvern, Pa. (1);

Deloitte & Touche

Price Waterhouse

Hartford, Conn. (6); Chicago (2); Washington (1)
Hartford, Conn. (2); Atlanta (1); Ch:cago (1), Mlami (1)

Arthur Andersen & Co.

Hartford, Conn. (1); New York City (1); Philadelphia (1);

San Francisco (1)

| INS Consultants Inc 4

Philadelphia‘ (4)

Johnson & Higgins 4

Willis Corroon

: Source Casualty Aciuar;a! Soaety

yielding an accurate indication because it is based
on a significant number of claims.

In contrast, clients with larger volumes of claims
in their experience (or who differ from the average
in the nature of their exposures, claims
environment, or their procedures for claims
management or loss control) might be better served
by a consultant who will primarily base the analysis
on the client’s own data.

The best way to determine what type of
consultant might be serving you is to ask a firm
questions such as the following:

® To what extent do you anticipate relying on our
own claims data vs. industry (outside) data in
performing your analysis?

' Please explain why your proposed approach to
this is the most appropriate. Include in your
comments reference to the number of claims in your
history and the degree to which you believe our own
exposures, operating procedures and claims .
environment are typical or atypical.

® Suppose we advised you that there had been
major changes in the adequacy level of our case
reserves or in the rate at which our claims are
settled during the historical period of the data you
are analyzing.

How would you go about verifying or denying our
assertion? If that assertion were validated, how
would you modify your analysis to reflect the
impact of such changes on your incurred loss
projections?

@ Suppose you had done a comparable analysis
last year and your projection of ultimate losses for
accident (or policy) year 1990 was $5 million, and
that this year’s analysis indicated an ultimate loss of
$4 million for 1990.

How much would you revise last year’s indication
to reflect your best estimate for this year? Explain
your reasoning.

New York (2); Chicago (1); Los Angeles (1)
Nashville, Tenn. (4)

GRAPHIG BY A. THANCHITA

® Are you intending to present estimates at
different confidence levels or one set of estimates?
In either case, indicate at which confidence level(s)
your estimates will be stated. State why you believe
that a particular confidence level is appropriate.

If you compare the answers of different
consultants to the above questions, you will most
likely get a better feel for where they stand on the
issues that, in my experience, involve the greatest
degree of variation among actuaries today. ]

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

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

This month’s column on actuarial
issues in the casualty field is written
by Richard E. Sherman, president of
Pacific Actuarial Resources (PAR)
Excellence in Ashland, Ore. William
J. Miner, an actuery with The Wyatt
Co. in Chicago, answers actuarial
questions in the benefits field. Susan
M, Werner, director of risk
management at Hardee's Food
Systems Inc. in Rocky Mount, N.C.,
answers risk management questions.
And Dennis J. Nirtaut, manager of
employee benefits at Continental Bank Corp. in
Chicago, answers questions on employee benefit plans.

Ms. Werner’s and Mr. Nirtaut’s columns appear on
the second Monday of alternate months. Mr. Miner’s
and Mr. Sherman’s columns appear alternately on the
first Monday of each month.

Mr. Sherman’s next column will appear in November.

Address your guestions 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. Sherman
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THE BERMUDA INSURANCE INSTITUTE

In conjunction with Henry Dykowsky & Associates, Inc. Presents
Insurance and Reinsurance Workshop and Seminar

To exchange ideas and concems affecting the Insumnce, Reinsurance
Property and Casualty Industry, current issues and developments in the
market place including recent court decisions, arbitrations, liquidations, loss
commutations, inspections, control over legal and consulting expenses, loss
run-off administration, and concems raised by the seminar participants.

DATES: SEPTEMBER 24 & 25, 1992 FEE: $100 USD
LOCATION: HAMILTON PRINCESS HOTEL HAMILTON, BERMUDA

Workplace safety

Continued from page 3

Accident reporting require-
ments also were tightened.
Rather than allowing units to set
their own reporting standards,
the company now requires them
to report all incidents, no matter
how minor.

“There are lots of accidents
where no one is hurt, but the po-
tential is there,”” Mr. Gipson
said. Weyerhaeuser's goal is that

based Weyerhaeuser Accident
Reduction Education—for super-
visors. AWARE covers a broad
range of accident prevention and
investigation basics, including
proper investigation of acci-
dents, inspections with an eye to-
ward safety, housekeeping stan-
dards and hazardous substance
control, Mr. Gipson said.
Weyerhaeuser's approach is
broad-based, with an emphasis
on controlling all elements in-
volved in workplace safety.

sponsive to your company’s needs can

be difficult. Unfortunately, the answer

T0 MANAGE YOUR
COMPANYS HEALTH COVERAGE YOU NEE
A PARTNER WWHO'S A HEAVY HI'ITEB

®Registered Marks of the Blue Cross and Bhue Shield Association ©1992 Blue Cross and Blue Shield of Texas, Inc. ©1652 i Ruth

d Gerig, CurtisManagement Group

Contac LD"." ::rlml it F“MTW“mmW" ml" all units and employees under- “We are focusing on events
T:?BOQ-“:DS-‘T;% P mezgﬂ:;esaz Iil.SmthMiPllﬁmel CMNMNYI.M stand that potential exists, he th_at ichr property c!ama_ge,
OR  Insumnce Services Tel: 800.929-1889 » Fax 9146242315 | | S2id: G T e BERCRR
Tel: 800-556-6988 + Fax: 203-874-5608  Next Workshop to be held October, 92 in NY The company also introduced  juries,” Mr. Gipson said.
a safety program—called Action- Weyerhaeuser also has been
Finding health coverage thatisre-  can’t be found in the box scores on the

sports page. So we'd like to offer a sug-
gestion. Instead of choosing an in-
surance company, choose a partner.
One who's the veteran in the field.
Blue Cross and Blue Shield of Texas.

Working together, we can monitor
your program by tracking, analyzing
and evaluating employee claims and
physician treatment. You'll also benefit
Fon 34 Yeass, No TWo  from the expertise and

PLATERS ON ANY Mion
Leicts TeaM BouaLED  cost savings of our

THE COMBINED 107
TanEg HoMe Runs ongoing relationships
BY BaBE RuTH AND
Lou GeAnic IN 1927. with some of the top
professionals in Texas health care.
And if it’s statistics you prefer, you'll
be pleased to know that a recent four-
year survey rated Blue Cross and Blue
Shield of Texas higher, on average, in
customer service than our competitors.
Whether you've got 140,000 peo-
ple in your corporation or 25 in your

shop, talk with your insurance agent

or call us. We’d like to be on your team.

KEgPNG TEXANS IN A HEALTHY STATE.

g

BlueCross BlueShield
of Texas

participating in a safety ex-
change program for the last six
years in which hourly and sala-
ried employees visit other com-
panies’ pulp paper mills an-
nually. The employees audit the
other companies’ safety pro-
grams so they can come away
with new ideas on safety. They
also share their own ideas with
other companies.

Weyerhaeuser is about to get
involved in a similar exchange
with wood products companies.

Weyerhaeuser is one of several
companies identified by the Na-
tional Assn. of Manufacturers as
taking steps to control workers
comp costs.

Other companies also are tak-
ing steps to improve workplace
safety—though some approaches
are not uniform like Weyer-
haeuser’s.

For example, the tailored ap-
proach worked for CR Industries
of Elgin, Ill., a manufacturer of
oil-sealing devices.

Workers comp losses had been
significantly higher at its Ho-
bart, Okla., plant than at any of
its eight other U.S. plants, said
Larry Shoemaker, who has been
the Hobart plant manager for the
past year.

The better loss results at the
other plants were due to better
safety communication efforts,
Mr. Shoemaker said. As a result,

‘There are lots of
accidents where no
one is hurt, but the

potential is there,’

Mr. Gipson says.

the company about a year ago
created a safety education pro-
gram specifically targeted to the
Hobart plant.

Results have been encouraging
so far, Workers comp costs re-
lated to the Hobart plant are now
down more than 50% from costs
at this time last year, Mr. Shoe-
maker said. But costs must be
cut another 50% over the next
two years for the plant to be vi-
able over the long term, he
added.

The communications program
started by ‘“blitzing” employees
with information on the Hobart
plant’s workers comp costs and
the potential toll they could take
on its ability to be a “‘competi-
tor in the marketplace,” Mr.
Shoemaker said.

In addition, the company
asked employees on each of the
plant's three shifts to volunteer
for safety teams that watch for
unsafe conditions or practices in
their work areas. Employees are
encouraged to report safety vio-
lations by co-workers.

Employees initially resisted re-
porting on others. But when it
became clear that plant manag-
ers were not looking to get rid of
workers but rather to educate
them about safer practices, that
reticence disappeared, Mr. Shoe-
maker said.

CR Industries already has
acted on several suggestions by
the safety teams to reduce safety
risks. For example:

® Air hoses had been run to
certain pieces of machinery on
the floor, presenting a trip haz-
ard. The safety teams devised
and implemented a plan that su-
spended the hoses well out of the
way of workers’ feet.

® Workers have to lift heavy
metal equipment, using trays,
more than 60 times an hour. To

Continued on page 26
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- You might think.

We’ve doubled our limits
for umbrella and
excess liability coverages.

American Home Assurance Company,
a member of American International

Group, Inc. (AIG), one of the pioneers of

a commitment to serving the needs of

the marketplace for excess coverages.

high-capacity lead policies, has long had

When those needs change, so do we.

That’s why we’ve increased our
umbrella and excess limits to $50 million
from $25 million, one of the largest

offered by any primary insurer in the U.S.

It’s a sturdy umbrella.

Corporations in the market for a stable,

financially secure source of high excess

casualty limits need look no further than

American Home. With a consolidated
rating of A++ from A M. Best Company
and the highest claims-paying ratings from
Moody’s and Standard & Poor’s, the AIG .
Companies are among the largest, most
stable writers of excess casualty coverage
in the US.

To find out more, contact American
Home Assurance Company, Dept. A,
70 Pine Street, New York, NY 10270.

World leaders in insurance and financial services.

Pinipi b s I

American Home Assurance Company, a member company of American International Group, Inc.
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COBRA and Retiree Premium Billing Software

Automate your COBRA or Retiree Premium Biling management as over 3,000 other
employers have done by using Corporate COBRA manager and our Retiree Premium Billing

System. Both offer:

* Eligibility Notification Letters
* Premium Coupons or Notices
o * Late or Deficient Premium Notification

F

rf} * Termination Notification
4% * Context Sensitive Onliné Help
& * Payment Records and Reports
\0@ ‘ * For use by Employers or TPAs

el

* Fully customizable to YOUR needs!!

.2
e
Q'(

Travis Software Corp.
P.O. Box 820469
Houston, TX 77282-0469

(713)496-3737 FAX (713)496-4022

‘or mare information call

1-800-521-5409

TURAVIS Software

Other Travis Systems:

TravisFlex

TravisComp

Travis Risk

Workplace safety

Continued from page 24

lighten the trays, the company
agreed to cut holes in the trays
and replace metal bolts and
screws in the trays with plastic
fasteners.

@ Employees had to lift con-
tainers weighing 70 pounds on
average, some as heavy as 100
pounds.

Individual containers now
weigh no more than 40 pounds.

e After visiting other plants
and interviewing doctors—often
on their own time—some safety
teams recommended the use of
back supports for employees
with heavy lifting duties. Now
back belts are a requirement at
the plant.

® Razor blades used to be left
lying around the work area when
not in use. They now are stored
in special stations the safety

TODAY, EVERY
GREAT AMERICAN
NEEDS ANOTHER.

Directors’ and Officers’ Liability Insurance from Great American:
Powerful protection for powerful people.

Business leaders. Corporate executives.
Entrepreneurs. Foundation and charity

directors.

They're the most powerful individuals in

America, the few who make the decisions that

affect many, many others. And with each deci-
sion comes the risk of litigation from share-
holders and competitors. customers and

employees, even regulatory agencies and

citizens’ groups.

Great American is one of very few insurance

carriers that can offer protection for virtually

all such decision-makers.
Our Executive Liability Division offers

standard risks, and non-profit organizations,

distinct D&O policies for standard risks, non- I l

as well as errors and omissions coverage
for insurance companies. Also, preferred

: rates, retentions and coverage enhancements
for middle market accounts.

Our liability limits are among the highest in
each category. And our reputation for respon-
sive, problem-free claims handling is second
to none in the business.

For those prominent Americans who need
such coverage, making decisions is never easy.

But in light of the unusual strength and
integrity we've brought to our field, choosing
coverage from Great American is
probably the easiest decision of all.

Please call or write today for more

information.

THE GREATAMERICAN
INSURANCE GROUR.

STRENGTH WITH INTEGRITY
Great American Insurance Group
Executive Liability Division
P.O. Box 66943, Chicago, IL 60666
(708) 330-6750 Fax: (708) 619-6457

teams devised. This has pre-
vented many minor cuts and
nicks, according to Mr. Shoe-
maker.

Safety teams in each work area
are supplemented by four-mem-
ber committees from various
areas of the plant. These teams
tour the entire plant each month.
Safety problems that may escape
workers’ attention because
workers have been desensitized
to the problems may be more ob-
vious to someone from a differ-
ent area of the plant, Mr. Shoe-
maker explained.

When accidents do occur, they
are investigated by workers to
determine what happened and
how similar accidents can be
prevented, he said.

In addition, the plant has im-
plemented surprise quarterly fire
drills and drills for rescue teams
to practice techniques used to
free a worker caught in ma-
chinery, according to Mr. Shoe-
maker.

All employees attend quarterly
meetings where equal time is de-
voted to safety, quality and pro-
ductivity, he pointed out.

“The big thing is to keep em-
ployees aware, to have them
‘think safety,”” Mr. Shoemaker
said.

A decentralized safety pro-
gram also has worked for
McJunkin.

Each of its 85 offices is en-
couraged to create an individual
safety program with guidance
from headquarters, Mr. Board
said.

“Our branches are empowered
to implement their own safety
ideas,” Mr. Board said.

For instance, one branch re-
cently built a safety booth on lo-
cation. The booth houses first aid
information and equipment, Oc-
cupational Safety and Health
Administration policies and
other health and safety policies
for employee referral.

The branch also produced a
video depicting the safety booth
and sent it to other branches so
they could consider putting to-
gether a similar resource.

McJunkin also encourages its
units to emphasize driver safety,
because trucking accidents ac-
count for a significant portion of
its losses. :

As a result, McJunkin’s liabil-
ity premium for its fleet of trucks
was decreased significantly in
1991 because of its improved
claims record.

To get its message through to
workers, the company aims at
their pocketbooks. A new com-
munications campaign tells
workers that money either spent
on workers comp injuries or lost
due to decreased productivity
from missed work days is money
that will not go into the com-
pany's profit-sharing plan, Mr.
Board said.

Because employees are now
more aware of the costs, they are
more likely to take steps to pre-
vent accidents, he said.

For example, broken stair rail-
ings, wet floors and icy walk-
ways are taken care of more
quickly.

In addition, McJunkin now
provides back support belts on
request for use when lifting, but
the belts are not mandatory.

McJunkin’s insurer, Kemper
National Insurance Cos. of Long
Grove, I11., also has been an im-
portant part of the safety pro-
gram, Mr. Board said.

Kemper performs loss preven-
tion surveys for the company and
occasionally recommends safety-
related changes. The insurer alsc
provides videos on safe truck
driving. )
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Judges

Continued from page 3

@ John A. Kohler, chairman of
Brandow Howard Kohler & Ro-
senbloom Inc. in Minneapolis.
Mr. Kohler, who is serving on the
panel for a second year, repre-
sents regional insurance broker-

nounced in the April 26, 1993,
issue of Business Insurance,
which will coincide with the an-
nual Risk & Insurance Manage-
ment Society Inc. conference in
Orlando, Fla.

Candidates need not handle
risk management functions full
time, but they must be full-time

The judges score each of the candidates on 10
criteria. The candidate with the highest score after
the judging is completed is named Risk Manager
of the Year. The remaining nominees are eligible
for the Risk Management Honor Roll.

MARKET

STIMULUS: Insurers have furmed
away from hard-to-write special
general liability exposures.

“The bigger and tougher the
hazard, the more Home under-
writers welcome the challenge to

e exercise their skills and
] imagination.”

CHARLES ABRUZZO, Vice President
(212) 530-7110

HOME
RESPONSE: “"Home not only wel-
comes difficult general liability risks,

ages.

® Jerry Newsom, risk manage-
ment administrator for the state
of Georgia. Based in Atlanta, Mr.
Newsom was named to the 1992
Risk Management Honor Roll,
representing government enti-
ties.

® William D. O’'Connell, part-
ner and national director of
business insurance consulting for
Deloitte & Touche in Dallas. Mr.
O’Connell is serving on the panel
for the first time, representing
risk management consultants.

® James I. Taylor, president of
Pennsylvania National Insurance
Cos. in Harrisburg, Pa. Mr. Tay-
lor, who also is serving for the
first time, represents mutual in-
surarnce companies.

® Judith Tornese, vp-risk
management for Transamerica
Corp. in San Francisco. Ms. Tor-
nese was named to the 1992 Risk
Management Honor Roll, repre-
senting financial institutions.

® J. Bransford Wallace, execu-
tive chairman of the Willis Cor-
roon division of Willis Corroon
Group P.L.C. in Nashville, Tenn.
Mr. Wallace is serving on the
panel for the second time, repre-
senting national insurance bro-
kerages.

® Millicent W. Workman,
director of corporate risk man-
agement for Belz Enterprises in
Memphis, Tenn. Ms. Workman
was the 1992 Risk Manager of
the Year.

“We're pleased that such a dis-
tinguished panel of experts will
select the 1993 Risk Manager of
the Year and the Risk Manage-
ment Honor Roll,” said James M.
Burcke, Business Insurance’s
editor.

“The four honorees serving on
the panel bring first-hand
knowledge of risk management
excellence to the judging pro-
cess. And the other panelists
bring a variety of viewpoints to
the competition,” he said.

The judges score each of the
candidates on 10 criteria (see
story, page 28). The candidate
with the highest score after the
judging is completed is named
Risk Manager of the Year. The
remaining nominees are eligible
for the Risk Management Honor
Roll by employment category:

® Corporations with sales ex-
ceeding $300 million.

® Corporations with sales of
less than $300 million.

® Government entities.

® Tax-exempt or non-profit
institutions.

® Financial institutions.

® Self-insurance funds and
pools.

The highest-scoring candidate
in each category not represented
by the Risk Manager of the Year
is named to the Risk Manage-
ment Honor Roll, subject to the
judges’ discretion. As many as
five people can be named to the
Risk Management Honor Roll.

The 1993 honorees will be an-

but aggressively seeks them out. In
fact, in anticipation of the needs of
insureds, we have developed soph-
isticated “tough risk’ capabilities.

N
HOME INSURANCE =
SPECIALTY LINES DIVISION

employees of the organization
for which they direct the risk

management program.
A candidate can be nominated
Continued on page 28

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

Insurers that address only one or two of these problems won't stem the flow.

At ITT Hartford, we take a total approach to cost containment. Managed care
networks, utilization management (including psychiatric and substance abuse review),
hospital bill audits, health care provider profiling and careful attention to mon-
itoring and managing claims are all part of our process. ' '

Everybody's plugging cost containment these days. The ITT Hartford
difference is a strategy that's as comprehensive as it is conscientious.
For a program that holds water, talk to us.

ITT HARTFORD

“ForThe Best In Life—And Health
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Risk Managers of the Year

|
-
!i
i
|

w1  Millicent W. Workman ,——-
'1 Director, of Corpcrate Risk-Management —-—
Uiy

~—4  =iBelz Enterprises-— - -
Arnoid L. Davenport .. —
‘Vp-Risk Management |

-I;T——] “=—=Marriott Corp=

e Stephen M. Wilder-

irector- fof. Corporate Risk: Management [
l——l “~The Walt Disney Co~ ’—}

_Jeffrey.W. Pettegrew . ———_
"":ﬁlg; Manager.and Chief Administrative Officer
Contra Costa County Municipal Risk Management Insurance Authority

~William L, Mather-, —=<—
Administrator of Risk Mana ement
E—T——] UTre Gilstte Corr | o= D

.TI tstil :F. Ll\tl:hota-:) 7
C:—— enior
Irving Tru;st‘%::a?—*D

~—Donald Nelson
Director of Risk Management
“=~ARA Services'Inc—"

e==—"1 —Harold C.Lang
Director of Insurance'and Fhsk Mana emem :)
L~ | easeway Transportation Cnrp

~Richard M.:Inserra~, <=
Director & indursince'and Rk Managm
=~American Can'Co—"

~John'A..OConnell~
Executwe ‘Director and Risk Manager D? g
Holy'Cross Shared Services Inc:

~—Eckart Russell—,

Risk and Insurance, Manage z

*Alcan - Aldminium Ltd:

C—Duane E-Allen
Ass;stant TreasureB IZ—T_-]

“~Hanna Mining Co:

The Thomas V:-Hallett

gﬂ —=Risk Managers, % @
“General Motors' Corp:

dward L. Erickson:
‘=G Dnrector of Insurance Q
American'Broadcasting Cos. Inc:

.ﬁ——l gliowardfT—Weber =
rector of Insurance e
Minnesota Mining & Manufacturing’ Co—(”;;)

— e ——————

|
)
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Judging criteria for 1993 Risk Manager of the Year

Ten criteria will be used to
score the nominations submitted
for the 1993 Business Insurance
Risk Manager of the Year Award
and Risk Management Honor
Roll.

The 10 independent judges of
the nominations will score each
candidate according to how well
he or she:

® Established and imple-
mented an effective risk manage-
ment program within the organi-

. zation.

@ Tackled one or more major
problems for his or her organi-
zation.

Judges

Continued from page 27

by anyone familiar with the can-
didate's work. For example, any
employee or group of employees
may nominate the organization’s
risk manager. A broker, insurer,
consultant or some other service
supplier can nominate a client.
And, a risk manager can nomi-
nate a colleague. Nominations of
risk managers based anywhere in
the world are invited.

In addition to the completed no-
minating forms outlining the can-
didate’s accomplishments, each
nomination must include a letter
from the sponsor nominating the
candidate and a letter of endorse-
ment by an executive of the candi-
date’s organization, who may be
the candidate’s superior or any
higher officer. The letter must cer-
tify the accuracy of the informa-
tion submitted in the nomination.

All nominations will be kept in
the strictest confidence, with only
the honored candldates names an-
nounced.

Business Insurance created the
Risk Manager of the Year award
in 1977, on its 10th anniversary
of publication, to recognize out-

MUNICIPAL LIABILITY INSURANCE

Public Officials }Z;Ubﬁczlga?dush; %}thwhm%%iegl "
School Boards Gt e S
Law Enforcement Agencies goﬂ%rﬂiﬂ ﬁgg Egﬁss Liability
9-1-1 Errors & Omissions Municipal General Liability
Pool Supplements -

Governmental Programs
wrote the book on Municipal Liability

Insurance. Our first programs were introduced in 1980 and we have provided

consistent service to our clients ever since.

Today, we continue to set the standards for the industry with refined and
_expanded programs, backed by lmowledgeable experienced liability experts

dedicated to customer service.

In addition to our individual municipal programs, we can also prowde
Excess Liability coverage for Risk Pools or any of our primary coverages in

association with the Pool.

For more information, contact your insurance representative or call us direct.

Governmental Programs

A Division of Aon Direct Group, Inc.

1-800-368-3583

FAX (804) 287-5555

6604 West Broad Street, Richmond, Virginia 23230 P.O. Box 6609, Richmond, Virginia 23230-0609

® Innovatively applies the di-
verse tools of risk management

* and insurance.

® Creatively and effectively
uses the insurance markets to
structure an insurance program’
that serves the needs of the or-
ganization.

® Established a workable in-
telligence system inside and out-
side the organization, culminat-
ing in a flow of information about
events and activities that affect
the organization’s risk manage-
ment and insurance.

® Skillfully performs the func-
tions of management in the over-

standing achievement in the field.
The Risk Management Honor
Roll was created in 1981 to rec-
ognize outstanding achievements
in risk management in different
types of employment categories.

all organization and within the
risk management/insurance de-
partment. :

® Achieves the most effective
program at the optimum cost
over the long term.

® Developed technical exper-
tise in any or all of the broad
categories included within risk
management, leading to a bet-
ter managerial grasp of the op-
erations aspects of the job.

® Exhibits an attitude and per-
forms activities fostering the ad-
vancement of risk management.

® Develops in his or her ca-
reer.

To request a nomination form for
the 1993 competition, contact
Karen Brown, Assistant to the
Publisher, Business Insurance, 740
N. Rush St., Chicago, Ill. 60611-
2590; 312-649-5319. [ ]

Jerry Newj-uj

State of Georgia
-Government Entity

Risk Management Honor Rolls

[ Marc Darby
Bombardier Inc.

gzt
Qd.,-)

=Judith Tornese=——
Transamerica Corp.
Financial Institution

:.J"-E .

Mary L. DeCampli-Stewart
Metropolitan Washington
Airports Authority '
Government Entity

Donald D. Batchelor
Union Planters Corp.
Financial Institution

C‘—L'g_) %R%&{;gs;‘i;j

University of California
Not-for-Profit Entity

Roger D. Oaks
Tennessee Farmers Cooperative
Small Corporation

Josephine Goode Johnson
University of Maryland Medical
. Service System
Self- msured Fund

) :

M. Michael Zuckerman
Thomas Jefferson University
Not-for-Profit Entity

John A. Lindquist
Browning-Ferris Industries:Inc.
Large Corporation

<J:Douglas Higley
q_ State of Louisiana
Government Entity

Gregory L. Daniels
American National Red Cross
Not-for-Profit Entity

—]

Timothy G. Galarn k —
Lunda Construction
Phoenix Steel Inc.
Small Corporation

Stephen A. Finley
City of Lakewood, Colo.
Government Entity

C*:F.dward G. EWEISS =
First of America Bank Corp.
Financial Institution

Susan M. Werner

-Hardee's Food Systers Iric. . 3
Large Corporation

Mark F. Wilson —,
F:rst Mississippi Corp.
_Csmall Corporation

Delmer Ison
Washm ton Metropollt
Transit uthonty
Government Entity

<_iMemorial Hospital

William E. Rogers
< (Conemaugh Valley

Not-fot-Profit Entity

Susan N. Weiner

Dade County,Public Schoolsg }
Government Entity

Eva F..Goodrich.,
Cmcmnata Electronics Corp.
‘Small Corporation—"

Sidney D. Blatt
Holloway Cos. ‘]
Small Corporation

e Gene Snyder
Q <~ State of Oregon ;
<_Government Entity

Jerri Nelson MacMillian
Aetna Life & Casualty Cos.'

Large Corporation

)=y < Metropolitan Government of
Real Estate Investmentg_epanment( Nashville and Davidson County

Robert L. Sinclair

~“Government Entity ™

Spencer J. Traver
F Goodrich Co.
Runner—up

George N Puarce
Orange County, Fla.

D) e

C_gene M. Marsh

Paul B. Harvey
Ponderosa Homes

Small Corporauon
ity

General Conference of

Government ntlty Seventh-day Adventists
Not-for-Profit Entity
Robert Bleber Cwuham Ryan —
Westchester Counly ‘Unwersny of Michigan
Government Entity <_INot-for-Profit Entity

GRAPHIC BY JOHN HALL
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SEPTEMBER

SEPT. 29. Pollution Liability: The
Law and Available Insurance sym-
posium in St. Louis, sponsored by the
Society of Chartered Property & Ca-
sualty Underwriters; $85 for Society
members; $95 for non-members. Bonnie
Kinsley, Continuing Education Coordi-
nator, The Society of CPCU, 720 Provi-
dence Road, P.O. Box 3009, Malvern,
Pa. 19355-0709; 215-251-2735.

SEPT. 29-30. Improving Quality to
Reduce Costs Through Employer—
Provider Partnerships conference in
Rosemont, Ill., sponsored by the Mid-
west Business Group on Health; $385
for MBGH members; $595 for non-
members; some discounts are available.
Midwest Business Group on Health,
8303 W. Higgins Road, Suite 200, Chi-
cago, I1l. 60631; 312-380-9090.

SEPT. 29-30. Superfund Reform: Ac-
celerating Settlements and
Cleanups, Expediting Enforcement
and Claims Management conference
in Washington, sponsored by Risk Man-
agement Technologies Inc.; $700; $750
at the door. RTM Inc, 1020 N. Fairfax
St., Suite 201, Alexandria, Va. 22314;
703-549-09717.

SEPT. 29-0CT. 2. Risk & Insurance
Management Society Western Re-
gional Conference in Coeur d’Alene,
Idaho, $350. Steve Anderson, 206-467-
3659.

SEPT. 30. Where are the Changes?
In-Depth Review of the Commercial
Property Policy workshop in Timon-
ium, Md., co-sponsored by the Society
of Chartered Property & Casualty Un-
derwriters and the Maryland Chapter;
$105 for Scciety members; $115 for
non-members. Bonnie Kinsley, Contin-
uing Education Coordinator, The So-
ciety of CPCU, 720 Providence Road,
P.O. Box 3009, Malvern, Pa. 19355-
0709; 215-251-2735.

SEPT. 30. Risk & Insurance Manage-
ment Society I-Day in Houston, spon-
sored by the Houston RIMS chapter;
$60 RIMS members; $75 non-members.
Patti Carroll, Total Minatome Corp.,
P.O. Box 4326, Houston, Texas 77210-
4326; 713-739-3029.

SEPT. 30—OCT. 2. Council on Em-
ployee Benefits’ 46th Annual Confer-
ence in Boston; $400 for CEB mémber
companies; $450 for non-members. Carl
S. Lazaroff, 1144 E. Market St., Akron,
Ohio 44316; 216-796-4008.

OCTOBER

OCT. 1-2. Life, Health and Disability
Law: ERISA Developments and De-
fense Tactics seminar in Chicago,
sponsored by the Defense Research In-
stitute; $375 for DRI members; $425 for
non-members. Defense Research Insti-
tute, 750 N. Lake Shore Drive, Suite
500, Chicago, Ill. 60611; 312-944-0575.

OCT. 2. Advanced Claims Technigue
to Promote Early File Resolution
workshop in Atlanta, co-sponsored by
the Society of Chartered Property &
Casualty Underwriters and the Claims
Section; $95 for Society members; $110
for non-members. Mari Stambaugh,
Sections Coordinator, The Society of
CPCU, 720 Providence Road, P.O. Box
3009, Malvern, Pa. 19355-0709; 215-
251-2741.

OCT, 2. Solving the Puzzie: Control
Costs While Improving Workplace
Benefits & Policies conference in Bos-
ton, sponsored by the Employers Coali-
tion for Healthcare Solutions of Eastern
Massachusetts and the U.S. Small Busi-
ness Administration; $30. Lauren
Tucker, Workplace Solutions, 34 1/2
Beacon St., Boston, Mass. 02108; 617-
573-0810.

OCT. 4-1. Third Asia-Pacific Risk
Management Conference and Trade
Exhibition in Singapore, co-sponsored
by the Risk & Insurance Management
Society Inc. and the Risk & Insurance
Management Assn. of Singapore; $1,200
Singapore ($744 U.8.) for risk and in-
surance managers; $1,500 Singapore

($930 U.S); group discounts are avail-
able. RIMAS, Conference Secretariat,
Associated Conventions & Exhibitions
Pte. Ltd., 204 Bukit Timah Road, 04-00
Boon Liew Building, Singapore 0922;
65-732-6839.

OCT. 4-1. Canadian Risk Manage-
ment Conference in Ottawa, sponsored
by the Risk & Insurance Management
Society Inc.; $400 Canadian ($337 U.S)
for RIMS members; $450 Canadian
($379 U.S.) for non-members. Confer-
ence Coll Inc., 1138 Sherman Drive,
Ottawa, Ontario K2C 2M4; 613-224-
1741.

OCT. 5. Cafeteria Plan Seminar in
Framingham, Mass., sponsored by Cor-
bel & Co.; $175. Also Oct. 6 in Balti-
more. Corbel’s Educational Services
Department, 800-326-7235.

OCT. 89. Introduction to Insurance
seminar in New York, sponsored by The
College of Insurance; $395 for college
sponsors; $425 for others. The College of

Continued on next page

Businass Insnranea uivas you total news coverage ol loss
prevention, risk financing and benefit management. Every
week. Annual subscription (52 issues) in U.S. dollars.

(Check here:) Surface Mail

USA 0 $80 O $175
Canada 0 $1s 0 $185
Barmuda (air only) 0 $200

United Kingdom [ $190 or £104
Europe/ Midde East O $196

All other foreign 0§18 Rates on request

O new subscription. O menewal. O payment enclosed.

[ bilme. [ bill company.

[ Please send Information on your specal 20%-off group rate
for five ar more subscriptions.

IMai to: Business Insurance, Circulation Dapt., 965 E. Jefferson Ave., Datroit, M1 48207

We've Made A Name For Ourselves.

It’s Business Insurance.

We're the weekiy it takes to stay on the cutting edge

of the commercial insurance marketplace.
SUBSCRIBE TODAY!

CALL TOLL-FREE on 1-800-678-9505.

Fax your order in on 1-313-446-0961. Use the
card in this issue or if it's gane,

use the coupon below.
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Updeted and expcnded the 1992/93
D:rectory includes information on more

of Corporate Buyers of Insurance, Benefit Plans
and Risk Management Services

o

- than 13,000 execuIiVes from nearly 2, 200
‘companies of all sizes located throughouf
the U.S. Plus, vital statistics on all

- companies listed include:

® primary’ tvpe of business
@ sales or assets
& number of employees
. & name and title of chief financial officer
® names and fifles of execuﬂves dlrecﬂy
respon;tbla for -
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ans — personnel — risk & insurance
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- Order the 1992/93 Busihes"s Insurance
 Directory of Corporate Buyers today —
~gain access to the executives who are
directly resanStble for the purchase of
‘commercial insurance, risk managemant
~and employee benenis

Order your copy fodar Comple‘re ihe
coupon and mail, or g!hone 313!446 1623

_LFon f:ape or diisk so!es or lnformoﬂon s:all
31 Sfddé 1625

Mail to:
Business Insurance Directory « Single Copy Sales
965 East Jefferson Avenue » Detroif, MI 48207

Busmess Insurance
N

Reserve copies @ 595 each
15% discount when you order 5 or more.

All orders must be prepaid.
Make check payable to:

Business Insurance Directory 92/93
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St., New York,

OCT. 11-14. American Society of
CLU and ChFC National Conference
in Orlando, Fla.; $414 for Society mem-
ber: 9 for student memb

for non-members. American S

CLU and ChF Records Processing
Department, 215-526-2500.

OCT. 12-16. The Fundamentals of In-
ternational Employee Benefits con-
ference in Brookfield, Wis., sponsored
by the International Foundation of Em-
ployee Benefits; $1,050 for IFEBP mem-
bers; $1,175 for non-members. IFEBP,
Brookfield, W 30(
786-6700.

OCT. 12-16. 1992 Fall Governmen-
tal Risk Management Seminar in
Newport, R.I., sponsored by the Pub-

eptember

lic Risk Management Assn.; $525 for
members; $625 for non-members.
PRIMA, 1117 N. 19th St., Suite 900,
Arlington, Va. ); 703-528-7701.

OCT. 14. Workers Compensation,
Specific Solutions for Your Crisis
seminar in Squaw Peak, Ariz., spon-
sored by the Arizona Central Chapter
of the Risk & Insurance Management
Society; $30. 602-864-4267.

OCT. 14-16. Pool Trustees Seminar
in Newport, R.I., sponsored by the Pub-
lic Risk Management Assn.; $250; $375
for non-members. PRIMA, 11

St., Suite 900, Arlington, Va
T03-528-7701.

OCT. 14-16. Professional Liability
Underwriting Society International
Conference in New York; $395 for
members; $475 for non-members. PLUS
International Conference, 4248 Park
Glen Road, Minneapolis, Minn. 55416;
612-927-9220.

OCT. 14-16. Environmental Regula-

tion Course in Scottsdale, Ariz., and
Louisville, Ky., sponsored by Executive
Enterprises Inc.; $1,090. Also Oect. 19-
21 in Los Angeles, New Orleans and
Nashville, Tenn.; Oet. 20-22 in Kansas
> Mo.; Oct. 23 in Seattle, Wash.:
Charleston, S.C.; Oct. 26-28 in Anchor-
age; Oct. 28-30 in New York Ci

utive Enterprises Inc., 22 W. 21st St,,
New York, N.Y. 10010-6904; 800-831-
8333; 212-645-7880.

OCT. 14-17. Southern Employee Ben-
efits Conference in Asheville, N.C,,
sponsored by the SEBC; $500 for mem-
bers; $550 for member applicants; $650
for non-members. SEBC, P.O. Drawer
47309, Atlanta, Ga. 30 ; 404-458-
6233.

OCT. 15-16. Minimizing and Resolv-
ing Natural Resource Damage
Claims conference in Washington,
sponsored by Executive Enterprises

$1,090. Also Nov. 18-19 in San
Francisco. Emcutwe Enterprises Inc.,
22 W. 21st St.,

800-831-8

We have an
entire department

OCT. 15-16. Defense and Evaluation
of Psychological and Neuropsycho-
logical Injury Claims Seminar in
Boston, sponsored by the Defense Re-
search Institute; $375 for DRI members;

for non-members. DRI, 750 N.
Lake Shore Drive, Suite 500, Chicago,
I1l. 60611; 312-944-0575.

OCT. 18-21. The Alternative Market,
Our Key to the Future conference in
Boca Raton, Fla., sponsored by the Na-
tional Risk Retention Assn.; $650 for
members; $800 for non-members.
NRRA, 4505 S. Wasatch Blvd., Suite
310, Salt Lake City, Utah 84124; 800-
999-4505.

®
The Datebook is compiled from notices
sent to Business Insurance. Notices
should be sent at least eight weeks in ad-
vance to Datebo Business Insurance,
740 N. Rush St., Cl \ 60611-2590.
Please include the price, if any, of the
meeting and information on registration
for interested readers. Busine
cannot guarantee that notices will be
printed.

dedicated to going.
above and beyond
what other insurance
companies do.

Chubb is one of the few insurers with an entire department specializing in underwriting
excess and umbrella coverages. Our Excess Umbrella Department has over a decade of experience and
expertise to support its reputation for responding to unique liability needs with creativity.

Backed by the financial strength of Chubb, the Excess Umbrella Department has an in-house
capacity of $25 million. These significant limits can be applied at various levels of attachment,
to protect against catastrophic loss as well as losses not covered by underlying insurance.

But it is Chubb’s service—combined with policy features such as true follow-form coverage—
that goes above and beyond what other insurance companies provide. And with high levels of field

underwriter authority, decisions are made promptly.

or 1-800-36 CHUBB.

Insure your world with Chubb

For promotional purposes,

Chubb is proud to participate in “American Playhouse.”

Chubb refers to member insurers of the Chubb Group of Insurance Companies who issue coverage.
Watch for it on PBS.

For information, call your broker or agent,

| the comp:

| lation,”

MEWA probe

Continued from page 2

exempt from state regulation and
seeking an injunction against Flor-
ida regulators.

At the request of a federal judge
hearing the lawsuit, the Labor De-
partment last year agreed to issue
an opinion on whether the fund
operates pursuant to collective
bargaining agreements.

In a tentative opinion issued
Aug. 31, the Labor Department
says it chose 30 companies as a
representative sample of the plan’s
participants and interviewed offi-
cials at 27 of them about their re-
lationship to the union.

Eighteen of the 27 companies in-
dicated they participated without
an agreement that was the product
of good-faith bargaining or with-
out any actual employee represen-
tation by Local 355 or both, the
letter says.

Fourteen of the companies said
they had no collective bargaining
agreement with the union—or
could not recall entering one—and
viewed themselves merely as
buyers of employee medical cover-
age from the United Welfare Fund.

Three companies said they en-
tered agreements with the union

| but did so only to obtain medical

coverage.

And, the president of a company
with two employees said he nego-
tiated an agreement with the
union. But he said he also serves as
r's shop steward. That

“raises serious questions as to the
bona fides of the agreement,” the
letter says.

Several employers also reported
the coverage was marketed by in-
surance agents, though the agents
may have described themselves as
“labor consultants,” the letter
Says.

“This type of activity is indica-
tive of a MEWA-insurance enter-
prise, which Congress intended to
be subject to state insurance regu-
the letter says.
ven the extensive documen-
tation of clearly non-bona fide ar-
rangements revealed by our sam-
ple, we have concluded that the
entire enterprise is sufficiently
tainted by evidence of systematic
fraud that the secretary will de-
cline to find any of the agreements
entered into by Local Union
be a bona fide collective bargain-
ing agreement.

“To find such an arrangement to
be excepted from MEWA tus
would, in the department’s view,
not only invite improper exploita-
tion of the collectively bargained
plan exception. . .but also encour-
age the exploitation of bona fide
collectively bargained plans,” the
letter says.

The union and the Florida de-
partment have until Sept. 30 to re-
spond to the tentative letter before
the Labor Department issues a
final opinion.

Stephen Kahn, a Fort Lee, N.J,,

* representing Local 355,
the letter’s conclusions
“mistaken and wrong.”

The 18 employers cited in the
letter are not representative of the
union plan’s rcmghlw,' 1,500 partici-
pating cnmpames, Mr. Kahn said.
The part inly in the
New York metmpolitan area, em-
ploy roughly 10,000 covered work-
ers, he said.

“They are saying that 18 apples
in barrel may be tainted, (and)
we're not going to look at any other
apples in the barrel,” he said, argu-
ing that other participants have le-
gitimate collective bargaining
agreements. Local 355 “is not at-
tempting to evade regulation,” said
Mr. Kahn, who is with the firm of
Kahn, Opton, Handler, Gottlieb &
Feiler. &
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Scandinavian financial crisis deepens

STOCKHOLM, Sweden—
Swedish insurers Skandia Hold-
ing A.B. and Trygg-Hansa SPP
Holding A.B. are battening down
the hatches to weather a finan-
cial storm on two fronts in Scan-
dinavia.

Turmoil on the Scandinavian
financial markets last week was
followed by the collapse of credit
insurer Svenska Kreditfor-
sakringaktiebolaget, in which
both companies are sharehold-
£TS,

The latest developments are
yet one more jolt to Scandina-
via’s financial sector, a crisis
now centering on Swedish insur-
ers,

Skandia executives tried to put
on a brave face publicly. Vp Jo-
hannes Norby told Business In-
surance the financial market’s
turmoil was only a temporary

Lioyd’s eyes
new ways
to attract

small risks

By CAROLYN ALDRED

LONDON—Lloyd's of Lon-
don syndicates are extending
farther and farther beyond
the market’s famous under-
writing room in an attempt to
attract new business.

Several underwriting agen-
cies have formed service com-
panies that enable their syn-
dicates to write personal and
small commercial lines busi-
ness placed by non-Lloyd’s
brokers, both overseas and in
the United Kingdom.

Many underwriters remain
skeptical about the long-term
prospects for such ventures,
which first appeared in the
late 1980s. At least one of the
pioneers of this so-called di-
rect dealing has been forced
to close his syndicate follow-
ing three years of losses.

But the syndicates’ efforts
to extend their marketing
reach have been supported by
the Corporation of Lloyd's,
which has applied for new li-
censes in various European
countries.

Lloyd’s has obtained new li-
censes to write business
directly in France, Germany
and Italy.

Lloyd's central marketing
department has also organ-
ized six regional seminars in
the United Kingdom over the
past year in an attempt to
help underwriters in the mar-
ket attract business from re-
gional non-Lloyd’s brokers.
The department has also pub-
lished material to explain to
these regional brokers how
Lloyd’s works.

Although about 30% of
Lloyd’s business is now gen-
erated from the United King-
dom, the percentage of do-
mestic business “is not as high
as we would like it to be,”
said Andrew Duguid, head of
market services at Lloyd's.

Continued on page 34
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“blip” that will hardly affect the
insurer, while the credit insur-
ance losses were mostly ac-
counted for in the 1990-1991 fi-
nancial accounts.

Some insurance analysts think
otherwise.

“*Skandia could lose a lot of
credibility,’’ said Jonathan
Walker, insurance analyst at
Baring Securities in London.

Financial markets were shaken
on Sept. 8, when Finland’s cen-
tral bank announced it would
abandon its policy of linking the
Finnish markka to fluctuations
in the European Currency Unit,
The Finnish bank said the cost of
defending its currency against
recent tension within the ex-
change rate mechanism of the
European Monetary System had
taken too great a toll on its re-
serves.

GLOBAL BRIEFS

On free flotation, the Finnish
markka’s market value immedia-
tely fell almost 15%.

Currency outflows from Swe-
den as a result of the Finnish de-
valuation, on the heels of an on-
going crisis in the Scandinavian
financial markets, forced the
Bank of Sweden to raise interest
rates drastically to defend the
Swedish krona. Three-month in-
terbank rates rose eight percent-
age points to 24%, while over-
night rates rose to 75%.

According to Mike Wheel-
house, insurance analyst at Lon-
don stockbroker Hoare Govett
Ltd., Skandia has current liabili-
ties of 8 billion krona ($1.57
billion) and a long-term debt of

15 billion krona ($2.94 billion).

The hike in interest rates could
have an effect on Skandia’s debt
position, but it is more likely to
have a positive effect on the com-
pany's liquidity since income
from invested premiums will be
greater, he said.

Skandia’s Mr. Norby says the
insurer will not be greatly af-
fected by the fluctuating finan-
cial market because 70% of the
company’s premiums, 80% of its
assets and 80% of its long-term
debt are outside the country.

The day after Finland’s an-
nouncement, Skandia announced
that the collapse of Svenska Kre-
dit and its affiliate, International
Credit Insurance, would cost it at
most 450 million krona ($88.2
million at current exchange
rates).

But Baring’s Mr. Walker con-

tends that a more realistic loss
could be “at least” 900 million
krona ($176.4 million).

Trading in Skandia shares was
suspended the morning of Sept. 9
after Svenska Kredit published a
first-half loss of 426 million
krona ($77.1 million at the appli-
cable exchange rate).

Skandia said that of its esti-
mated 450 million krona maxi-
mum loss from the credit in-
surer's collapse, 340 million
krona ($22.7 million) is attribut-
able to loans guaranteed by
Svenska Kredit for its short-
term financing, and noted that
part of these loans may be reco-
vered.

However, Mr. Walker does not
believe that Skandia will be able
to recover much of the loss.
‘““Maybe 2 million krona

Continued on page 32

Underwriting agents to merge

Cox Group capacity will reach over $200 million with acquisition of C.W. Rome

By GAVIN SOUTER

LONDON—The merger of un-
derwriting agents in London
continues with the Cox Group
Ltd.’s acquisition of C.W. Rome
(Underwriting Agency) Ltd.

The acquisition will boost the
combined capacity of syndicates
managed by Cox and its asso-
ciated companies to more than
100 million pounds ($200.7 mil-
lion at current exchange rates).

C.W. Rome manages marine
syndicate 662, underwritten by
Christopher Rome, who was
chairman of the Lloyd’s Un-
derwriter’s Assn. in 1987 and
1988.

Syndicate 662 specializes in
energy, marine liability and war
risk business. The syndicate’s
1988 loss of 4.1 million pounds
($7.8 million at the applicable
exchange rate) was followed in

LONDON

1989 by a loss of 18.1 million
pounds ($33.8 million).

After the 1988 loss was de-
clared in July 1992 under Lloyd’s
three-year accounting system,

the syndicate’s capacity plum-.

meted by nearly two-thirds to
27.5 million pounds ($55.2 mil-
lion at the current exchange rate)
from 77.9 million pounds ($145.7
million) in 1991.

Cox and its associated com-
panies manage: marine syndicate
590, aviation syndicate 734, non-
marine syndicate 1027 and nu-
clear syndicate 1176. The com-
bined 1992 capacity of the syndi-
cates is 75 million pounds
($150.5 million).

“We are delighted to be able to
provide Christopher Rome with

our marine underwriting and
management backup, as we feel
that his experience and the re-
spect he commands within the
market make him the right man
to support in a rising marine
market,”” said Hugh Shutt-
leworth, finance director of the
Cox Group.

Electronic placing

The London market’s use of
electronic support for placing
risks is now accelerating after
getting off to a slow start.

The testing phase of EPS—a
computer system implemented in
March using the London Market
Insurance Network—is now over,
and participating brokers will
make much greater use of the
system during the year-end re-
newal season, said Max Taylor,
chairman of the LIMNET board.

Australian law may prompt
hike in product liability rates

By KATE McILWAINE

SYDNEY, Australia—With the
recent enactment of a new Aus-
tralian product liability law, risk
managers must reassess their po-
licies to ensure potential new ex-
posures are covered, insurers
say.

Underwriters, brokers, risk
managers and insurance attor-
neys agree that product liability
rates are likely to rise and policy
wording will be tightened under
the new law, which introduces
strict liability, among other
things.

Specialty coverages, such as
product guarantee and recall in-
surance, which are available
only to a restricted market, are
likely to become more restricted
and more expensive, un-
derwriters say.

Experts say the new law—cou-
pled with a March law that could
increase the number of class-ac-
tion suits—provides greater op-

portunities for more consumers
to take action against manufac-
turers, retailers and suppliers.

But insurance attorney Tony
Cotter, a partner in the Brisbane
law firm Feez Ruthning, said bu-
sinesses could ‘‘live comfort-
ably" with the new law, provid-
ing they use common-sense.

A different sentiment was of-
fered by Stuart Bassett, man-
ager, development and risk man-
agement services for
Melbourne-based broker Alex-
ander Stenhouse Ltd. “People
are saying we shouldn’t be per-
turbed, but I reserve judgment,”
Mr. Bassett said.

He said the product liability
law will result in greater claims
against policies, and subsequent
premium increases.

“In professional liability, we
have seen claims increase by
200% to 300% in recent years,
and the same thing could happen
with product liability,” he com-
mented (BI, March 26, 1990).

Michael J. Freeman, casualty
underwriter for Sydney-based
Zurich Insurance Ltd., said in-
surers could only make “guessti-
mates™ about the effect of the
new law on product liability
claims experience. But, he ex-
plained, insurers cannot afford
to adopt a “wait-and-see” atti-
tude about premium increases,
because liability underwriting is
long-tail business.

“Claims do not come out of the
woodwork until some years
down the track, by which time it
will be too late to increase pre-
miums on those years which have
incurred the claims,’ he said.

Brian Peele, national manager,
mining and energy, for Mel-
bourne-based broker Marsh &
McLennan Pty. Ltd., said the
new law will prompt premium
increases because lawsuits will
increase. He predicted the new
law would create “‘an interesting
future.”

Continued on page 33

During the first six months,
132 risks had been placed using
EPS, 57 of those placed in Au-
gust alone.

“This excludes risks that are
not accepted or canceled, so
there is a lot more traffic on the
system than these figures indi-
cate,” said Michael Burton, a
LIMNET director.

EPS enables brokers to send to
London underwriters informa-
tion on risks the broker has al-
ready discussed with the un-
derwriter. The underwriter can
then accept the risk electroni-
cally rather than use the tradi-
tional rubber stamp and
“scratch” or signature.

EPS was launched March 31,
and selected divisions of nine
brokers currently use the system.
Mr. Taylor said 17 brokers
should be using it by year end.

So far about 850 underwriters
are connected to the LIMNET
system, he said.

Mr. Taylor concedes that rela-
tively few risks have been placed
using the EPS system, but this is
understandable, he said.

“People can sometimes forget
just how significant LIMNET is.
It’s the largest live network co-
vering an insurance marketplace,
50 the implementation of all its
facilities is bound to be grad-
ual,” he said (BI, Sept. 2, 1991),

LIMNET officials knew that
EPS implementation would be
slow, but enough risks have now
been placed to prove that the
system works, he said.

“We have now shown that the
system works, and now it is in
the hands of the business peo-
ple,” Mr. Taylor said. “We will
see significant use of EPS by the
end of the year.”

So far, EPS has saved little
time for brokers and un-
derwriters, because during the
early stages of the system’s oper-
ation, manual checks have to be
run on all of the risks placed
using it, he said.

However, system users even-
tually will have significant com-
mercial advantages over those
underwriters and brokers who do
not use the system, Mr. Taylor
said.

Continued on page 34
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Continued from page 31
($392,000) if there is anything in
the safe,” he said.

Meanwhile, Trygg-Hansa said in
a statement that in view of the sus-
pension of payments by Svenska
Kredit and the bankruptcy of In-
ternational Credit, its remaining
risk exposure in the two com-
panies, after the write-downs and
allowances, is estimated at about
900 million krona gross. The in-
surer said parts of this commit-
ment may be recovered.

Trading in Trygg-Hansa shares
also was temporarily suspended
the morning of Sept. 9.

Following the release of its re-
sults, Svenska Kredit directors an-
nounced at a press conference in
Stockholm that the company
would go into administration and
that it expected gross losses of 6.2
billion krona ($1.21 billion) on
guarantees written for building
contractors.

Skandia and Trygg-Hansa each

have 6% of the reinsured portion of
Svenska Kredit’s total risk portfo-
lio. The amount of the reinsured
portion was not disclosed. The re-
mainder is reinsured by 65 other
reinsurers.

Svenska Kredit -was jointly
owned by Skandia and Trygg-
Hansa from 1969-1982. In 1982,
about 38% of its stock was issued
on the Stockholm Stock Exchange
and the company has since
operated independently.

As a result of bankruptcies and
the suspensions of payments in the
Scandinavian market in 1991,
Svenska Kredit’s results de-
teriorated dramatically and a new
share offering was necessary,
Skandia says.

Skandia and Trygg-Hansa were
forced to absorb almost the entire
offering, and their holdings in
Svenska Kredit rose to 47% apiece
from 31% each.

The IC subsidiary was spun off
from Svenska Kredit in 1987, with
Skandia and Trygg-Hansa each
holding 16% of its shares and
Svenska Kredit retaining a 48%
stake. Last fall, IC had to be re-
scued by its three main owners and
seven banks.

Stop-loss coverage for 200 mil-
lion krona ($36.14 million at the
applicable exchange rate) was used
to reinsure its book, of which
Skandia was liable for 70 million
krona ($12.6 million). It was the
three companies’ intention that IC
would be liquidated under strict
control, Skandia said.

Despite the effort to buoy IC, the
heart of the problem with the
credit insurers may lie in inade-
quate reinsurance, said Mr. Wheel-
house of Hoare Govett. “When you
think about it, there is no reason
for a credit insurer in Europe to go
bankrupt unless it reinsured too
little or badly,” he argued.

In addition to the turmoil gen-
erated by Svenska Kredit’s col-
lapse, Trygg-Hansa last week post-
poned a scheduled 3.1 billion krona
share offering because of the prob-
lems on the Scandinavian financial
markets. It also announced that it
would no longer provide funds to
rescue Gota Bank, of which it owns
96%. The bank so far this year has
accumulated 25 billion krona ($4.9
billion) of bad loans on a total loan
portfolio of 75 billion krona
($13.72 billion).

—By Maria Kielmas

New Victoire chief

PARIS—The chairman of French
insurer Compagnie de Suez,
Gerard Worms, has been appointed
chairman of its affiliate, Compag-
nie Financiere du Groupe Victoire.

Mr. Worms, who takes on his
new job in addition to keeping his
present one, was appointed after
Victoire’s board sacked Jean Arvis,
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the insurer’s chairman.

Insurers say Mr. Arvis was ter-
minated because of his strong op-
position to Union des Assurances
de Paris taking a greater say in the
running of Victoire, of which it
owns 35%. Mr. Arvis also was op-
posed to UAP’s efforts to acquire

. Colonia Versicherung A.G., Ger-

many's third-largest insurer.

Suez has a 27.1% direct stake in
Victoire as well as an indirect stake
through its 51% ownership of Com-
pagnie Industrielle, which holds
51% of Victoire. As a result, Suez
has control of Victoire. And Vic-
toire’s Dutch affiliate owns 55% of
Germany'’s Colonia.

Under an earlier agreement be-
tween Suez and UAP, UAP helped
to finance Suez acquisitions in Vie-
toire in return for UAP acquiring
the pick of Victoire’s assets. UAP
has been eyeing Colonia since then.

Colonia controls about 5% of the
German domestic market.

—By Maria Kielmas

Australian fire claim

MELBOURNE, Australia—In-
surers and reinsurers are still ne-
gotiating the settlement of a claim
from an August 1991 fire that des-
troyed part of a chemical storage
depot at Coode Island, south of
Melbourne.

The property/casualty claim
could reach $50 million Australian
($35.7 million at current exchange
rates), sources say. Removal of de-
bris has been estimated at $5 mil-
lion Australian ($3.6 million), relo-
cation of the plant at $20 million
Australian ($14.3 million) and
business interruption losses at $10
million ($7.1 million).

The fire destroyed 16 chemical
storage tanks and damaged an-
other 21 owned by Sydney-based
Terminals Pty. Ltd., one of six
storage companies that used the
Coode Island site to store chemi-
cals.

A spokesman for Terminals Pty.
Ltd. said it is negotiating with the
Melbourne Water Board over a
clean-up claim against the com-
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pany of $1.3 million Australian
($927,000), and a settlement is

. likely to be reached.

However, Terminals Pty. Ltd.
will contest a $1.4 million Austra-
lian ($999,000) claim from the Viec-
torian Fire Brigade for costs it in-
curred fighting the blaze. The
Terminals spokesman said a settle-
ment offer had been rejected, so
the claim would be contested in
court. No date has been-set for a
hearing.

Terminals Pty. Ltd. also will face
court action Nov. 24 in the Mel-
bourne Magistrates’ Court. The
company has been charged with 35
offenses under environmental pro-
tection laws. The claims allege that
the company failed to handle toxic
and flammable chemicals properly,
failed to take reasonable precau-
tions to prevent a fire, stored
chemicals in such a manner as to
create an environmental hazard,
and polluted the atmosphere.

The spokesman said all claims
would be contested.

Helen Hardy, claims manager for
Sydney-based QBE Insurance
Group. Ltd., which has under-
written the company's coverage,
said Terminals Pty. Ltd. has so far
filed only a preliminary claim for
material damage, which was “still
very much in general terms.”

In addition, 15 third-party
claims for clean-up costs on sur-
rounding properties and preven-
tion of access also have been filed
in the case.

Ms. Hardy would not disclose the
limits or details of Terminals Pty.
Ltd.'s property or liability cover-
age.

No cause of the fire has been
determined, although initial re-
ports said a lightning strike was to
blame. More than 8.6 million liters
of chemicals was destroyed in the
fire, which started after a 600,000-
liter tank exploded, sending a huge
fireball into the air. It took 350
firefighters three hours to control
the blaze, but it flared up again the
next morning and took a day to
extinguish.

—By Kate Mcllwaine
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Product liability

Continued from page 31

Mr. Peele noted that the law
meets the Australian government’s
goal of broadening the range of
people that can take action over
injury caused by defective prod-
ucts.

Risk managers must consider the
potential for multidimensional
risks—like legal, political, opera-
tional and financial risks from one
product liability claim, Mr. Bassett
said.

The new law, the Trade Prac-
tices Amendment Act 1992, was
passed June 24 after many redrafts
and changes. The act went into ef-
fect July 9.

Proposals for new product lia-
bility laws began six years ago
when the government asked the
Australian Law Reform Commis-
sion, a government body which ex-
amines proposed legal changes, to
examine the product liability laws
and recommend changes.

The key feature of the new law—
based on the 1985 European Com-
munity Directive on Product Lia-
bility (BI, Aug. 5, 1985)—intro-
duces strict liability.

Mr. Cotter, the Brisbane attor-
ney, said the general thrust of the
Trade Practices Amendment Act
1992 is that “a person who is in-
jured or whose property is da-
maged as a result of a defective
product has a right to compensa-
tion against the manufacturer,
without the need to prove negli-
gence on the manufacturer's part.”

The amendments to the earlier
law apply only to goods supplied
by a manufacturer after July 9,
and it is not possible for manu-
facturers to “contract out” of their
liabilities.

Mr. Cotter said the 1992 act
broadens the definition of manu-
facturer to include ‘‘own
branders,” a term used for a cor-
poration that is considered a man-
ufacturer because it affixes its
name or trademark to goods or has
goods made under license by an-
other manufacturer. Importers also
are covered under the act, he
noted.

The new law extends the time
limit for notification of defects to
10 years from the supply of the
product, thus an insurer has to
“keep the books open” for longer,
according to Zurich's Mr. Free-
man.

Mr. Cotter said standard broad-
form liability policies and specific
product liability coverages may not
need amending in light of the
tougher laws, but he said risk man-
agers should review their policies
to ensure that sufficient coverage is
in place.

“Underwriters will more closely
scrutinize measures such as quality
control and testing and monitoring
procedures when determining
whether to write the risk, on what
terms and for what premium,” he
said.

Intermediate parties in distribu-
tion chains—like wholesalers, re-
tailers, importers or own branders
—should thoroughly review con-
tractual arrangements to ensure
they reflect potential liability
under the 1992 act, Mr. Cotter
said. .

Mr. Freeman said although E.C.
insurers did not increase rates, and
damages in product liability suits
there have not been higher since
the legislation was introduced,
Australia has to be cautious about
“taking any degree of comfort from
the EC experience.”

Some EC countries impose a
monetary limit to claims, but in
Australia “the sky's the limit,” he
pointed out.

M&M’s Mr. Peele said one pos-
sible reason that there was no noti-
ceable increase in litigation in Eu-
rope since stricter product liability
laws were introduced is that un-
derwriters are settling claims out
of court.

“The overseas experience is not a
reliable indicator of what's going
to happen here,” he added. “We
need to wait and see.”

Mr. Peele said most Australian
underwriters would not automati-
cally refuse to write coverage for
the manufacturers of potentially
hazardous products, but insurers
will charge a premium according
to the higher risk.

Many high-risk manufacturers,
like drug firms, are foreign-owned
and are self-insured for product li-
ability, he noted.

The more complex or innovative
a product, the more chance a defect
could cause injury or damage. So
underwriting guidelines will be
tightened in industries like food
and beverage, pharmaceutical,
medical goods, chemicals, domestic
appliances, motor vehicle, marine
and aviation, construction and toy
manufacturing, said Mr. Freeman.

INTERNATIONAL

“Claim numbers will increase,
and it could be that individual
claim amounts also increase due
to protracted defense costs,” he
said. “The law of the deepest
pocket is alive and well in our
litigious society. An insurer will,
in the majority of cases, be held
liable to pay and, even if it wins
a court case, it is a rarity that an
insurer will actually get costs
back.”

Mr. Freeman also noted that un-
derwriters would want more up-
front information before quoting
and would quote conservatively.

Kevin Dillon, a partner in the
Melbourne office of law firm Phil-
lips Fox, said some companies
could be inadequately protected.

He also warned that brokers who
failed to adequately advise their
clients that coverage did not ex-
tend to liabilities under the new
law could be liable if, when a claim
was made, the insured was found
to be unprotected.

Alex Ninis, legal counsel to the
Australian Chamber of Manufac-
turers, a Melbourne-based trade
group for big manufacturing con-
cerns, said Australia’s product lia-

bility laws were in need of “an
overhaul.” The revamp is neces-
sary, he said, particularly because
the previous legislation did not
allow claims by injured “innocent
bystanders,” that is people who did
not actually buy the defective
product.

Mr. Ninis said now any indi-
vidual can make a claim for com-
pensation against a manufacturer
where a defective product had
caused loss or damage through
death or injury.

Under the law, available de-
fenses to a manufacturer include:

® The defect did not exist when
the goods were supplied.

® The goods were defective be-
cause they were complying with
a mandatory, federal government-
imposed standard.

® The defect could not be dis-
covered using the scientific and
technical knowledge available at
the time of supply, known as a
state-of-the-art defense.

® The defect applied to a fin-
ished product, not to a component
which a manufacturer supplied to
become part of the finished prod-
uct.

Mr. Ninis said all manufactur-
ers should review their present
coverage, product labeling, qual-
ity control and methods of oper-
ation. Record retention practices
also must be reviewed because of
the 10-year statute of limitations,
he added.

Meanwhile, the class action law,
an amendment to the Federal
Court of Australia Act 1991, came
into effect in March. The amend-
ment makes it easier for plaintiffs
to take action as a class against a
corporation.

David Miller, senior partner at
law firm Feez Ruthning in Bris-
bane, said he did not think the
class action law would create
“major problems” for insurers, nor
would it “open the floodgates to
vast numbers of claims we would
not otherwise have seen.”

But Geoff Taperell, a solicitor
with the law firm Baker & McKen-
zie in Sydney, said all Australian
companies should review their cov-
erage, examine product recall pro-
cedures, and minimize risks of
misleading information, which is
“one of the main grounds for a
class action.” [
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Marketing efforts

Continued from page 31 )

Trying to reach potential poli-
cyholders through interme-
diaries other than Lloyd’s bro-
kers is one way to increase that
business.

“Lloyd’s is mysterious, looking
at it from a distance,” which is
why the marketing department
has published the new material,
Mr. Duguid said.

“TNhis is taking the (Under-

writing) Room on the road,” he
commented.

These moves to bypass Lloyd’s
brokers—which for centuries
have been Lloyd's marketing
arm—remain controversial in the
market, with some underwriters
stressing their continued com-
mitment to Lloyd’s brokers.

“In the last 12 months, several
Lloyd’s syndicates have started
their own service companies, and
others have purchased non-
Lloyd’s brokers,’”” noted D.J.
White, underwriter for syndicate
322, managed by Cater Allen
Syndicate Management Ltd.

“We have not gone down this
route, as we have misgivings

about the advantage to our-

Names,” Mr. White writes in the
syndicate’s annual report. “We
remain strongly supportive of
the Lloyd’s broker and believe
they continue to be the best pro-
ducer of business for our syndi-
cate.”

Not that Mr. White rules out
a new path in the future.

“We must keep an open mind
on future developments in
Lloyd's and may feel it necessary
to add another string to our bow
at some later stage,” Mr. White
says.

Other underwriters argue that
Lloyd’s must tap new sources for
income.

In 1991 “‘competition was
again severe in all areas of the
liability account, and it was im-
possible to generate profitable
income at a sufficient level from

the usual sources,’’ said un-
derwriter A.M. Macleod.

So Mr. Macleod’s syndicate
962, managed by Holman Ma-
cleod Ltd., began to develop a
service facility to directly access
non-Lloyd’s brokers.

The service company, Char-
rington (962) Ltd.; acts as “‘a
channel for business emanating
from non-Lloyd’s brokers,"’

write942Mr. Macleod in the syndi-

cate's annual report.

In 1991, syndicate 794, man-
aged by Castle Syndicate Man-
agement Ltd., also began to ac-
cept small to medium-sized
commercial risks from non-
Lloyd's brokers.

“We significantly increased
our dealings with non-Lloyd’s
brokers,” said underwriter J.M.
Ing. ;

Syndicate 990, managed by
Morgan, Fentiman & Barber, is
expanding its ‘‘specialist and
small-premium business in con-
junction with Lloyd’s brokers
through facilities that allow us
to deal direct with some produc-
ing brokers, and to this end (it is)
establishing a service company,”
according to underwriter M.J.
Cox.

Meanwhile, agencies with es-
tablished service companies are
reporting mixed results.

One pioneer has already been
forced out. Eddie Simner, un-
derwriter for syndicate 1104,
managed by Merrett Under-
writing Agency Management
Ltd., was forced to close the syn-
dicate for 1992.

Mr. Simner had believed that
establishing regional offices and
ties to non-Lloyd’s brokers
would bring in small to mid-
sized commercial business that
Lloyd's would otherwise never
see.

As he later wrote in the syn-
dicate’s annual report, the re-
turns did not materialize.

“The measure of success of a
syndicate is the return of a posi-
tive result to the Names.-In this I

have failed and I apologize.”

Syndicate 1104 reported a loss
of 1.6 million pounds in 1989
($2.59 million at the applicable
exchange rate), or 15% of its al-
located capacity; it predicted a
loss of 15% to 25% of allocated
capacity for 1990 and warned of
a further loss for 1991.

In the past two years, Welling-
ton Underwriting Agencies Ltd.
has established two regional un-
derwriting units—one in Oxford,
England, and one in Italy.

While the U.K. venture, which
writes personal lines business,
“has developed promisingly after
a slow start,” the Italian under-

Lioyd’s new marketing
effort is ‘taking the
(Underwriting) Room

~ ontheroad,
Mr. Duguid says.

writing operation ‘“‘has not made
the same progress,” reports Bill
Petzold, underwriter for syndi-
cate 1095.

“With so many new European
companies coming into this scene
in the past few years, the market
is still far too competitive for us
to make much headway,”” he
notes in syndicate 1095’s annual
report.

Other syndicate managers ap-
pear more optimistic.

After a few difficult years, R.J.
Kiln & Co. Ltd.’s direct writ-
ing operation—Link Insurance
Services Ltd.—hopes to reach a
critical volume of 7.5 million
pounds ($15.1 million at the cur-
rent exchange rate) in net premi-
ums this year, making the busi-
ness viable.

“We are convinced that the
confidence that has been shown
in this operation is about to bear
fruit” and that the Maidstone,
England-based company will

start to contribute significantly
to members’ results in upcoming
years, said G.D. Gilchrist, un-
derwriter for syndicate 510/511,
which is managed by Kiln.

In September 1990, syndicate
1156, managed by Bankside Syn-
dicates Ltd., set up a service
company in Bristol, England.

The aim of the syndicate,
which specializes in liability
coverages like employers and
public liability, products liabil-
ity and professional indemnity
insurance, was to attract busi-
ness usually placed with regional
insurers.

“The quality of business that
has been produced after such a
relatively short time is extremely
pleasing, and the amount of
business. . .continues to grow;”
writes underwriter John Murphy
in the syndicate’s annual report.

Similarly, Janson Green Ltd.’s
underwriting offices in Manches-
ter and Dublin “are now well es-
tablished and are performing
well in difficult conditions,” said
Robert Wallace, underwriter for
syndicate 386.

“Further opportunities to es-
tablish a local presence, either in
the U.K. or abroad, will be con-
sidered,” he added.

Indeed, many syndicates are
reaching far beyond London's
Lime Street to set up under-
writing operations.

Last October, Christopherson
Heath Group established a new
underwriting operation in Aus-
tralia.

Underwriter David Lowe es-
timates that the Australian office
will account for 2% of syndicate
1154’s income in its first year of
operation.

Bankside Syndicates Ltd. also
has “been successful in generat-
ing business which (we) other-
wise would not (have) seen’
through its service companies set
up in the United States and
France to write reinsurance, ac-
cording to underwriter Peter
Grove.

R.F. Bailey (Underwriting
Agencies) Ltd., which last year
bought into John Linneman &
Co., a California managing gen-
eral agency (BI, Sept.. 2, 1991),
more recently took a small share
in ENAM Management Co. Inc.
of Chicago.

The firm was set up “‘as a faci-
litating entity to enhance the
flow of business to the Lloyd’s
market,” according to R.F. Bai-
ley.

'
International Editor Stacy Sha-
piro contributed to this report.

LONDON

Continued from page 31

Underwriters and brokers
using the EPS will be able to es-
tablish labor and time-saving
systems which will provide cost
savings that can be passed on
to clients, he said.

“‘Brokers and underwriters
will still be in face-to-face nego-
tiations, but that is not the ex-
pensive part of the business. The
expensive part is the shoe
leather—securing endorsements,
making amendments to policies
and data transfer,” Mr. Taylor
said.

EPS will enable brokers to
carry out these additional func-
tions without walking around
the London market to speak to
underwriters in person, he said.

Greater use of the network will
cut the number of brokerage jobs
in the London market, he ack-
nowledged.

“‘But people are losing their
jobs anyway due to other finan-
cial pressures. EPS -will add to
the job losses, but it will also
change the job of brokers, and
they will not just be paid to go
and see underwriters all day,”
Mr. Taylor said.

Brokers will become more in-
volved in the production of poli-
cies and develop more expertise
in their fields, he said. [
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HELP WANTED

FOR SALE
P&C Shells - NY Domiciled
Insurance/Reinsurance
Licenses in 20 States.
Box 95
New York, NY 10272

REDUCE PHONE COSTS 15-40%

Ao ap = . 40 Hr. Wk. L | r
- Bus. Adm. w/specialization in risk
management & insurance & MIS. 3 yrs.
exp. in job offered or 3
as Audit Mana%er. Collegiate level
course work in

Associate in Risk Management. Hack-
ensack, NJ. Must have proof of legal
authority to work in U.S, Send resume
in duplicate to: BUSINESS & WORKER

REQUEST FOR PROPOSAL
REQUEST FOR PROPOSALS

Insurance & Risk Consultant - Plan &
coordinate risk management & insur-
acrlme prograz{:s of cgmimerr.t“ial cll(ientii
Identily, analyze and classify risks an : i
Joen exy murg's A operagions, con- the Risk Manager, plans, implements
g‘ mandated by law. Prepare and monitors the county Safety and
Loss Control Program and performs
analytical and administrative work
related to risk management and loss
prevention. Desire graduation from
college with major in related field and
lwfo yearsdl:imfessional experience in
b safety and loss prevention, loss control
e ,}‘g‘ﬁ;’:&'r.‘;"g%ﬁé or refated field. Filing deadline:
. 10-2-82. For County application call
Personnel at (707) 445-7315. AA/EOE
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tracts
insurance specifications, direct insur-
ance negotiations. Provide in-house
management of information sysiems.
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financial reports

DEV
CHARGED.

SAFETY AND LOSS CONTROL
ANALYST e County of Humboldt,
Eureka, CA. $2,529 - $3,088/mo. plus
excellent benefits. Under direction of

yrs. exp.

ontract & Tort Law.

The Washington State Department of
Labor and Industries is distributing a
Request For Proposals (RFP) on or
about September 30, 1992 to solisit
bids for its inpatient review services.
To receive the RFP contact:

Catherine McDonald
Department gl Labor and Industries
P.O.

Box 44322
Olympla, WA 98504-4322
206) 956-6792

quality results!

Miami ins. agency seeks E.C. company
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E{OPMENT, BS011692103, CN 053, vast Fla. market with bold new prod-
TRENTOMN, NJ, 08625. NO FEE ucts. Want markets that are property,
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details, send repl; to Business Insur-
ance, Box 2759,
Chicago, IL 60611-2590.

40 N. Rush Street,
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CARRIER NEEDED BY M.G.A.
FOR A SPECIALTY BOOK OF SEVEN
FIGURES, LEAVING MINIMUM OR
25% NET OF O.G.P.

FOR DETAILS, FAX 401-334-3698.
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QUALIFIED
CANDIDATES.

The most talented men and women
in the insurance industry know where to tum
when they want to make their moves.

The Professional Marketplace
Call 312/649-5340

Business Insurance

Circulation
Breakdown™>

Commercial Consumers
Administrative:
CEO's Presidents, and Owners ......... 2,472
Vice-Presidents, General Managers and Other
Administrative Personnel. . ... ..... ... 4160

Financlal:
Chief Financial Officers and Vice-presidents of Fi-
nance.‘_...TH,.,, 2.637

lers and other Fi-
nancial Personnel .. ............... .. 3822
Risk/Employee Benefits:
Vice id

s rs, and other
refated department personnel of: insurance, risk,
employee benefits, personnel, compensation,
pension, safety, security, industrial relations,
human resources and employee/labor rela‘lions
14,

Sub-total. .. .....ioiei e,

Associations ..............
Government, Unions and Educational lnsmu‘tin:sB
i\

ﬁommﬁmﬂ Consumers

Insurance Agents and Brokers ......... 8,947
Insurance Companies . ............... 8,080
Accountants, Actuaries, Attorneys & Consullan:ré
.............................. 3,44
Adjusters, Appraisers, TPA's, Captive Managers
& Health Care Providers .............. 1,748

Others Allied to the Field . .. .. R 904
Single CORIS. .cvvconimtaw uhem ez 4
TOTAL v vt e Al S 52,785
* Source Busi { br of

qualified circulation, May 25, 1992 issue, as
submitted to BPA far June 1992 BPA Publisher's
Statement,
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Executive Life

Continued from page 2
Subcommittee. The committee’s
chairman, Rep. John Dingell, D-
Mich., has introduced legislation
to give the federal government a
new role in solvency regulation.

“The desire to take action—
that is crucial,” Mr. Garamendi
said, adding that “without such a
will,”* regulation—regardless of
whether it is at the federal or
state level—will not succeed.

“New York was very aggres-
sive in protecting policyholders.
California was lax and the game
went on. The department in New
York chose to act. In California,
we have a huge hole that was due
to a lack of will,” he said.

Currently, ELNY policyhold-
ers are receiving all promised
benefits while the company is
under conservatorship by the
New York Insurance Depart-
ment.

ELIC policyholders are receiv-
ing only 70% of promised bene-
fits. Under a court-approved re-
habilitation plan, most
eventually will receive their ben-
efits, but only with significant
backing from state guaranty
funds.

Much of last week’s hearing
centered on an extended debate
between Rep. Dingell and the
New York Insurance Depart-
ment’s Mr. Lennon over Mr. Len-
non’s testimony in 1990. At that
time, less than a year before New
York regulators would seize
ELNY, the regulator responded
positively when asked if the in-
surer was well-run and well-
funded.

Mr. Lennon said he hadn't
meant to say that it was well-
run, noting that his department
had levied massive fines for vari-
ous infractions and ordered cer-
tain company officials removed.

But he defended his character-
ization of ELNY as well-funded.
He said the department on April
17, 1991, was forced to seize
ELNY—not because of a funding
deficiency—but to avert a run on
the company's assets. That run
was triggered by California’s sei-
zure of ELIC on April 11. Even
though the condition of the two
First Executive Corp. units was
entirely different, the public did
not make such a distinction, Mr.
Lennon said.

No financial institution, not
even a triple A-rated insurance
company, is liquid enough to
meet all obligations at once on
demand, Mr. Lennon said.

By taking over ELNY, the de-
partment hoped to ensure that
all policyholders would receive
full benefits, plus promised in-
terest, Mr. Lennon said. This is
now expected to eccur.

“There is no hole in the com-

pany. We do not expect to tap
guaranty funds,” said New York
Superintendent of Insurance
Salvatore Curiale.

Without a seizure of ELNY,
those policyholders who had the
right to immediately cash in po-
licies would have done so, forc-
ing the insurer to sell off its most
liguid assets. That would have
depleted the assets it needed to
honor contracts to policyholders,
like holders of structured settle-
ment annuities, who weren’t en-
titled to benefits immediately,
Mr. Lennon said.

Mr. Garamendi contrasted ag-
gressive regulation in New York
—including kicking ELNY out of
the reinsurance business and or-
dering a $151 million capital in-
fusion in 1986—with “lax” over-
sight in California,

During the 1980s, top Califor-
nia regulators were aware of
many ELIC problems, the com-
missioner said.

In fact, the department had
been aware of those problems for
more than a decade before the
company failed, according to a
report, “Executive Life Insur-
ance Co.: A View From the Regu-
lator’s Chair,” which Mr. Gara-
mendi released at the hearing.

“ELIC did not mysteriously
fall into trouble in 1989 when the
junk bond market collapsed; the
California Department was well
aware of problems with ELIC
that began as early as 1979 and
continued wvirtually unabated

through the 1980s,” according to
the report prepared by R.L.
Clements & Associates, an ac-
counting firm in Austin, Texas.

According to the report, lax
regulation in California allowed
Executive Life:

® To use ‘“‘sham” reinsurance
agreements to produce “bogus”
capital of between $150 million
and $300 million throughout the
1980s.

® To remove $750 million of
junk bonds from ELIC’s portfolio
in a complicated “‘repackaging”
to inject $110 million of “bogus”
capital.

® To continue to buy junk
bonds of especially poor quality
in 1988 and 1989 during the
“final feeding frenzy" before the
junk bond market collapsed.

“ELIC was a major purchaser
in this market of poor guality
bonds, some of which defaulted
shortly after issue,” according to
the report.

Reflecting the atmosphere of
the 1980s, California regulators
had taken a laissez-faire attitude
and would not tell insurers how
to run their business, Mr. Gara-
mendi said.

The failure of ELIC with its
massive liabilities was the disas-
trous consequence of that atti-
tude, he said.

Had California cracked down
sooner, the company still might
have failed, but the ultimate
costs would have been much
lower, Mr. Garamendi said. [ ]

Dependent care collaboration____

Continued from page 3

plained Mike Snipes, director of
compensation and benefits for
Allstate Insurance Co. in North-
brook, I11.

It was necessary to band to-
gether with companies in the
same locations that have similar
dependent care needs, because
one employer could not have de-
veloped such a comprehensive
program on its own, he said.

The group would not reveal the
dollar amounts that each com-
pany and organization have con-
tributed. Some companies don-
ated money from corporate
operating funds, while others
used corporate charitable foun-
dation funds.

Employees of companies and
organizations involved in the
project will receive priority en-
rollment for the programs their
employers support, unless a pro-
gram was funded with corporate
charitable foundation funds.

That does not mean that these
organizations are paying for
their employees’ dependent care
needs. Some may subsidize cer-
tain services for workers’ depen-
dents, but most often employees
will pay regular fees.

The companies and organiza-
tions involved in the project will
determine what kind of depen-
dent programs to support based
on their employees’ needs and
the needs of each community,
explained a spokesman for Inter-
national Business Machines
Corp. of Armonk, N.¥. IBM was
instrumental in spearheading the
project.

In addition, Work/Family Di-
rections, a national dependent
care consulting firm, will help
direct the project participants’
investments in dependent care
services in specific communities.
The consulting firm also will as-
sist the participants with pro-
gram design and management,
provider selection and evalua-
tion and quality control.

The 11 companies that coor-
dinated the effort are Allstate,
American Express Co., Amoco
Corp., AT&T, Eastman Kodak
Co., Exxon Corp., IBM, Johnson
& Johnson, Motorola Inc., Tra-
velers Corp. and Xerox Corp.

Companies and organizations
interested in joining the project
can call Work/Family Directions
at 800-253-5264, ext. 4283, for
more information. [ ]

For the Record

Massachusetts Blues
revise Bay State status

BOSTON—BIlue Cross & Blue
Shield of Massachusetts’ take-
over of Bay State Health Care
Inc. could fall through if provid-
ers do not accept the Blues’' pro-
posed recovery plan for the ail-
ing health maintenance
organization.

In June, BC/BS announced it
would take over Cambridge,
Mass.-based Bay State, which
provides health insurance to
about 380,000 people, and honor
the HMO's outstanding debts to
hospitals and physicians. But,
BC/BS officials now say Bay

State’s losses—estimated at $108
million—are too much for the
Blues plan to absorb alone and
are asking providers to forgive or
defer some of that debt.

“Hospitals must give up a lit-
tle, doctors must give up a little,
and rates will have to be raised
for Bay State members,” a BC/
BS spokeswoman said.

State regulators are due to re-
ceive a final recovery plan by
Oct. 1.

BC/BS is expected to give hos-
pitals two choices: Remain in the
Bay State network, settle exist-
ing debt immediately for 80 cents
on the dollar and accept a new
four-year contract giving major
discounts to Bay State clients; or

drop out of the network and be
paid over an undetermined pe-
riod of years. BC/BS also will
ask physicians to forgive part of
their debt or to accept deferred
payments over several years.

Sales performance bill
vetoed in California

SACRAMENTO, Calif.—Legis~
lation that would have barred in-
surers from using loss-ratio ex-
perience in evaluating the
performance of their salespeople
was vetoed last month by Cali-
fornia Gov. Pete Wilson.

The governor said he vetoed
A.B. 2909 out of concern that it
would “invite litigation by em-
ployees who are terminated for
good cause but who contend in-

Continued on next page
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For the Record

Continued from page 35
stead that termination resulted from
loss-ratio experience.”

The Assn. of California Insurance
Cos. also opposed the bill, which
was sponsored by Assemblyman
Robert Campbell, D-Richmond.

Insurer’s challenge
to CERCLA advances

WILMINGTON, Del.—A Dela-
ware court has cleared the way for a
Travelers Corp. unit to provide evi-
dence backing a new legal argument

for why insurers should not have to
pay Superfund cleanup costs.

Called the “reformation argu-
ment,” the new argument asserts
that the 1980 Superfund law im-
poses “novel” coverage responsibi-
lities that weren’t foreseen when
many liability insurance policies
were written.

Vice Chancellor Carolyn Berber
of the Delaware Court of Chancery
last month said she would hear evi-
dence on the issue in a dispute be-
tween Travelers Indemnity Co. and
North American Philips Corp.

That evidence will not be heard
until other more routine arguments
are resolved in the case, which in-
volves coverage for cleaning up sites
around the country, she said.

NCCI to appeal denial

of two rate requests

NEW YORK—The National
Council on Compensation Insurance
plans to appeal the rejection of
workers compensation rate requests
in two states.

Rate requests were granted in two
other states, though for amounts less
than the New York-based rate-ma-
king organization had sought.

Georgia's insurance commissioner

rejected a 25.6% request, as well as
an earlier 33% increase request on
the grounds that insurers are not
losing money in the state. The NCCI
will appeal at a hearing later this
month.

The Department of Business Reg-
ulation in Rhode Island turned
down a request for a 54.9% increase
in workers comp rates, contending
the hike is not necessary in light of a
workers comp reform package that
went into effect June 1. The NCCI is
asking the department to reconsider,
arguing the reforms do not meet in-
surer’s immediate needs.

An average 14.7% workers comp
rate increase was approved by Vir-
ginia regulators, slightly more than

© 1992 Industrial Risk Insurers, Hartford, Connecticut
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can make a difference

half of the increase the NCCI
sought. And Missouri regulators ap-
proved a 12.5% hike instead of the
23.8% requested.

Study shows measures
to curb stress illnesses

Businesses that take 10 specific
stress-relieving actions are less
likely to have employees with
stress-related illnesses, resignations,
job burnout and absenteeism, a
study contends.

Greater communication among
employees and managers, adequate
employee control of their work and
management support and recogni-
tion of employees’ efforts are the
three best ways to reduce stress,
said Peggy Lawless, research project
director at Northwestern National
Life Insurance Co. in Minneapolis,
which did the survey.

According to the study, one-third
of American workers either want to
quit their jobs, experience stress-re-
lated illnesses or are close to burn-
ing out.

Other ways employers can man-
age job stress include ensuring ade-
quate staffing and expense budgets,
providing competitive personal
leave and vacation benefits, reduc-
ing personal conflicts on the job,
maintaining current levels of em-
ployee benefits and reducing the
amount of red tape for employees,
the survey said.

CIGNA transplant
network is formed

HARTFORD, Conn.—CIGNA
Healthplan Inc. has set up a net-
work of 13 facilities to handle organ
and tissue transplants for its health
maintenance organization and man-
aged care plan members.

Called the CIGNA Lifesource
Organ Transplant Network, the
program is designed to provide ac-
cess to heart, heart/lung, lung, liver,
pancreas, kidney/pancreas and bone
marrow transplants.

The 13 facilities currently in-
cluded in the Lifesource network
are: The Johns Hopkins Oncology
Center in Baltimore; the University
of North Carolina Hospitals in
Chapel Hill, N.C.; Emory Univer-
sity Hospital in Atlanta; Barnes
Hospital/Washington University
and St. Louis Childrens Hospital in
St. Louis; the Cleveland Clinic
Foundation in Cleveland; and the
University of Minnesota Hospital
and Clinic in Minneapolis.

Other facilities are: the Univer-
sity of Nebraska Hospital in Omaha;
City of Hope National Medical Cen-
ter in Duarte, Calif.; the Fred Hut-
chinson Cancer Research Center in
Seattle; Loma Linda University
Medical Center in Loma Linda,
Calif.; California Pacific Medical
Center (formerly Pacific Presbyte-
rian Medical Center) in San Fran-
cisco; the University of California at
Los Angeles Medical Center; and
University Medical Center in Tuc-
son, Ariz.

The network will be available
later this year to CIGNA’s PPO sub-
scribers and Intracorp’s UR clients.

Insurance department
budgets increase 57%

State insurance department bud-
gets increased an average of 57%
between 1986 and 1991, a new re-
port shows.

The report, by the Consumer In-
surance Interest Group and the Na-
tional Assn. of Professional Insur-
ance Agents, examined budgets in
44 states for which comparable fig-
ures were available.

The percentage of premium taxes
allocated to insurance departments
also rose to 6.9% on average in 1991,
from 5.4% on average in 1988, [ ]
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of a storm and use them as a ve-
hicle to get higher rates is noth-
ing less than repulsive,” said
James H. Brown, the Louisiana
commissioner.

“I find it unbelievable that it
would even cross someone's
mind,” he said.

Several other regulators said
they would now be especially
wary of rate hike requests.

The memo creates problems for
the entire industry, suggested
New York Insurance Superinten-
dent Salvatore Curiale.

“Now if they want to do some-
thing legitimate, it's going to be
second-guessed,” Mr. Curiale
observed.

“Any kind of public capital
they have gotten from what they
did well in the hurricane is all
kind of soured in the public mind
because of the memo.”

Some states also will look into
whether the memo violates anti-
trust law.

To some observers, though, the
regulators’ response to the memo
appears politically motivated.
Many insurance commissioners
are elected officials.

The memo, written by Jefirey
W. Greenberg, executive vp-do-
mestic general-brokerage, tells
AIG company presidents and re-
gional vps that the insurance in-
dustry cannot absorb hurricane
losses and the cash hit without
increasing rates (see related
story).

Total insured damages in the
United States and the Bahamas
could hit $8.6 billion (BI, Sept.
7). AIG has said its net losses
from Andrew and Typhoon
Omar, which recently struck
Guam, will have a pretax impact
of $75 million to $100 million on
third-quarter results.

Mr. Greenberg goes on to say
in the memo, dated the day the

hurricane battered South Flor-
ida, that underwriters must un-
derstand the significance of the
hurricane and that AIG “must be
the first” to inicrease prices.

After learning of the memo,
Tom Gallagher, the Florida in-
surance commissioner and state
treasurer, last Tuesday froze AIG
rates and premiums for 60 days.

He earlier had imposed on all
insurers a 60-day moratorium on
mailing cancellation and non-re-
newal notices to policyholders in
specific affected areas.

The moratorium on AIG rate
requests will give state officials
time to investigate the insurer’s
rate-setting practices, including
whether it has violated Florida
laws against unfair trade prac-
tices or antitrust activities, the
commissioner said.

“AlG and all of the other com-
panies that sell commercial
property and auto insurance in
Florida better get this message
now: We won’t tolerate any com-
pany trying to take advantage of
our citizens in the aftermath of
this tragedy,’” Mr. Gallagher
said. ’

The state order calls the AIG
memo a “transparent attempt to
use the damage to manipulate
their producing brokers and AIG
customers statewide into beliey-
ing that property/casualty rates
must be increased immediately.”

In addition, “the practical ef-
fect. . .would be to create a false
climate in which competing in-
surance companies could also at-
tempt to prematurely and unjus-
tifiably increase rates
statewide,” according to Mr.
Gallagher.

He also has warned the chief
executives of all 780 licensed
property/casualty insurers in
Florida. Regulators, he said in a
letter, will reject any industry
effort “to capitalize on the mis-
fortune of Hurricane Andrew’s

victims” through unjustified rate.

increases and “‘will take legal ac-
tion against any company that
attempts to do so0.”

Mr. Gallagher asked in the let-
ter that all property/casualty in-
surers advise his department
“well in advance” of any planned
rate increases,

Florida’s use-and-file law lets
property/casualty insurers
change rates and then take up to
30 days to file them with state
regulators. Unless the depart-
ment specifically rejects the
rates, they can be used.

A spokeswoman admits the de-
partment has not explored
whether Mr. Gallagher has legal
authority to ask insurers for ad-
vance notice of rate increases.

In response to the Florida ac-
tion, AIG Chairman Maurice R.
Greenberg has called for a hear-
ing with the department to clear
up what he contends is a “mis-
understanding of AIG’s inten-
tions.”

He said the insurer is confident
“the facts will show that the
order was based on a misunder-
standing of AIG’s intentions,
that it attributes motives to AIG
that are inaccurate, and that it
paints a grossly distorted pic-
ture.”

While Maurice Greenberg said
he would not comment on the
Florida order in detail before a
meeting with regulators, he did
contend that insurance rates re-
main inadequate and that the
memo simply restates an “inter-
nal discussion” over rates that
has gone on for some time.

The inadequacy of rates “is not
a new phenomenon and is not re-
lated to any specific disaster
such as Hurricane Andrew.
Every analyst who follows our
industry is well aware of this sit-
uation,’ he said.

“Insurance rates are not set in
response to any single event,
even a disaster as unprecedented
as Hurricane Andrew. They are

American Reliance fears gaps in reinsurance

By DOUGLAS McLEOD and SARA MARLEY

LAWRENCEVILLE, N.J—American Reliance Group
Inc,, a publicly traded property/casualty insurer, reports
heavy losses from Hurricane Andrew and holes in the
upper layers of its catastrophe pro-

Other insurers have had trouble
filling out high layers of catastrophe
coverage, but most companies’ lower
layers are in good shape, says one an-
alyst who has studied documents in-
surers have filed with the Securities and Exchange
Commission.

As a result, losses from Hurricane Andrew should not
imperil most insurers’ financial condition, he says.

American Reliance of Lawrenceville, N.J., filed an 8-K
form with the SEC Sept. 2 reporting that it will suffer
“substantial” direct insurance losses from the hurricane.

American Reliance President Bruce W. Herrick said
last week that the insurer had not yet determined its
total losses from the storm. He declined to comment on
the hurricane’s financial impact on the company “until
we have a handle on the numbers.”

Florida property/casualty risks accounted for 16%, or
$23.9 million, of American Reliance’s 1991 direct written
premiums of $149.4 million, and 18%, or $15.4 million,
of first-half direct written premiums of $85.3 million,
according to the 8-K filing and figures from A.M.
Best Co.

The group’s surplus stood at $77.1 million June 30.

In addition to quota share and proportional reinsur-
ance treaties, American Reliance has property catastro-
phe reinsurance that covers:

® 95% of losses in a first layer of $12.25 million excess
of $1.75 million per occurrence.

® 100% of losses in a second layer of $27 million ex-
cess of $14 million.

® Between 46% and 82% of losses in layers excess of
$41 million up to $100 million.

The 8-K also reports that “there can be no assurance”
that American Reliance will be able to renew its reinsur-
ance protection “on acceptable terms.”

Many large insurers do not have holes in their lower
layers of catastrophe coverage, said Michael

Smith, senior vp of Lehman Brothers Inc. in New York.

“Low layers of (catastrophe) coverage were available
and reasonably easy to get in the past few years,"”
said Mr. Smith, who has studied many insurers’ 10-K
filings with the SEC. “The critical shortage was in the
high excess layers, above $150 million to $200 million,”
he said.

The high-layer catastrophe capacity crunch is “the
fallout of the collapse of the LMX market in Lon-
don,” Mr. Smith said.

Despite the difficulty in obtaining high layers of catas-
trophe coverage, large insurers and reinsurers “will be
unperiled by the losses chalked up in Hurricane An-
drew,” Mr. Smith said.

“If anything, the effects of Andrew will ultimately
benefit larger (reinsurance) companies,” he said. Because
of concerns about the stability of smaller reinsurers,
which have written much of the catastrophe coverage,
“insurance companies will be going to the big players
and asking them to write more complete reinsurance.”

“Whether the big players want to write traditional cat
coverage is another matter,” he added.

A few insurers, though, were able to obtain high-layer
catastrophe coverage, Mr. Smith said.

For example, Aetna Life & Casualty Co. has $235 mil-
lion in catastrophe limits excess of $100 million, and
CIGNA Corp. purchased $300 million excess of $50 mil-
lion.

ITT/Hartford Group Inc. made headlines last year
while trying to expand its catastrophe coverage to $250
million excess of $50 million from $250 million excess of
$35 million (BI, Nov. 18, 1991). While the insurer initially
was able to obtain only $175 million excess of $50 mil-
lion, eventually it filled the excess layers, Mr. Smith said.
But, it was “very difficult,” he added.

Mr. Smith described the basic structure of insurers’
catastrophe programs: “Very typically you see a reten-
tion, on top of which there is a fairly significant layer of
coverage.”

That catastrophe coverage usually contains a 5% coin-
surance clause above a retention of $20 million to $100
million, he said.

But, some companies are subject to higher coinsurance
requirements, including Travelers Corp., with 20%, and
SCOR U.S,, with 32%, he added. ]

set by the marketplace. Any in-
formed observer of our industry
knows that. However, the size of
the insured losses from Andrew
will surely add pressures on
many insurers,” he said.

It is “unfortunate and unfair
that an internal memorandum,
taken completely out of context,
should form the basis for such a
legal order or atherwise be used
to imply that AIG intends to take
certain actions to take advantage
of Hurricane Andrew. This is
pure speculation,” he said.

AlG's strategy has always been
to write only business that will
produce an adequate return, he
added. “If our industry does not
remain financially strong, it will
be unable to respond to future
disasters and serve our policy-
holders’ needs.”

One insurer, American Re-
liance Group Inc., already has
informed the Securities and Ex-
change Commission that it will
suffer heavy losses related to the
storm (see story, page 37).

Insurers that belong to the Al-
liance of American Insurers are
expected to abide by the 60-day
moratorium on the mailing of
cancellation and non-renewal
notices to policyholders in spe-
cific affected areas, said an Alli-
ance spokesman.

Insurers also are expected to
abide by another request to give
policyholders a $100 allowance
for food spoilage, though indi-
vidual policies may not require
them to do so, said Don Preston,
the Alliance’s government affairs
representative for the southeast-
ern region.

In light of all this, “I would be
surprised if any of our companies
would have any major objections
—at least in the near term—to
Mr. Gallagher's request that he
be given prior notification of rate
increases,’”’ said another Alliance
spokesman.

Meanwhile, insurance regula-
tors and consumer advocates are
railing against AIG and any
other insurers considering rais-
ing rates in Andrew’s wake.

“I think all regulators are con-

cerned,” said William McCart-
ney, president of the National
Assn, of Insurance Commission-
ers.
- The memo was ‘“‘almost stu-
pid,” given the likelihood that it
would eventually be made pub-
lic, said Mr. McCartney, director
of the Nebraska Insurance De-
partment.

“Even if there is no legal vio-
lation, it’s outrageous to point to
the storm and attempt to use it to
raise rates” now without a quan-
tifiable justification for an in-
crease, Mr. McCartney said.

No insurer warnings will be is-
sued in Nebraska, unless the
Florida pricing investigation
turns up something “smelly,” he
said.

“The costs that companies
must bear from catastrophic
events are already supposed to
be figured into the prices they
charge,” said Mr. Brown, Louisi-
ana’s insurance commissioner.

“I will not tolerate any com-
pany trying to exploit the misery
brought on by Hurricane Andrew
and use it as a sole and indepen-
dent reason for a rate increase,”
he asserted. Insurance rates in
Louisiana must be approved in
advance by regulators.

The commissioner said he will
ask the Louisiana Rating Com-
mission to call for a hearing into
the past and present rate prac-
tices of AIG when the commis-
sion meets on Oct. 16.

At that meeting, Mr. Brown
said he will ask for a moratorium
on any rate filings by AIG until

Internal memo
sent by AlG
after storm

Jeffrey W. Greenberg, exec-
utive vp-domestic general-
brokerage for American Inter-
national Group Inc., sent the
following memo regarding
rate hikes to AIG company
presidents and regional VPs
on Aug. 24.

This storm will cause exten-
sive damage in southern Flor-
ida and, if it also strikes a po-
pulated area after picking up
speed in the Gulf, may cause
the insurance industry the
biggest storm loss ever. The
industry cannot absorb the
loss and the cash hit without
increasing rates. We have op-
portunities from this and ev-
eryone must probe with bro-
kers and clients.

Begin by calling your un-
derwriters together and ex-
plaining the significance of
the hurricane. This is an op-
portunity to get price in-
creases now. We must be the
first and it begins by estab-
lishing the psychology with
our own people. Please get it
moving today.

JWG

the state investigation is com-
pleted.

In the meantime, Louisiana
Attorney General Richard
Ieyoub has agreed to investigate
possible antitrust and unfair
trade practice violations by AIG.

Missouri Insurance Director
Lewis E. Melahn, who chairs the
NAIC's Market Conduct and
Consumer Affairs Subcommittee,
said insurers should wait to see
the impact of the storm on their
catastrophic reinsurance premi-
ums and surplus before consid-
ering changing rates.

AIG’s memo indicates insurers’
eagerness to use any event as a
means of hoisting themselves out
of the current soft market, Mr.
Melahn said.

“The memo was ill-advised. To
suggest that this is a good op-
portunity to raise rates. . .is sort
of a silly thing to do,” said Mr.
Curiale of New York.

Eventually, insurers affected
by Andrew will factor the losses
into their rates, though the im-
pact on business written outside
Florida and Louisiana should be
minor, Mr. Curiale said.

“That, of course, is a lot differ-
ent from saying, ‘Hey, this is a
good pretext to raise rates. Let’s
raise them,’ * he said.

New York authorities are not
planning hearings or other ac-
tion regarding AIG but will
monitor the expected Florida
hearing and keep an eye on fu-
ture AIG rate filings in New
York, Mr. Curiale said.

Asked whether the memo
raises antitrust concerns, Mr.
Curiale said Maurice Greenberg
told him the memo was intended
for internal use only.

“The response of raising rates
because of a catastrophe where
thousands of people are suffering
is further evidence of the cal-
lousness of some insurance com-
panies and typical of the insur-
ance industry,” said Georgia
Insurance Commissioner Tim
Ryles.

It will take insurers nine
months to a year to assess the ef-
fect of the hurricane, a Georgia

Continued on page 38
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Insurance Department spokesman
said.

Meanwhile, the nation’s prop-
erty/casualty insurers have $160
billion in surplus to help absorb
losses and keep rates at current
levels, Mr. Ryles said.

Harvey Rosenfield, head of the
consumer group Voter Revolt and
author of Proposition 103, has re-
quested an investigation of
whether the memo violates Califor-
nia antitrust laws.

Voter Revolt also asked Califor-
nia Insurance Commissioner John
Garamendi to step up monitoring
of property/casualty insurers and
“to reject any future (rate) increase
requests based on Andrew.” Rates
must be approved in advance in
California.

“The commissioner intends to be
vigilant with respect to any com-
pany using the catastrophe as sub-
terfuge for raising rates,” said a
spokesman.

“Hurricane Andrew should have
no impact on rates,” he said.
“Companies reserve against such
catastrophes over a 50-year pe-
riod.” Any move by AIG to hike
rates after the hurricane would
have little impact in California
since the insurer writes less than
1% of the market, he pointed out.

The department, though, will
closely follow the Florida antitrust
investigation, he said.

Another consumer advocate said
that AIG had no reason to seek in-
creases in the wake of Andrew.

“They're super profitable, and
they don’t need a rate increase and
neither does the rest of the indus-
try in general,” said J. Robert
Hunter, president of the Alexan-
dria, Va.-based National Insurance
Consumer Organization.

That assessment differs mark-
edly from a 1990 report by con-
sumer group Public Citizen, which
classified AIG as one of five major
insurers that would be “at risk” in
a severe economic downturn (BI,
Oct. 22, 1990). After the insurer
threatened a libel suit, the report’s
contention was partially retracted
(BI, Nov. 19, 1990). The report it-
self was widely discredited when
certain of its calculations were
found to be faulty.

Mr. Hunter said the AIG memo
should encourage the House of
Representatives to move on HR. 9,
a bill that would remove several of
insurers’ key exemptions from fed-
eral antitrust law. The bill passed
the House Judiciary Committee
last fall but went no further (BI,
Sept. 7).

In a Sept. 4 letter to House Ju-
diciary Chairman Jack Brooks, D-
Texas, the bill’s chief sponsor, Mr.

Hunter wrote:

“There is nothing illegal about
such price leadership and arm-
twisting, as you know. Since fed-
eral antitrust law allows price fix-
ing, I suppose this is legal (moral,
not).

“Your bill, H.R. 9, would help
end this sort of abusive corporate
behavior. 1 doubt very much that
Mr. Greenberg would engage in
such blatant, us-first pricing strat-
egy with attendant market signal-
ing if the price-fixing prohibitions
of H.R. 9 were law.”

During a joint Labor Day news
conference with Mr. Hunter, Ralph
Nader urged the NAIC and the
Florida Insurance Department to
resist insurers’ attempts to raise
rates in the wake of Hurricane An-
drew. Like Mr, Hunter, Mr. Nader
urged quick approval of HR. 9.

Some, though, say insurance
commissioners’ responses may be
motivated in large part by politics
and will have little impact on in-
surers. Messrs. Gallagher, Brown,
Ryles and Garamendi are elected
officials.

“It’s a nice sound bite on the
local news or even the national
news,” one analyst said. But “give
it six hours and no one is going to
see any significant action on these
insurance commissioners’ part.”

Even some state regulators
agreed with this assessment.

“If 1 were an elected commis-
sioner with political ambitions, 1
would have done the same thing,”
said one regulatory official who re-
quested anonymity, referring to
Commissioner Gallagher’s action
against AIG.

Even without the regulatory
pressure, AIG and other insurers
would have a tough time making
rate hikes stick, analysts say.

For the first half of the year, AIG
posted a 100.4% combined ratio,
better than many other property/
casualty insurers, one analyst said.
This will make it difficult to con-
vince brokers and commercial poli-
cyholders that higher rates are
needed, he suggested.

“When you are writing at a 100%
combined ratio, (the memo) doesn’t
appear to be an especially smart
move on Jeff Greenberg’s part,” he
observed.

While the industry should have
been raising rates even before Hur-
ricane Andrew, it probably won’t
be able to in commercial lines for a
variety of reasons, according to
Gloria Vogel, first vp with Shear-
son Lehman Bros. in New York.

Andrew’s impact on industry
surplus is minor and it is largely a
personal lines loss, making it diffi-
cult to use as a justification for
raising commercial liability rates,
for example.

Many companies feel their re-

Insurers’ efforts beyond paying claims

Among the Hurricane An-
drew relief efforts is a pro-
gram by the National Council
on Compensation Insurance.

After being closed for a day
because of the storm, the Boca
Raton-based NCCI resumed
operations and began an in-
house drive for relief supplies.

In the first three days, the
voluntary, non-profit statisti-
cal and ratemaking organiza-
tion for workers compensa-
tion insurers collected four
truckloads of canned and
other non-perishable food
items as well as disposable di-
apers and can openers.

“People want to help out,
and all too often it's difficult
to know how or where to go
about it,”” NCCI President
William Hager said. “So, we

wanted to make it as simple
and convenient as possible for
our employees to make their
donations count.”

In addition, the NCCI don-
ated $1,000 to the Red Cross
for the relief effort.

Among individual insurers,
Liberty Mutual Insurance
Co.'s Miami office established
a free food pantry open to all
policyholders and employees’
families. In addition, Liberty
offices from around the nation
are collecting clothing to do-
nate to the relief effort.

And Prudential Property &
Casualty Co. of Holmdel, N.J.,
is soliciting contributions for
the relief effort from employ-
ees and is providing an unspe-
cified percentage match to
employee contributions.

serves are adequate and will con-
tinue pushing for premium volume,
Ms. Vogel said.

The industry shows no urgent
signs of needing rate increases,
given its strong capital position
and combined ratios that are “not
great but not devastating either,”
said Harry Fong, a Conning & Co.
analyst in Hartford, Conn. .

“There’s too much capital in the
marketplace. The returns are low,
but they are low because there's
too much capital rather than be-
cause the operating numbers are
poor,” he said.

Other industry analysts, though,
say some higher rates may be justi-
fied.

The commercial market has be-

come highly segmented, and a
change in market conditions may
now occur in given segments rather
than broadly across the range of
property and casualty coverages,
noted. Barbara Stewart, a principal
with Stewart Economics in At-
lanta.

The economic tide has already
turned enough to justify higher
prices in at least some segments of
the market, including property ca-
tastrophe reinsurance and possibly
direct commercial property insur-
ance, according to Ms. Stewart.

Simple economics says that
prices should go up in the catastro-
phe market, where capacity will
dwindle and demand will rise, she
said.

Facing a variety of forces includ-
ing higher reinsurance costs, com-
mercial property insurers may also
have to raise rates, she suggested.

The same cannot be said for
other segments of the industry, ac-
cording to Ms. Stewart. “There is
little chance of this spilling over
into casualty.”

Ms. Stewart also observed that
any market turn will be driven by
economic forces and not by direct-
ives like the AIG memo.

She pointed out that in 1981,
former Aetna Casualty & Surety
Co. President William O. Bailey si-
milarly directed his underwriters
to raise rates, and the move failed
to take hold in the market at large
(BI, March 30, 1981).

A turn in some market segments
“is likely to happen despite (Jeffrey
Greenberg’s) memo, and it will
happen because the market forces
are in place,” Ms. Stewart said.
“These things do not happen just
because some one wants them to
happen.”

Insurers were also assessing the
impact of the storm on rates.

At Nationwide Mutual Insurance
Co. in Columbus, Ohio, a spokes-
man said that any price increases
stemming from Andrew would de-

" pend in large part on the impact of

the storm on the company’s rein-
surance program and would proba-
bly be spread over several years.

SAFECO Corp. policy is not to
raise rates “based on any one sin-
gle incident,” said a spokeswoman
for the Seattle-based insurer. “We
look at our balance sheet” before
deciding to raise rates.

Based on known losses on Sept.
4, “SAFECO has not been hit very
hard” she said. Hurricane-related
losses are “going to be under $10
million, which wouldn’t rank
among our worst losses.”

SAFECO lost more as a result

of hailstorms in Colorado and

Montana in recent years, she said.
Reinsurance kicks in at $25 million
for SAFECO and pays 95% of
losses between $25 million up to
$120 million.

®
Associate Editors Mark A. Hof-
mann, Michael Bradford and
Louise Kertesz; Los Angeles Bu-
reau Chief Joanne Wojcik; and
Staff Reporter Sara Marley con-
tributed to this report.
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care benefits.

Family leave bill veto expected

two-thirds majority needed to override a veto. The Senate ap-
proved the bill last month on a voice vote. In 1990, President
Bush, who favors only voluntary leave programs, vetoed a similar
measure. A veto override effort failed by a substantial margin.

Under the bill, employers with more than 50 workers would
be required to provide up to 12 weeks of unpaid job-protected
leave for family emergencies, like an employee’s illness or to care for a
newborn or a sick child. Workers on leave would still receive health

If the measure dies, another family leave bill is expected to be
introduced in the next session of Congress.

$34 million libel verdict upheld

PHILADELPHIA—The Philadelphia Inquirer will appeal a trial
judge’s decision to uphold a $34 million libel judgment against the
newspaper, believed to be the second-highest libel award ever.

A jury in 1990 awarded Richard A. Sprague $2.5 million in
compensatory damages and $31.5 million in punitive damages, which
generally are not insurable in Pennsylvania.

A 1973 series in the newspaper alleged that Mr. Sprague, formerly a
chief assistant district attorney in Philadelphia, blocked a 1963 mur-
der investigation to help a friend. The article was written one year
after Mr. Sprague successfully prosecuted the reporter, Greg Walter,
for illegally recording telephone calls.

The Knight-Ridder Inc.-owned paper had appealed a previous $4.5
million award to Mr. Sprague. The case was remanded to the trial
court, where the $34 million verdict was reached.

The award is the second-highest libel award ever, says the media-
supported Libel Defense Research Center. But, LDRC notes that
three-fourths of all libel awards are ultimately reduced or dismissed.

State Farm loss leads pack
as Andrew claims flow in

Insurers last week continued to
assess insured losses from Hurri-
cane Andrew, although few yet have
a firm handle on their ultimate

losses.

A4 The biggest
: W,IOSS is being re-
ported by State
Farm Group, the
nation’s largest
property/ca-
sualty insurer. Bloomington, Ill.-
based State Farm sustained $1.5
billion of losses attributable to An-
drew. The insurer does not buy re-
insurance.

Nationwide Mutual Insurance Co..

of Columbus, Ohio, and its affiliates
Scottsdale Insurance Co. and Wau-
sau Insurance Co. are estimating
gross losses of just shy of $83 mil-
lion, with all but $4.4 million attrib-
utable to Florida.

Nationwide estimates its claims
payments will top $55 million in
Florida, while Scottsdale is
projecting $18 million in claims
from the state and Wausau $5.5
million.

Nationwide does not operate in
Louisiana. But, Scottsdale will pay
around $4 million in claims and
Wausau expects to pay $400,000 in
claims there.

ITT/Hartford Group Inc. has not
released gross loss figures, but it
estimates it will sustain around $70
million of losses after reinsurance.

A spokeswoman for the Hartford,
Conn.-based insurer said it is too
soon to tell how the storm losses will
impact Hartford’s earnings.

She said claims from the hur-
ricane will not come close to ex-
hausting Hartford’s reinsurance
limits. She said the insurer has a
$50 million retention.

Hartford-based Travelers Corp.
expects the net impact of Andrew
to reach about $70 million after
taxes and reinsurance. The insurer
had received . approximately 14,000
claims by late last week from Flor-
ida and Louisiana.

Travelers said its reinsurance is
“adequate for significant losses.”
The insurer has said its exposure to
other 1992 catastrophes is limited

(BI, Aug. 31).

Aetna Life & Casualty Co. is esti-
mating claims from the hurricane
will reduce its third quarter net in-
come by around $65 million after
taxes and reinsurance. The estimate
includes around $12 million in costs
related to subsidiary American Re-
Insurance Co.

Continental Insurance Co. of New
York will pay out $55 million after
taxes and reinsurance, a spokeswo-
man said.

CIGNA Corp. estimates that its
aftertax losses from Hurricane An-
drew will reach $50 million net of
reinsurance. The Philadelphia-based
insurer has received more than 1,300
claims, the majority resulting from
commercial property losses.

USF&G Corp. of Baltimore is re-
porting $72 million in gross losses
from Hurricane Andrew and $40
million in net losses after reinsur-
ance. A spokesman said all losses
are being reported on an aftertax
basis.

He said USF&G carries $225 mil-
lion in catastrophic reinsurance
limits above a $22.5 million reten-
tion. “Most layers are complete, but
a few may have some small holes.
There are no layers where we're
completely exposed, but there are a
few where we're slightly light.”

He said the storm caused USF&G
to reinstate its first three layers of
reinsurance and a portion of its
fourth layer of coverage.

Kemper National Insurance Cos.
of Long Grove, Ill., also expects to
sustain a net loss of $40 million
from Hurricane Andrew claims.

Royal Insurance Co. of America
reports a net loss of $25 million,
with a net aftertax loss of $16.5
million.

“We do not expect our losses to
reach into our catastrophe treaties,”
a spokesman for Charlotte, N.C.-
based Royal said.

As of late last week the insurer
had received 540 claims. One-third
of the claims had been closed, the
spokesman said.

Ohio Casualty Co. reported $13
million of total property losses re-

Continued on next page
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Product liability reform

Continued from page 1

After an attempt to invoke cloture on a
second roll-call vote failed, the Senate ta-
bled S. 640, effectively killing it for the
102nd Congress.

Even the bill’s supporters conceded that
a successful Senate vote would have been
unlikely to result in passage of a uniform
product liability act because the House
had taken no action at all on a similar bill,
H.R. 3030.

The failure of the cloture vote came
after two days of sometimes fiery debate.

“What we have here is a classic battle.
On their side is Ralph Nader and his so-
called consumer groups, 70,000 or so over-
paid trial lawyers who are threatened with
losing their cash cows,” said the bill’s
chief sponsor and longtime advocate of
product liability reform, Sen. Robert W.
Kasten Jr., R-Wis.

“On our side are the small businesses of
America,” he said.

A leading opponent of S. 640, though,
cast the battle in somewhat different
terms.

“It is for the advantage of the manufac-
turer” against widows and orphans, said
Sen. Howell Heflin, D-Ala.

Sen. Christopher Dodd, D-Conn., saw
the bill in vet a different light. S. 640
would be a positive measure for the rights
of both defendants and plaintiffs, said
Sen. Dodd, who supported the bill.

The current “system doesn’t work,” he
said, calling it “unfair” and “uneven.” S.
640 would hasten payment to plaintiffs
and protect manufacturers against unjus-
tified actions, Sen. Dodd said.

Andrew losses

But as far as Sen. Richard Shelby, D-
Ala., was concerned, the bill was nothing
more than ‘‘a butcher job” and a “travesty
of justice” that would have barred ordi-
nary citizens from the courtroom.

The object of such passionate rhetoric
would, among other things:

® Make it harder to recover punitive
damages in product liability cases.

® Eliminate joint and several liability
for non-economic damages in product lia-
bility cases.

® Encourage the use of alternative dis-
pute resolution mechanisms, such as arbi-
tration and mediation.

® Eliminate product liability lawsuits
involving workplace capital goods that are
more than 25 years old.

® Provide that if a plaintiff declined a
defendant’s settlement offer, the plaintiff
could be required to pay the defendant’s
legal fees if a court returns a judgment
that is less than the settlement offer.

As the cloture vote grew closer, one of
the bill’s most influential co-sponsors—
Sen. John D. Rockefeller IV, D-W.Va.—
said that he had prepared a last-minute
amendment in the form of a substitute.
The amendment would have clarified the
intent of the quick settlement clause to
make sure that no plaintiff ended up
worse off than under the present law.

But opponents of S. 640 were not moved
by the Rockefeller proposal and managed
to hold onto enough votes to block cloture
and effectively kill the bill in the current
Congress, which is scheduled to adjourn
early next month.

Despite the defeat, proponents of the
bill find encouragement in the closeness of
the vote.”

“You see a trend,” said Victor Schwartz,
counsel to The Product Liability Alliance
and a partner in the Washington law firm
Crowell & Moring. Mr. Schwartz noted
that product liability reform bills have
been introduced in each session of Con-
gress since 1981, and each time the mea-
sure gains more support than its predeces-
sor.

Every other major initiative opposed by
the trial bar, such as no-fault automobile
insurance, tends to lose supporters as time
wears on, observed Mr. Schwartz. But the
trend in product liability reform has been
just the opposite, he said.

For example, in the mid-1980s, only
about 30 senators supported a product lia-
bility reform bill. As late as 1990, only 40
or so senators supported an overhaul of
the product liability system, he said.

“Now, at least 58 senators say publicly
they’ll at least consider it for a vote,” said
Mr. Schwartz.

Mr. Schwartz’s assessment wasn't
shared by Linda Lipsen, legislative direc-
tor of the consumer advocacy group Con-
sumers Union in Washington. Ms. Lipsen
said that the vote shows that senators had
begun realizing that product liability re-
form is not about lawyers, but about peo-
ple who are harmed by unsafe products
and who already have a difficult time re-
covering damages under present law.

Ms. Lipsen added, however, that she
doesn't expect the proponents of reform to
give up.

“I think that produet liability reform
legislation efforts have become a cottage
industry for lobbyists. The paid lobbyists
for the manufacturers have their hands
out and want to spin their defeat in a way
that allows this gravy train to keep going.
They'll be back,” she said.
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insurance industry stocks continued to ad-
vance last week, as the Business Insurance
Index ¢limbed 10.5 points to 819.8 on Sept. 11
from 809.3 on Sept. 4. Advancing issues for the
week were led by Sierra Health Services, up
11.8%; Pacificare Health System, up 11.8%; and
Statesman Group Inc., up 10.9%. Declining
issues for the week followed American Indem-
nity/Financial, down 9.1%; Frontier Insurance
Group, down 9.1%; and Seibels Bruce Group,
down B8.7%. The most active issue was U.S.
Healthcare, 2.5 million shares traded. The Bi
Index was up 1.3%; the NYSE Composite was
up 0.5%; the Standard & Poor’s 500 rose 0.6%,;
and the Dow Jones 30 Industrials was up 0.7%.
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The snowshoe ral)én't

c}mnges color with the
season, a‘:{apt:'ng a
white coat in winter
and a brown coat in
summer. This c}range,
which is governea’ l:wy
the shortem'ng ]engt/'t
o][ c]ay, enables the
rabbit to blend into its
baclegroum{ for

protection.

The Ability T Adapt T The Exvironment
Is Necessary For Survival In Nature.
And In Benefits Management.

In nature, the ability to change and aclapt is requirecl for survival. In
managing employee benefits programs, it's also becoming a necessity.

The Mutual of Omaha ComPanies recognize this need. Our experience in
cleveloping and offering PPO, EPO, HMO and point~o£—service plans gives us
the al)ility to work with companies to design benefit programs that can meet their
cl'xanging needs. Qur years of experience have taugl‘lt us the best ways to prepare
for change — and therefore, we re ready to help benefits managers
meet it.

Nature is expexieneed at managing change. And so are we.

Find out what the Mutual of Omaha Companies Group
Operation can offer your company. Call Patrick Moeschler, MuruarOmana
1-800-877-1052. | Companies

The Managed-Cost Professionals™



