Bus

. SEPTEMBER 19, 1988

ness
nsuvrance

Update

Hurricane inflicts heavy damage;
adjusters rush to Texas coast

CANCUN, Mexico—The resort areas
of Cancun and Cozumel on Mexico’s Yu-
catan Peninsula sustained heavy insured
damages last week from Hurricane Gil-
bert as adjusters prepared for the
mighty storm’s anticipated collision
with the Texas coast.

However, Cayman captive managers
looked into calmer skies late last week
after being spared the brunt of the
storm.
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. more involved health care purchasers is this risk of

Managed care
may hike liability
for employers

By DONNA DIiBLASE

Employers that channel their employees into man-
aged health care programs may be exposing themselves
to third-party medical malpractice liability, legal and
health care experts say.

However, case law establishing the liability of third-
party payers for medical malpractice is limited. And,
some legal experts doubt whether employers will be-
come the targets of suits brought by employees who
received substandard treatment in managed care pro-
grams.

Employers can protect themselves from this expo-
sure—as well as ensure that their employees receive
quality, cost-effective care—by decumenting how they
screen and select managed care firms, including hold-
harmless agreements in contracts and involving risk
managers in the selection process, experts say.

“Unfortunately for employers, a byproduct of being

liability for the care received by their employees,” ex-
plained Glenn Meister, a vp in the Los Angeles office of
A. Foster Higgins & Co. Inc.

“But, companies absorb a certain amount of risk in
the normal course of business every day, and this is just
another risk they need to be aware of and prepared
for,” he added.

One major case tried so far has established that the
ultimate liability for the care delivered to the patiert
rests with the attending physician, and not with the
third-party payer.

In the 1986 case, Wickline vs. the State of California,
a patient covered by California's Medicaid program,
known as “*Medi-Cal,” consulted a physician for treat-
ment of circulatory problems in her legs. The attending

Continued on page 78
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And, a Houston broker that places
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Fraud triggered demise
of Mission, panel told

By JERRY GEISEL

WASHINGTON—Flagrant and irrefutable fraud caused
the collapse of Mission Insurance Co., a House panel was told
last week.

“I have no hesitation in stating at the outset that clear and
irrefutable evidence exists that a fraud was perpetuated on
the reinsurers of Mission Insurance Co.,"” said Ivor Kiver-
stein, a managing director with Chiltington Intermediaries
Ltd. in London.

Mr. Xiverstein, who has extensively investigated Mission
on behalf -of six reinsurers that belonged to a reinsurance
pool manazed by a Mission affiliate, testified Thursday be-
fore tha House Oversight and Investigations Subcommittee.

The underwriters that belonged to the pool, which rein-
sured direct and reinsurance business written by Mission, are
refusing to pay claims, which drove Mission into insolvency.

According to Mr. Kiverstein, fraudulent acts by the pool
manager include establishing massively inadequate reserves,
miscoding business written by the pool and writing business
that shoulz not have been written, he said.

The reirsurers and Mission's liquidator, California Insur-
ance Commissioner Roxani M. Gillespie, are involved in sev-
eral lawsuits over business written by the pool. In addition,
some of the reinsurers are in arbitration to determine how
much they owe Mission (BI, July 18; May 2; June 22, 1987).

However, the attorney heading Mission’s liquidation den-
ied that there was evidence of fraud at Mission and blamed
its collapse totally on the reinsurers for not honoring their
agreements with Mission.

Based on the evidence to date, “I don’t believe Mission
generated fraud,” said Karl Rubinstein, an attorney retained
by the California Insurance Department as a special deputy
insurance commissioner to handle the Mission liquidation.

If Mission’s reinsurers had stood by their commitments, '
don't believe Mission would have to be liquidated,” he said.

Mr. Rubinstein likened the collapse of Mission to someone

Continued on page 85
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ivor Kiverstein testified before the House subcommitiee
that Mission and its affiliates defrauded reinsurers.

world’s reinsurers.
This year's meeting, officially held Sept. 5-10,

Reinsurers prepare for continued slump

and KATHRYN J. McINTYRE

MONTE CARLO, Monaco—Reinsurance com-
panies worldwide are bracing themselves for at
least two more years of flat or falling premi-
ums.

They are resigned to continuing competition
driving down primary property/casualty insurance
rates because reinsurers are helpless, they say, to
curb the competition. The primary insurers have
large retentions, and therefore primary insurance
pricing is not reliant on reinsurance capacity.

Nor do reinsurers intend to compete fiercely for
the reduced amount of reinsurance business avail-
able to them, leaving most with no hope of growth
in the next few years.

Reinsurance rates already are drifting down
under competitive pressure in a market where the
supply of reinsurance exceeds demand.

This is the overall assessment of the state of the
reinsurance market gleaned from discussions at

attracted 2,200 registrants from 80 countries, 200
more registrants than last year.

1989 will be flat—a lot like 1988,” predicted
Ward Gordon, chairman of Intere Intermediaries
Inc. in New York.

Many reinsurance companies expect worse: re-
duced premium volume.

Reinsurers are concerned about continuing rate
competition among primary insurers and the fact
that primary insurance companies are buying less
reinsurance.

Primary property/casualty insurance rates, al-
though dramatically lower than in 1985 and 1986,
currently contain a margin of profit, reinsurers
say.

But rate reductions, pegged in the coming year
at an average of 10% to 20%, could change that.

“If the primary market goes sour, so does rein-
surance,” said Theodor Dielmann, executive vp of
Hannover Reinsurance Co. and Eisen & Stahl Re-

Photo: Kathryn J, MclIntyre

the 32nd Rendez-Vous de Septembre in Monte
The rebuilt Cafe de Paris was a popular Rendez-Vous meeting place.

Carlo, Monaco, the largest annual meeting of the

insurance Co. in Hannover, West Germany.
Continued on page 61
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Update

Gilbert blasts Mexican resorts

Continued from previous page
coverage for energy risks expected that the storm would spare most
oil rigs in the Gulf of Mexico.

Luxury hotels in touristy Cancun were heavily damaged, and
many homes on nearby Cozumel island have been destroyed, ac-
cording to reports. Brokers estimated that the storm caused billions
of dollars in damage to the Mexican resort area and Jamaica,
which the storm hit earlier in the week. However, they did not
know last week how much of the damage was insured.

The storm—packing winds gusting up to as high as 200 mph—
missed hitting the Caymans directly and left its business center in
George Town virtually unscathed, said captive managers. No ca-
sualties were reported from Grand Cayman, but the storm felled
some trees and caused severe flooding on parts of the island.

“The business center was spared,’” said a spokesman for New
York-based Marsh & McLennan Inc., the parent of captive manager
Marsh & McLennan (Cayman Islands) Ltd.

Cayman captive managers already were returning to their offices
late last week, said Ian Kilpatrick, managing director of Johnson &
Higgins (Cayman) Ltd.

Fred C. Burns, managing partner of Houston-based broker John
L. Wortham & Sons, said he expected the storm would spare oil rigs
in the gulf. “I doubt there will be much damage unless it turns more
northerly,” he said Friday. “I don't think there are that many rigs
in the southern part of the gulf.”

There are 26 rigs in the gulf, said a spokesman for the Interna-
tional Assn. of Drilling Contractors in Houston. He could not es-
tablish a value for the rigs, but said the cost of new rigs range from
$2 million to $100 million.

Insurers had sent about 1,000 adjusters to the Texas’ gulf coast
by Friday, according to Steve Hacker, executive vp of the Profes-
sional Insurance Agents of Texas.

The Texas Catastrophe Property Insurance Assn. sent 150 adjust-
ers to the coast. The pool, which is supported by Texas insurers, has
written about $400 million in windstorm coverage for commercial
and personal property in four counties expected to be hit by the
storm, Mr. Hacker said. “That will probably be the lion’s share of
the insured values because companies don’t usually voluntarily
write that coverage in those areas.”

GTE insured for satellite launch

STAMFORD, Conn.—GTE Corp. has $60 million in first-doliar
satellite launch insurance for the loss of its GSTAR III communica-
tions satellite, which failed to reach proper orbit this month.

If the satellite is a total loss, it could halt the recent slight slide in
satellite launch rates, according to two London brokers.

About 15% to 20% of GTE’s insurance is placed in London, some
is placed in continental Europe and a ‘‘substantial part in the
U.S.,” said W.L. Hyland, GTE's vp-insurance.

The brokers on the risk include Marsh & McLennan Cos. Inc. and
London subsidiary C.T. Bowring & Co. Ltd., which would not com-
ment about details of the coverage. It is not sure yet whether the
satellite will be a total loss, according to Bowring.

Satellite launch insurance rates now are about 20% to 23%
of insured value and are falling gradually as some underwriters
re-enter the market after huge losses earlier this decade, brokers
say.

U.S. court takes coverage case

PITTSBURGH—The U.S. District Court for the Western District
of Pennsylvania has agreed to hear the entire Westinghouse Elec-
tric Corp. hazardous waste insurance coverage litigation.

Westinghouse is suing more than 140 of its comprehensive gen-
eral liability insurers to cover the cleanup of 80 hazardous waste
sites nationwide as well as thousands of personal injury claims.

The court ruled it had jurisdiction in the case through the For-
eign Sovereign Immunities Act, which gives federal courts au-
thority over all disputes involving foreign nations. One of Wes-
tinghouse’s high-level excess insurers, Insurance Corp. of Ireland
Ltd., is 51% owned by the Republic of Ireland.

Westinghouse urged the court to dismiss the case because ICI
wrote less than 2% of a very high layer of Westinghouse's coverage.
ICI’s maximum liability is only 0.55% of the total risk.

The court conceded that “this is truly a case of the ‘cart pulling
the horse’ into federal court.”

Westinghouse argued that a state court in New Jersey has already
agreed to hear the portion of the case involving New Jersey
sites (BI, April 4, March 28).

It remains unclear whether the Westinghouse litigation will be
heard on a site-by-site basis or in one forum until appeals of vari-
ous rulings are complete. It is possible several courts will hear
duplicate litigation and issue conflicting rulings.

Mentor creditors voice dismay

HAMILTON, Bermuda—A resolution expressing ‘‘a lack of confi-
dence” in a report by Mentor Insurance Ltd.’s liquidators failed
last week, despite the backing of creditors holding most of the debt
represented at the general creditors meeting.

Although some 20 creditors owed a total of $89.4 million from
Bermuda-based Mentor supported the resolution, 54 creditors owed
a total of $9.9 million opposed it. Meanwhile, 21 creditors owed a
total of $3.4 million abstained. Passage of the resolution required
both approval by a majority of all creditors voting and approval by
creditors owed a majority of Mentor's total debt.

Mentor parent Ocean Drilling & Exploration Co. and five U.S.
banks, representing $85.5 million of debt, voted for the resolution.
said Gareth Hughes, a partner of the Arthur Young & Co. account-
ing firm, which is handling the liquidation.

Mentor’s liquidators are suing ODECO for $700 million.

Continued on page 85

Suits against Searle may rise
following $8.75 million award

By MARK A. HOFMANN

ST. PAUL, Minn.—G.D. Searle & Co. will be hit with
more product liability suits after a Minnesota jury
awarded $8.75 million in damages to a woman alleg-
edly injured by Searle’s CU-7 intrauterine device,
plaintiffs’ attorneys say.

But Searle and a product liability expert say several
factors will limit the impact of the verdict. And, they
add that Searle will not be forced to pay the massive
amounts that forced fellow IUD maker A.H. Robins Co.
into bankruptcy.

Those factors include:

® Minnesota courts rule in favor of plaintiffs more
often than courts in some states.

® Statutes of limitations in other states would pre-
vent many potential claimants from filing suit.

Meanwhile, St. Lcuis-based Monsanto Corp.,
Searle’s parent company, says a ruling by the judge in
the Minnesota case that another CU-7 claimant can
sue Monsanto as well as Searle for damages applies
only to cases heard in Minnesota.

A Monsanto spokesman said that even if Monsanto is
found liable for CU-7 damages, its liability would be
limited to the value of its investment in Searle, which
was listed in its 1987 annual report as $1.48 billion,
Monsanto bought Skokie, Ill.-based Searle in Octo-
ber 1985, a few months before Searle stopped selling
the CU-7 in the United States.

The Monsanto spokesman said Searle has adequate
liability insurance and reserves to cover CU-T claims.
However, “We don’t give out information about insur-
ance or reserves,” he said.

In the first two full days of trading on the New York
Stock Exchange following the Sept. ¢ verdict and rul-

Bl will list
reinsurance
brokerages

ing, the value of Monsanto stock dropped to $74.63
per share from $85.75. However, the stock gained $1.75
per share to close at $76.38 on Sept. 14.

“We believe we're adequately reserved” to cover
claims, a Searle spokeswoman said. She explained
that the company established a reserve several years
ago to cover CU-T claims.

“The motivating factor was a lack of product liabil-
ity insurance of any kind,” she said. However, she re-
fused to disclose the size of the reserve,

Searle had purchased product liability insurance for
the CU-7 from its introduction in 1974 until the begin-
ning of 1986, when it no longer could find coverage
(BI, Feb. 15; Feb. 10, 1986). Searle has consistently
refused to comment further on its insurance.

However, the pharmaceutical company “will abso-
lutely appeal” the verdict, the spokeswoman said,
without specifying the grounds on which the appeal
would be based.

In the Minnesota case, Esther Kociemba of Elk
River, Minn., charged that a CU-7 caused a pelvic in-
flammation that led to sterility.

For the first time in any IUD-related lawsuit against
Searle, hundreds of thousands of pages of internal doc-
uments were introduced as evidence, causing many ob-
servers to label the Minnesota litigation a ‘‘test case.”

After 10 days of deliberation, the five-woman,
three-man jury found Searle liable for misrepresenting
the IUD and failing to adequately test it.

The jury awarded Ms. Kociemba $750,000 for pain
and suffering, $1 million for emotional distress and
$7 million in punitive damages. Judge Renner later re-
duced the emotional distress award to $400,000.

Although this was not the first IUD-related case

Continued on page 12

More banks seek
role in GIC market

By JUDY GREENWALD

_Business Insurance will publish
its annual directory of reinsurance
_intermediaries in the Oct. 31 issue,
which will include a spotlight re-
port focusing on reinsurance
topics. ; o :

The directory includes both U.S.
and Bermuda-based reinsurance
intermediaries and is a resource
subseribers can refer to throughout
the year.

There is no charge to be included
in the directory; however, com-
panies that wish to be listed must
fill out and return a questionnaire
provided by Business Insurance.

Ii you have not yet received a
questionnaire, please request one
by calling Marilou Jones at 312-
649-5279.

The deadline for returrijng com-
pleted questionnaires to Business

NEW YORK—Banks could play as large a role in the guaranteed,
investment contract market in four or five years as insurance com-
panies do today, one expert says.

Banks’ role in marketing GICs will increase partly because insur-
ers may not be able to keep pace with the increasing demand for the
contracts, predicts Michael Boyen, a consultant with The Wyatt Co.

For example, a recent study by A. Foster Higgins & Co. of insurers
that offer GICs found demand for the product is growing faster than
supply.

However, while banks’ participation in the GIC market is a posi-
tive development, they may have some hard lessons to learn about
the GIC business, warns another consultant.

Mr. Boyen, who heads Wyatt's Portland, Ore., office, spoke on the
growing importance of bank investment contracts, the banking in-
dustry’s equivalent of GICs, at a briefing co-sponsored by Wyatt and
Manufacturers Hanover Trust Co.

Guaranteed investment contracts are contracts that guarantee
investors a specific rate of return on their invested capital over the
life of the contract. They account for the bulk of funds invested in
defined contribution plans. )

The insurance company takes all the credit and interest rate risks
on the investment portfolio, though it can also profit if invest-

Insurance is Oct. 3.

ment returns exceed the guaranteed rate of return (BI, May 30).

Continued on page 77
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IRIS statistics’
value is limited,
observers say

By MEG FLETCHER

KANSAS CITY, Mo.—The statistical analysis of insurer fi-
nances released by the National Assn. of Insurance Commis-
sioners will not readily identify troubled companies, observ-
ers say.

However, the information—voluntarily released for the
first time last week—may help policyholders assess some in-
surers’ financial strength.

“These ratios will assist a conscientious buyer in attempt-
ing to determine the strength of any particular insurance
company,” said Phillip Schwartz, vp-financial reporting and
associate general counsel of the American Insurance Assn.

“They will be helpful; they will not be foolproof,” Mr.
Schwartz said. “A company in financial difficulty will not
necessarily be revealed by these ratios.”

And, “‘certain corrective actions taken by insurers may
cause an ‘unusual’ ratio result, even though the insurer is not
in financial difficulty,” the NAIC says.

The NAIC last week voluntarily made available to the pub-
lic a 222-page report containing financial ratios for prop-
erty/casualty and life/health insurers analyzed under the
NAIC’s Insurance Regulatory Information System.

The 1987 information used by the NAIC to develop the IRIS
ratios were provided in separate mandatory filings by about
5,000 insurers—nearly all that operate in the United States
on any basis.

“We think that this IRIS data may be useful consumer in-
formation,” said John Washburn, NAIC president and Illinois
director of insurance. “However, it should not be used as the
only measure of an insurance company's financial health.
Combined with other data, the IRIS information will allow
consumers to view insurance companies from a new vantage
point.”

The usefulness of the data is questionable because of the
limited comparative information the NAIC provides in its
report, observers say.

The NAIC report divides insurance companies into four
categories: individual property/casualty companies, prop-
erty/casualty insurer groups, individual life/health com-
panies and insurers owned by fraternal organizations.
~~The report contains 11 ratios for property/casualty insurers
and 12 for life/health insurers.

Also included is an extensive explanation of how the ratios
are calculated.

Missing from the report, however, is an analysis of the
ratios by NAIC's financial examiners that previously resulted

. in companies being categorized in the NAIC's reports to state
insurance departments as requiring “immediate regulatory
attention,” “targeted regulatory attention” or “‘no regulatory

. attention.”

Those classifications were changed earlier this summer to
four numerical classifications (BI, June 27).

' The only analytical tool offered in the new report is two
sets of industry means and medians for each insurer cate-
gory.

The mean “is equal to the sum of the individual company
ratio values divided by the number of companies.” The me-
dian value “represents the midpoint of the distribution of
individual ratio results or a value such that about half of the
companies have a ratio result below that number and about
half have a results greater than that number,” the reports ex-
plains.

However, the usefulness of those basic statistical calcula-
tions is limited because the NAIC did not identify what it
considers acceptable ratios. And, previously released infor-
mation about ranges of acceptable ratios may no longer be
accurate, according to an NAIC spokesman.

In addition, the NAIC points out that some ratios for some
insurers cannot be calculated and that the means and me-

Continued on page 86

Employee honesty tests
move to new frontiers

By LAUREN SINAI

Employers whose success hinges on workers who believe
that honesty is the best policy still have an arsenal of
methods to test employee fidelity, despite a new law ban-
ning polygraph tests for most employees.

Among the options remaining for employers are profes-
sional reference and background checks, pencil-and-
paper psychological tests, structured interviews and even
handwriting analysis.

In addition, “structured integrity” interviewing may
become more popular among employers following a U.S.
Supreme Court court ruling that plaintiffs can use dispar-
ate impact analysis—which examines employment prac-
tices that are unintentionally discriminatory—as a basis
for discrimination lawsuits (see story, page 16).

Experts agree that employers that test employees for
honesty should use a combination of tests to develop a

sense of an employee’s productivity.

“Companies should see the Employee Polygraph Protec-
tion Act as a blessing in disguise,” said Jack Jones, vp of
research and development for London House Inc., a test
design, developing and marketing company in Park Ridge,
1.

“The bottom line is that it will call for the use of more
objective screening tools, such as psychological testing.
And it is quite easy to shift to these objective systems.”

However, labor law experts and others are leery of how
effective results of these tests actually are (see story, page
19).

Use of the polygraph, or lie detector, by most employers
will be banned beginning Dec. 27.

The Employee Polygraph Protection Act, signed by
President Reagan earlier this summer, forbids many em-
ployers from requiring potential or current employees to

Continued on page 14

Court to rule on air crash damages

By MICHAEL BRADFORD

DENVER—Continental Airlines and
parent Texas Air Corp. may face in-
creased punitive damage awards from
claims stemming from the November
1987 crash of a Continental jetliner in
Denver if a judge rules Texas law
should apply.

While plaintiffs’ attorneys argue in
court filings that Texas law should
apply to the claims because that state is
the domicile of Houston-based Texas
Air, lawyers for the defendants claim
Colorado law is applicable because the
state was the site of the accident.

Under a Colorado tort reform law
passed in 1986, punitive damages are
limited to the amount of compensatory
damages awarded. Texas law allows

punitive damages up to four times the
amount of the compensatory award or
$200,000, whichever is greater.

“It would severely limit damages”
awarded to plaintiffs if the suits are
decided under Colorado law, remarked
Richard Schaden, a plaintiffs’ attorney
with the Denver firm of Schaden, Held-
man & Lampert.

U.S. District Court Judge Sherman G.
Finesilver has set a Dec. 5 trial date for
a case considered representative of the
crash-related lawsuits remaining
against Continental and Texas Air, but
he first must decide which state's laws
will apply in that trial.

In a pretrial conference earlier this
month, the judge ordered attorneys for
both sides to present on Oct. 18 their
arguments regarding which state’s laws

are more applicable in determining lia-
bility and punitive damages relating to
the crash.

An Idaho-bound Continental DC-9
jetliner, with 77 passengers and five
crew members aboard, crashed on take-
off at Denver’s Stapleton International
Airport during a snowstorm, killing 28
and injuring 54 (BI, Nov. 23, 1987).

Mr. Schaden said about 18 lawsuits
are pending in the case.

“About half of those are relatively
minor injuries,” he said, speculating
that the defendants may attempt to set-
tle those cases before they actually go
to trial.

“A number of cases have already been
settled,” said plaintiffs’ attorney Don-
ald W. Madole of the Washington, D.C.,

Continued on page 78

Public entity risk management blossoms

Public entity risk managers' responsibilities

By ALISON KITTRELL
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the fact that governments are at risk,” she says.

WASHINGTON—Fueled by rising insurance costs
and increasing liability exposures, the risk manage-
ment profession has rocketed to a prominent place in
state and local governments, according to a recent sur-

“In the past decade, risk management has been one
of the high-growth fields in state and local government
administration,”” says “Public Risk Management: State
of the Profession 1987-88," a study by the Washing-

Natalie Wasserman, executive director of PRIMA,
says two major factors have contributed to the growth

“If you look back over the past 10 years. . .public
agencies have become much more aware of their expo-
sures,” especially their exposure to lawsuits, Ms. Was-
serman says. “There is a much greater realization of

Secondly, “Risk management in public agencies in

the last four years has probably seen accelerated
growth because of the hard market” of the mid-1980s.
As commercial property/casualty insurance became
less affordable and available, public entities began to
realize the need for professionals to handle the search
for alternatives.

And indeed, the survey of 426 public entities nation-
wide reveals that formal risk management depart-
ments and procedures are much more common among
government entities now than several years ago.

Almost two-thirds—66%—of the respondents said
their entity currently has at least one full-time risk
management position. A 1985 PRIMA study showed
that only 53% of public entities had a full-time risk
management position. And, a 1981 survey by the Inter-
national City Management Assn. identified only 23.5%
of the respondents as full-time risk managers.

The fact that risk management is relatively new to
public entities means that many of those risk managers
are fairly new to the profession (see story, page 26).

Continued on page 25
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Retiree

By DEBORAH SHALOWITZ

WASHINGTON—Employers are
wernirg Congress that they may be
forz2€ te cut back on retiree health
benef:is if tax incentives to pre-
fund retiree health care costs are
not grented

Two new estimates releasad last
wea2x bafore the House Ways and
Means Oversight Subcommittee
place emplayers’ liability for un-
fu-dez retiree health care commit-
ments 2t between $221 billion and
$227 billion.

4nc, the governing organization
thzt sets accounting rules for bu-
sinesses said a proposal it will re-
lease this fall will require almost
al. U.S. businesses to recognize
this urfunded liability on their
bz ance skeets beginning in 1992

health plan tax breaks sought

When the FASB rule takes effect, ‘many employers
will be under tremendous pressure to reduce their
liabilities by reducing or eliminating the retiree
. benefits they now offer,” says Mark Ugoretz of the
ERISA Industry Committee in Washington.

(s=e story. page 32).

M=anwhile, Rep. Rod Ckzndler,
R-Wash., introduced a bill Thurs-
day that would respond—z1 least
in part—to 2mployers’ concerns

The Finaneial Accounting Stan-
dards Board expects to issuz a
final standard “as early in “99C as
possible,” according to James J.
Laisenring, vice chairman

The FAS3 rule will not recuire

employers to list on their balance
sheets liabilities for retiree health
care that current workers have not
earrned yet.

However, business representa-
tivas told the House subcommittee
that the FASB rule may prompt
some companies to cut back on re-
tiree health care programs unless
Congress passes tax incentives to
prefund retiree health care.

When the FASB rule takes effect,
“many employers will be under
tremendous pressure to reduce
their liabilities by reducing or eli-
minating the retiree benefits they
now offer,” said Mark Ugoretz, ex-
ecutive director of the ERISA In-
dustry Committee in Washington.

He suggested -hat ‘“‘companies
might not offer the benefit to new
hires, they may terminate or sub-
stantially restrict the benefits for
active employees, or they may in-
stall substantial cost-sharing and
copays for active and retired em-
oloyees.”

“If employers are to respond to
vost-employment health care
needs, including the mounting
concern over long-term care, em-
ployers will need—and frankly de-
serve—deductibility for prefund-

' EMPLOYEE BENEFITS BULLETIN:
GROUP LONG TERM CARE FROM CNA COMPLETES YOUR BENEFITS PACKAGE

Give your employees

the benefits

they want today and
will need tomorrow.

CNA provides the essential combination of

You can complete your employee benefits
package without increasing your budget. Now
you can offer Group Long Term Care coverage
paid in full by your employees...at low group
rates. And CNA helps make administration easy.

Group Long Term Care from CNA can ease
the financial burden of expensive nursing
home or in-home care. These valuable benefits
for your employees can also be provided for
their spouses and parents. And the convenience
and flexibility of group insurance allows you
to tailor a program tc meet your employees’

specific needs.

expertise and financial strength. We are one of
the pioneers in the long term care industry
with over 20 years of experience. And we hold
the industry’s highest financial rating, an A+,
from A. M. Best. So you can be sure that we
can meet your employees’ needs-today and

tomorrow.

For more information on how Group Long
Term Care from the CNA Insurance Companies
can complete your benefits package without
increasing your benefits budget, call Lynn Clark

at 312-822-6602.

For All the Commitments You Make*

Crour Benefits frcrm CNA: Life & Fealth « AD & D » Vision » Dental « LTD « Flexible Benefits Programs » Pensions = Long Term Care
Coverage is underaritten by Continental Casualty Company, one of the CNA Insurance Companies/CNA Plaza/Chicago, IL 60685

ing these obligations,’” said
Edward J. Davey, a principal in the
New York office of A. Foster Hig-
gins & Co. Inc., in testimony before
the House panel as a representative
for the Assn. of Private Pension &
Welfare Plans.

“In the absence of these tax code
revisions and faced with the finan-
cial implications of the FASB re-
quirements, employers will have
little choice but to limit their
promises to future retirees to the
extent the law or contractual obli-
gations permit,” Mr. Davey said.

Lawrence A. Cavanaugh, direc-
tor of employee benefits for United
Technologies Corp. in Hartford,
Conn., representing the National
Assn. of Manufacturers, noted that
many employers are considering
alternatives to reduce ‘‘the bur-
geoning liability associated with
retiree health plans.”

Although employers are using
cost management techniques to
save money, ‘‘more common is the
growing tendency of employers to
cut back on retiree benefits—to the
extent the courts will allow—or to
increase the cost to retirees of re-
ceiving these benefits,"” Mr. Cavan-
augh said.

“Less common, but of equal con-
cern, are employer decisions not to
offer retiree health benefits of any
kind,” he added. And “‘given the
lack of fiscal or legislative incen-
tives, more employers are likely to
consider this option in the future.”

The U.S. General Accounting
Office, the research unit of Con-
gress, estimates that corporations’
unfunded retiree health care liabil-
ity is about $221 billion, including
$93 billion for current retirees’
health care costs and $128 billion
for retiree health care current
workers already are entitled to
when they retire.

Corporate America's liability for
current workers’ unaccrued retiree
health care benefits could be an
additional $181 billion, according
to Lawrence H. Thompson, assis-
tant comptroller general for the
GAO.

The Employee Benefit Research
Institute, a Washington-based em-
ployee benefits think tank, esti-
mated that employers’ liability for
unfunded retiree health care com-
mitments is about $247 billion, in-
cluding $98 billion for current re-
tirees’ health care costs and $149
billion for current workers’ retiree
health care.

However, if anticipated savings
from2the recent expansion of Medi-
care to cover the costs of cata-
strophic illness are included in the
estimate, employers’ liability for
unfunded retiree health care com-
mitments would be reduced to $169
billion, according to EBRI.

Deborah Chollet, a senior re-
searcher at EBRI, told the subcom-
mittee that as the new Medicare
coverage is phased in, it could re-
duce employers’ costs by 10% in
1990, 40% in 1991, 45% in 1992 and
50% in subsequent years. The sav-
ings are due primarily to Medi-
care’s expansion to cover some of
the costs of prescription drugs, Ms.
Chollet said.

Under Rep. Chandler’s bill, em-
ployers with defined benefit or de-
fined contribution pension plans
could make tax-deductible contri-
butions toward future retiree
health care or long-term care
costs.

In addition, the proposal would
allow employers to transfer excess
assets from overfunded pension
plans into a fund to finance retiree
health care costs or long-term care
coverage costs (BI, Aug. 8).

However, the proposal would bar
companies from recovering excess
assets when they terminate over-
funded defined benefit pension
plans. il



If ypur insurer isnt doing bnough to help
reduce risks, better sit down and read this.

“I remember seeing a Wausau film on workers compensation. It was an extremely dramatic presentation
of their abilities. I'll never forget it” says Fred Barth, President of Indiana-based Jasper Chair Company.
“At the time, I couldn’t believe one insurer provided that much help in loss control.
“Now we look to Wausau for guidance and suggestions throughout our operation. And we've gone along with
just about everything they've recommended — because their ideas have been good ones;’ concludes Mr. Barth.
Companies come to Wausau because we combine outstanding ;
service with a working knowledge of business.
If your insurer isn't supplying this kind of service, it’s time you
sat down and spoke with Wausau.

Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 Telephone (715) 845-5211 A Member of the Nationwidé Group
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Aetna sponsors day-care referral service

By GLENN HUNTLEY

Aetna Life & Casuelty Co. of
Hartford, Conn., is offering a pro-
gram that allows its 20,009 em-
ployees nationwide to more easily
find day care for their children and
support services for eldarly cepen-
dents.

The referral service, accessible
by a toll-free telephone call, is
available to all full- aad par:-time
employees and their spcuses.

The service is provided at ro cost
to employees, but Aetra is paying a
“substantial” amount t> a referral
agency to make it availeble, £ com-
pany spokesman said. *‘We think
it's (money) very well-spent.’

According to a spokesman for
the referral agency, Ae:na pays an
annual fee based on tas size of its
employee populat.on.

I Benefit beat |

Referrals are made by
Work/Family Directions Inc. and
Work/Family Elder Directions
Inc., consulting firms based in Wa-
tertown, Mass., that have connec-
tions with 200 community-based
organizations familiar with pro-
viders across the country.

The program is part of Aetna’s
effort to accommodate a workforce
that includes an increasing number
of working parents and employees
that are responsible for dependent
elderly relatives’ care.

“Many Aetna employees are con-
cerned about finding quality care
for both their children and their
elderly parents,”” said Richard
McAloon, vp of human resources.

The spokesman said Aetna was
not “just being good guys’ by of-
fering the service. “Thzre are
sound business r2asons to do this.”

In addition- tc referrals to pro-
viders, the servic2 provides con-
sume:= education and zelephone
consultations with trained special-
ists in each locality.

Work/Family Directions offers
referrals for child care within the
community where a particular em-
ployee lives, and Work,/Family
Elder Directions can prov.de in-
formation about elder care services
availeble wherever the dependent
relative lives, th= spokesman said.

The spokesman also said the pro-
gram will seek =xpansica c¢f child

care and elcer care services in
cities wher= sheortages exist.

Medical cost shifting

About 14,000 union employees of
Pittsburgh-based Westinghouse
Electric Corp. would pay part of
their health care costs for the first
time under a new three-year con-
tract currently being considered by
members of sevaral unions.

The nat:onal contract was
reached during bargaining be-
tween Westinghouse and union
representatives late last month,
but local unicas will continue to
vote on its razification through late
September, a union spokesman
said.

Prior to the tentative contract
agreement. Westinghouse paid all
costs for major medical and hospi-
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THE STABILITY OF MET RE IS MONUMENTAL.

Welhave theisurplus andithe
firancial strength that.canistand

the test.of time! You canrely.on the
experienceof our Treaty and/Facul-
tative teams to handle your under-
writing needs. AndlMet Reis affiliated
withiMetropolitan Life, soyou know.

1988 Metropolitan Reinsurance Company, New York New York

‘were builtionaisolid foundation::
Our guality remsurance keeps us
heads'above the competition.

GET MET. ITPAYS.

Metropolitan Life
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METROPOLITAN REINSURANCE COMPANY

SNOOPY: ® 1858 United Feature Syndicate, Inc.

talization insurance for its unior
employees. But, under the new
agreement, workers would contrib-
ute to hospitalization costs on 2
sliding scale that reflects their pay
a Westinghouse spokesman said.

For example, an employee whe
makes between $15,000 and
$30,000 annually would pay up tc
$50 per day for inpatient care for
the employee and up to $150 a day
for dependent care, he said.

In addition, union employees
will contribute 0.5% of their base
pay toward health insurance pre-
miums, up to a maximum of $500
annually.

Because the contributions are
tied to the workers’ salaries, the
plan is likely to be “more palat-
able’ to most employees, the
spokesman said.

In addition to the copayments,
an annual deductible for major
medical coverage also would be
implemented, the spokesman said.
The deductible would be $125 per
employee and $300 for families.

Officials declined to discuss any
other specifics of the pending con-
tract agreement.

Under the new contract, Wes-
tinghouse employee's major medi-
cal coverage would continue to be
underwritten by The Equitable
Life Assurance Society of the
United States in New York. Hospi-
talization coverage would still be
written by Blue Cross of Western
Pennsylvania, the spokesman said.

Westinghouse spends about $280
million annually for its 80,000
union and non-union employees’
health care coverage. However,
company officials would not say
how much it spent for coverage for
the union members included under
the new contract.

Unions that would be covered by
the contract are the Federation of
Westinghouse Independent Sala-
ried Unions; the International
Union of Electroniec, Electrical,
Salaried, Machine & Furniture
Workers; the United Electrical,
Radio & Machine Workers of
American; and the International
Brotherhood of Electrical Workers.

Workplace rights

Transamerica Life Cos. has be-
come the second Los Angeles-area
employer to adopt the workplace
“bill of rights” for AIDS-afflicted
employees.

The Times Mirror Co., publisher
of the Los Angeles Times, was the
first Los Angeles-area company to
endorse the rights statement ori-
ginated by the Citizens Commis-
sion on AIDS in New York.

The policy guidelines, ‘“‘Respond-
ing to AIDS: Principles for the
Workplace,” state that AIDS can-
not be transmitted through ordi-
nary workplace contact and call
for clearly stated non-discrimina-
tion policies toward employees in-
fected by the AIDS virus.

Transamerica's adoption of the
Citizens Commission on AIDS
principles was a follow-up to the
insurer's previous policy, accord-
ing to a spokesman for the insurer.
In 1985, Transamerica was among
the first employers in the United
States to adopt a non-discrimina-
tion workplace policy toward
AIDS patients.

The Los Angeles-based life in-
surer also is encouraging other
California employers to adopt the
AIDS principles, the spokesman
said.

So far, most of the 50 businesses,
unions, government and non-profit
groups that have adopted the
workplace principles are located in
New York and New Jersey, he said.

®
Made any benefit changes? Write
Glenn Huntley, Business Insur-
ance, 6404 Wilshire Blvd., Los An-
geles, Calif. 90048; 213-651-3710.
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Why”your clients

Home knows all there is to know about insuring fine arts,
fine jewelry, fine collectibles—like the precious Fabergé egg
pictured above. That’s why, when they need coverage for upscale
clients, more and more agents are calling Home.

Many companies provide floater coverage—but only for
items that aren'’t too valuable or unusual. At Home, we welcome
the most extraordinary items. And have the capacity and

know-how to write them.

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

nest egg is Safer at Home.

Along with our underwriting expertise, Home also offers
more flexibility of handling. So you can provide your clients
with scheduled or blanket coverage on a “valued at” basis,
customized to fit their specific needs.

When your clients’ most valuable possessions are safe at
Home, they know peace of mind. And so do you. For more
information, call Bruce Slaughter, Executive Vice President,
Personal Lines, (312) 559-9656.

Home Insurance

There’s no place like it.
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Opinions

CGL debate is necessary

E’'RE PLEASED that risk managers and state

insurance regulators want to review—and
possibly modify—the Insurance Services Office
Inc.’s proposed modifications to its commercial
general liability policy forms, especially in light of
the bitter, year-long debate over implementation of
the 1986 CGL forms.

The initial actions of the three major players in
the controversy—ISO, the Risk & Insurance Man-
agement Society Inc. and state regulators—have
been sensible.

Although we do not agree with changes that will
narrow coverage and increase corporate insurance
costs, ISO should be allowed to modify its policy
forms if drafting glitches exist. Insurance coverage
litigation over the past decade has made it pain-
fully clear that policy forms can be interpreted
many different ways. It’s far better to work out
ambiguities now than to leave it to the courts to do
later.

However, we congratulate RIMS for speaking
out loud and clear against what it perceives to be
an attempt by ISO to unbundle coverage offered
under the basic CGL policy, which would increase
companies’ insurance costs. Insurance consumers

—like all consumers—deserve a forceful advocate.

Finally, we applaud Arkansas Insurance Com-
missioner Robert M. Eubanks III, chairman of the
National Assn. of Insurance Commissioners’ Com-
mercial Lines Committee, who is asking regulators
in states in which ISO policy form filings can be
approved automatically to suspend those policies
while the NAIC studies the ISO proposals and is
promising that the NAIC will take a close look at
the modifications.

Since formation of a broad-based working group
is essential to discuss ISQO’s proposals, we also
heartily endorse RIMS’ suggestion that a public
forum on the proposals be held at the December
NAIC meeting.

Although Mr. Eubanks and ISO question the
value of such a forum, we believe such a gathering
would, in fact, be invaluable by allowing risk man-
agers—those who must live with whatever changes
finally are negotiated—to assess each side’s argu-
ments for themselves.

In fact, ISO—which is a defendant in antitrust

lawsuits that allege a conspiracy to force adoption

.of pelicy form changes—should welcome a chance

to explain its motives in an open arena.

Wanted: Retiree health policy

IGH ON THE congressional agenda next year
should be the development of a national re-
tiree health policy.

The Financial Accounting Standards Board is
expected to propose next month that employers
recognize retiree health care obligations on their
balance sheets, which could put a big dent in cor-
porate net worth.

In addition, FASB is likely to propose that the
cost of retiree health care liabilities be accrued as
an annual expense over the working lives of co-
vered employees. This annual charge could drasti-
cally reduce the net incomes of major companies,
the Employee Benefit Research Institute reported
last year (BI, Nov. 23, 1987).

At the same time, employers have been buffeted
by conflicting court decisions over whether they
can require retirees to pick up a greater share of
health care costs. As a result, employers have little
guidance on how they can and cannot revamp re-
tiree health care programs.

And, while the accounting profession and the
courts exert their pressures, employers’ obligations
to retiree health care programs only will increase
as the workforce ages.

With all those pressures building, it is high time
Congress does something.

For example, if employers are forced to recognize
retiree health care obligations as balance sheet lia-
bilities, it seems only fair that employers should be
given tax-effective ways to pre-fund those liabili-
ties,

This could be done if Congress were, for exam-
ple, to allow the creation of special trusts in which
contributed assets could accumulate tax-free in-
terest. To prevent any potential for abuse, the trust
assets would have to be used only to pay retiree
health care benefits.

Congressional guidance on what is and what is
not permissible when amending a retiree health
care plan also is needed. Conflicting court deci-
sions, which are inevitable in the absence of fed-
eral rules, serve only to confuse the matter.

It is the role of legislators, not the courts, to es-
tablish rules on when a retiree’s health care bene-
fits become vested and inviolable.

No doubt there are some employers that would
prefer that there be no federal vesting rules gov-
erning retiree health care benefits. But a pragmatic
majority undoubtedly will recognize that vesting
standards, aside from providing a measure of cer-
tainty, will be a needed trade-off to win congres-
sional approval of tax incer.tives to prefund retiree
health care plans’ mounting liabilities.

Business
Insurance.

Reporting weekly for corporate risk,
employee benefit and financial executives

Publisher: Alfred Malecki (New York)

‘Bashing’ insurers appears a lucrative occupation

To the editor: Over the past several
months Business Insurance has given a
great deal of exposure to the “Insurance
Industry Bashers,” namely: J. Robert
Hunter and William Shernoff.

I probably could side with Mr. Hunter
if he would straighten out a few things
that puzzle me. It might be interesting

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

. We reserve the right to edit letters
for clarity or space. We will not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush "
§t.. Chicago, I, 60611.

and important if he would divulge federal
income tax statements showing his in-
come prior to assuming the role of the
protector of the public and afterwards.
Mr. Hunter also permits himself to be de-
scribed and aggrandized as the “adviser
to presidents,” implying that he has given
advice to presidents of the United States.
Maybe he can get some living presidents

to testify on his value to the nation.

When and if T ever retire, I may go into
the business of ‘“‘bashing’ those terrible
insurers, for it seems to be a lucrative oc-
cupation. Perhaps Mr. Hunter can give
me pomters on startlng my own ‘‘bash-
ing”’ business.

Hermann Paul Schlander
Palm Desert, Calif.

Photo offends another reader

To the editor: Regarding the cover
photo of a right-to-life billboard in the
Aug. 15 issue, I agree with Doug Palmer’s
letter to the editor (BI. Aug. 29). Your
note of explanation is a weak excuse for
what appears to have been either a bla-
tant attempt to favor one side of a con-

troversial issue or a serious editorial
oversight.

I am sure that there were many other
photographs of the convention site that
could have been used. .
Deborah R. Wities
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You may qualify for

The most comprehensive
construction insurance
and services program
ever built.
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CARMA stands for Contractors of
America Risk Management Associa-

CARMA is available coast-to-
coast exclusively through those

tion and the construction industry
has never seen anything like it. The
construction specialists at Gow &
Hanna custom-designed this innova-
tive insurance and services program
for medium to large contractors
including:

Highway & Heavy Aggregate & Ready Mix
General Contractors  Suppliers

Construction Managers Developers
Trades—all tiers Project Owners

Only CARMA offers the
combination of:

High Limits
Specialized Forms
Competitive Costs Joint Venture Structuring
Surety Coordination Program

Inncvative Coverages

Complete Wrap-Up Package

professional agents and brokers who
specialize in serving contractors. For
more information call Tim Gow,
Tony Mastrolia or Jerry Harley at our
Large and Special Risk Division,
1-800-248-LASR.

GOW & HANNA, INC.

Bright minds focused on results.

100 Maiden Lane/New York, New York 10038
212-504-6510/ Telex: 147087 /Fax: 212-504-6511
New York/Houston/Cleveland / Denver/Buffalo
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We almost lost it in 1906.

San Francisco. One of the world’s golden cities. But for
two days in April 1906, San Francisco seemed lost.
First a series of tremors leveled nearly 500 square
blocks. Then fires swept through the rubble, reducing
it to ash.

The story of the San Francisco earthquake and fire, and
the city’s eventual recovery, is told — at times by
surviving eyewitnesses — in the premiere broadcast of
anew public television series, The American Experience,
which begins Tuesday, October 4 in most cities

and continues for 16 weeks.

This is a story-telling series. It brings you tales of Indian
chiefs, blues singers, demagogues, daring men,

fearless women, artists, rascals, heroes. It’s about
America’s history, but it is not lectures or lessons. Just
rousing stories that remind you of the country’s heritage of
grit, optimism, and resilience.

Be sure to watch The Great San Francisco Earthquake.
Check your local television listings for exact date
and time.

TheAMERICAN
EXPERIENCE

Made possible by Ztna.
For more than 130 years a part of the American experience.
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Searle ruling

Contirued from page 2

Searle has lost, it was the first in
which punitive damages were
awarded.

The Searle spokeswoman said the
company hac won 14 out of 17 previ-
ous trials involving the CU-7 and had
paid a total cf about $300,000 in jury
verdicts, one of which currently is
under appeal.

Many previous cases have been
thrown out without any award to
the plaintiffs. she said.

Currently, there are roughly 500
CU-7 suits pending against Searle,
she said, pradicting that “the pat-
tern of disposition will not change.”

Roger P. Brosnahan, a partner in
the Minneapolis law firm of Robins,
Kaplan, Miller & Ciresi, who repre-

sented the plaintiff, predicted that
there might be “thousands” of plain-
tiffs with legitimate claims agzainst
Searle,

Mr. Brosnakan also said that
Searle now “ought to se= to th= ade-
quate ompensation of the victims
who have meritcrious claims.”

“We hope thet at this time Searle
will stcp treating this as a legal issue
and start treating it as the public
health :ssue that it is,” ha said.

Michael L. Williams, a partner in
the Portland, Ore., law firm of Wil-
liams & Troutwine, which represents
six plaintiffs that have sued Searle
over the CU-7, egreed with Mr. Bros-
nzhan’s view.

“I think it will encourage other
plaintiffs’ lawyers to pursue other
cases more aggrassively,”’ he sa:d, ad-
ding ttat an increase ir the number

of CU-7-related lawsuits will “be one
of the results” of the verdict.

“I thinz it makes it more likely
that cases will go to trial and, more
lizely, that other cases will surface,”
Mr. Williams said.

“I think there will be riany mere
cases. - think it establishes that
there’s a good cause of act:on against
Szarle,” said Roger L. Pardieck, a
partner ir. the Seymour, Ind., firm of
Pardiecx & Gill, which currently has
21 CU-" cases on file and mare than
210 others under review.

Mr. Pardieck said the internal
Ssarle doruments and the testimony
o past ard present Searle employees
gave plaintiffs an advantage they did
not have in earlier trials.

The frial showed Searle did not
“share with the medical community”
informztion that would have made

physicians less likely to fif certain
women with the CU-7, he said.

Marshall S. Shapo, prefessor cf
law at Northwestern Uriversity's
School of Law in Chicago, agreed
that the decision would lead tc more
CU-7 suits.

“The jury apparently found, among
other things, misrepresentation. It
seems to me that that's the type of
finding that will be magretic to
plaintiffs’ attorneys,” he said.

But the Searle spokeswomzn noted
that the Minnesota jury did aot find
Searle negligently designed or man -
factured the device. “The medical
facts about this product simply do

not support allegations bei=g mace

by plaintiffs,” she said.

Victor E. Schwartz, a partner in
the Washington, D.C., law firm of
Crowell & Moring and a specialist
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in product liability law, also disa-
greed with the plaintiffs’ attorneys’
assessment of the decision.

“At this point, I don’t see that this
is going to bring about an avalanche
of successful cases,” he said.

“I think it certainly is going to
bring about additional cases. But I
want to balance that with the old
maxim that one swallow does not a
summer make,” he said.

Mr. Schwartz said that a similar
case must be won “by another at-
torney in another state” before the
floodgates of successful litigation
would open. E

He also pointed out that Minne-
sota courts have a reputation as
being favorable to plaintiffs in prod-
uct liability cases and said that the
lead plaintiff's attorney—Michael
Ciresi of Robins, Kaplan—is a lawyer.
of extraordinary talent, knowledge
and experience.

Another factor that could work to
block an avalanche of suits is the
statute of limitations in many states
for filing product liability suits, said
the Searle spokeswoman.

Although the statutes vary from
state to state, “it has been a good,
strong bona fide defense,” she said.
“We've probably had four or five
cases dismissed as a result of the
statute of limitations during the past
few weeks.”

Mr. Schwartz also said that draw-
ing parallels between Searle and
Richmond, Va.-based A.H. Robins
could be misleading.

Robins, which manufactured the
Dalkon Shield intrauterine device,
was forced to seek protection under
Chapter 11 of the Federal Bank-
ruptcy Act as the result of product
liability litigation filed by thousands
of women allegedly injured by the
IUD. Under the plan, Robins will be
acquired by American Home Prod-
ucts Corp. and Dalkon Shield victims
will receive either a single payment
of $2.375 billion on the plan’s effec-
tive date following the resolution of
appeals to the plan or $2.475 billion
within one year of that date.

“Searle has better defenses than
the maker of the Dalkon shield. The
CU-7 was approved by the Food and
Drug Administration and never or-
dered withdrawn by the FDA," Mr.
Schwartz said.

In a related development, U.S. Dis-
trict Judge Robert G. Renner, in
whose court the $8.75 million ver-
dict against Searle was delivered, last
week ruled that another Minnesota
woman could sue both Searle and
Monsanto for damages in a CU-7
case. But, Judge Renner said that
plaintiff would have to spell out the
instances of alleged fraud against
Monsanto.

The plaintiff, Julie Daher, used the
CU-7 between 1984 and 1987, both
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before and after Monsanto acquired
Searle, according to Mr. Brosnahan,
whose firm also represents Ms.
Daher.

“It’s our position that based on
what Monsanto learned when they
were acquiring Searle, they had an
obligation to warn consumers and
stop the fraudulent advertising of the
CU-7,"” Mr. Brosnahan said,

He noted that the complaint was
being revised to include specific alle-
gations of fraud against Monsanto,

A Monsanto spokesman played
down the importance of Judge Ren-
ner’s ruling, saying that it applied
only to Minnesota. “It's a very nar-
row procedural ruling that says the
court has jurisdiction over Monsanto
in Minnesota law,” he said.

The spokesman said Monsanto has
been named as a defendant in 24
other CU-T suits. He said all of those
suits have been either dismissed by
courts or withdrawn by the plain-
tiffs.

“We don't see any reason to think
this would be any different,” the
spokesman said.

Mr. Schwartz said the combina-
tion of the Kociemba verdict and the
Daher ruling could encourage other
manufacturers of birth control de-
vices to drop their products and dis-
courage other manufacturers from
entering the market. 15
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Polygraphs

Continued from page 3
submit to a lie detector test (BI,
July 4).

The law exempts pharmaceutical
companies; security services; fed-
eral, state or local government
agencies; and private sector firms
under contract to the U.S. Defense
Department or the Energy Depart-
ment in connection with atomic
energy defense activities.

Most experts say many employ-
ers in the past few years have
moved away from polygraph test-
ing. For example, a Bureau of Na-
tional Affairs survey published in
May reported that only 7% of 245
manufacturing, retail, financial
and service organizations that re-
sponded to the survey use the poly-
graph test for pre-employment
screening.

However, many experts point out
that banks, stockbrokers, small re-
tailers, jewelry stores and pest
control companies have relied on
the polygraph to screen pros-
pective employees.

For example, 77.8% of the 130
banks that responded to a nation-
wide Banking Administration In-
stitute survey in spring 1987 used
lie detectors to screen for honest
employees, according to a spokes-
man for the Rolling Meadows, I11.-
based BAI

More than 43% of retail shrink-
age can be attributed to internal
theft, according to a 1987 report by
Arthur Young & Associates, a New
York-based accounting firm.

But, screening experts agree that
employers can combat against
losses by preventing dishonest em-
ployees from slipping through
cracks in hiring procedures.

The best defense. against hiring
dishonest workers lies in a multi-
directional testing approach, many
experts advise. 3

“A business is misinformed if it
bases any hiring decisions solely on
one test, whether it be a psycholog-
ical test or a polygraph,” said
Wayne Camara, testing officer for
the American Psychological Assn.
“An employer should screen the
applicant not just for honesty, but
also for the wider scope of em-
ployee productivity, which would
include honesty."

An employer can begin to curb
company losses through careful
reference checks, a component of
the hiring procedure many employ-
ers overlook, according to Michael
A. Rodman, vp of risk management
consultants J.H. Albert Interna-
tional Insurance Advisors Inc. in
Needham, Mass.

Professional reference checking
—either by companies or trained
in-house personnel—weeds out
dishonest employees and has
turned up fraudulent records, in-
cluding falsified university degrees
and prior jobs and employers, Mr.
Rodman said.

‘“A lot of companies don’t use
professional checking procedures
for sensitive jobs,” he pointed out.
“Some of our clients in such busin-
esses as those dealing in precious
metals go through a minimum
screening procedure.”

‘““‘Reference or background
checking is simple and safe,” said
Robert Duston, a management
labor lawyer with the law firm of
Schmeltzer, Aptaker'& Sheppard
in Washington, D.C.

“This includes verification of
every piece of information on an
applicant’s resume, including col-
lege degrees and previous employ-
ers. If you've got a thief coming
into your company, he’s liable to
lie about something on his re-
sume,"” he said.

Mr. Duston recommends that
employers train in-house personnel
“in the legal limits and know ex-
actly what your legal liabilities
are. And make sure no one crosses
that line. Train personnel not only
in questions they should ask but
also in questions they should not
ask.

“The Ecual Employment Oppor-
tunity Comnm.ission and a large
number of staze agencies have eack.
developed pre-2mployment inquiry
guides that have established con-
servative guidelines on what can or
cannot be asked,” Mr. Duston ex-
plained.

“This is an area thzt is truly di-
verse, depencing upon the state.
and an area full of zaveats,” he
said.

“Generzlly, these guidelines say
that it is permissible to ask abou:
criminal records and that it is not
permissib_e to ask about arrest rec-
ords.

“In terms of criminal records, ar.
employer cannot rely solely on ex-
cluding anyone from a job on the

basis ¢f one crime. Tne iact that 5
prospective employ2e may hzve
one ccnviction for marijuana use
15 years ago does n10. mean he
should not get the jok The em-
ployer must take int> aecoun: the
crime, when it occurrad 2nd its rel-
evance to the job,” Mr. Dustor ad-
vised.

“The best advice ir dealing witk
shis 2xtremely sensitive area is tc
consult a lawyer nd determine
why you want to as< thase cuss-
‘ions and what type of convictior
information you rezallr wart to
know. IZ you are a <or-pany that
operates in many states, obviously
there will be many laws to con-
sult,”

He added that human resource

consu.tants can train personnel in
interview techaiju2s under the
limits contained in Title VII of the
Civil Rights Aet of 1964.

Wher an emoloyer uses a profes-
sional -eference company it puts
tae liasility inio the hands of a
third party, experts point out.

But Robert Fitzpa:rick, a labor
and employee law attorney and
partner with the law firm of Ver-
sieger. & Caskdan ir Washington,
DN.C., 2onterds that reference
checkinz oftea unmasks only su-
perficizl information *‘Anyone out
there in the real wor.d knows that
refererces will oft2n only give
name, rank ard serizl number be-
cause cf defanation concerns,” he
said.

And, many experts cite the ex-
pense of professional reference-
checking services as a barrier for
small businesses. An extensive in-
vestigation can range from $250 to
$1,500 for one check, they say.

But comprehensive reference
checking—as well as pencil and
paper psychological tests—may be
the solution for large financial and
investment companies, many of
which currently rely on the poly-
graph to screen employees and
prospective hirees, according to
some experts.

Psychological pencil and paper
tests measure either an applicant’s
attitudes or behavior tendencies.
The format of the tests typically

Continued on next page
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are multiple choice questions, yes-
and-no questions or a combination
of each type, experts say.

“The first two choices for finan-
cial institutions will be the paper-
and-pencil test and beefing up the
personnel department to be more
thorough in background checks,”
said Kevin Murray, president of
Kevin D. Murray Associates, an in-
formation security consulting com-
pany in Clinton, N.J.

‘‘An organization such as a bank
should create a job analysis and
then develop employee-screening
methods to determine if the appli-
cant has the characteristics to do
the job,” suggested Mr. Camara of
the APA.

Between 10,000 and 20,000 par-
ent companies now use pencil-and-
paper tests, accord:ng to Mr. Jones
of London House.

Psychological tests take less than
an hour to complete, cost an em-
ployer between $6 to $16 to admin-
ister and score per applicant, pro-
vide instant results, are non-dis-
criminatory and are less offensive
to the applicant than the poly-
graph, according to test experts.

“The scores are based on a whole
host of psycholegically based
items, not just (on the answers to)
one or two questions,” Mr. Jones
said.

“In our test, there are 10 differ-
ent types of attituces assessed, in-
cluding rationalization and temp-

tation: how often is one tempted to
steal,” Mr. Jones said.

For example, the test may ask if
the test taker would return a lost
wallet found in a store. “Dishonest
people may reply ‘probably yes’
rather than ‘definitely yes,’” Mr.
Jones said.

“¥ou have to make a distinction
between honesty and truthful-
ness,” he said. “Honesty is a set of
attitudes or behavior while truth-
fulness is an approach to taking
the test. We assess both how honest
you are and how truthfully you
have answered the questionnaire.”

Most psychological tests measure
other character traits as well as
honesty, according to Jim Walls,
senior vp-marketing for the Stan-

ton Corp. in Charlotte, N.C., a sub-
sidiary of Business Risks Interna-
tional of Nashville, Tenn.

Those who score well on the test
have a lower turnover and absen-
teeism rate and are more willing to
perform and be productive than
the low-scoring employee, he said.

Stanton's research shcws that
the psychological tests are 87% ac-
curate in identifying trustworthy
individuals, according to Mr.
Walls.

Another form of the paper-and-
pencil test measures an applicant’s
present behavior tendencies rather
than his attitudes, according to
Erica Harrison, manager-AIMS
ED3 at Management Safeguards
Inc., a New York security firm that

We're a Best A-rated compeny offering great
protection and great servicz, plus the con-
sistent rates and efficient management you
need to predict and contain costs.

So call 715/346-6863.

Sentry Headquarters
1800 North Point Drive
Stevens Point, W1 54481

And get to us, before something unfore-
seen gets to you.

Sentry.Insurance

National Accounts Department

administers and distributes the
AIMS ED3 test.

“I don’t care what you did when
you were 5 years old, but I do care
if your present behavior can hurt
my company,’ Ms. Harrison ex-
plained.

““The test screens current behav-
ior without condemning someone
for his or her past behavior, and it
won’t knock someone out of the job
based upon where he or she comes
from,” she said.

“It is not a pointing-finger type
of test,” Ms. Harrison emphasized.

“There are some tests that will
query you about what percentage
of the people you know steal. Now
for instance, if you grow up in a
ghetto situation where many—per-
haps 75%—of the people you know
steal, in some tests that could be a
flag saying that you are a high risk
for theft,” Ms. Harrison said.

“QOur test is dealing not with an
attitudinal scope or whether you
live in a nice suburban setting,”
but with the specific activities in
which the individual is currently
involved, she explained.

The AIMS ED3 test contains 93
multiple-choice questions that at-
tempt to create a comfortable at-
mosphere for making admissions,
Ms. Harrison explained.

“It's always amazing that people
will tell you what they do,” she
said.

According to Ms. Harrison, the
test correlates 92% of the time with
the results of polygraph tests when
the results reject applicants.

London House and Stanton
Corp. each distribute about 1 mil-
lion tests annually to employers,
many of whom also have used
polygraph tests to screen employ-
ees and hirees, according to com-
pany spokesmen.

Reid Psychological Systems of
Chicago also administers psycho-
logical tests.

Graphology, or handwriting
analysis, also is being touted by
practitioners as a quick, inexpen-
sive alternative to polygraph test-
ing.

“It's not a test, per se, but an as-
sessment of how a person is func-
tioning currently,” explained Ju-
dith Ettinger; director of client
services for Handwriting Resource
Corp. in Phoenix, Ariz.

Graphology, or handwriting
analysis, is based on the premise
that the strokes of a person’s hand-
writing are subconscious expres-
sions of the writer’s personality.

Handwriting analysts say 300
character traits—including mental,
social, motivation and emotional
tendencies—can be determined by
analyzing a person’s penmanship.

And, some of the behavioral ca-
tegories that graphologists purport
to measure are highly sensitive.
For example, HRC offers a $50
computerized risk assessment
analysis for applicants for security
work. This one-page summary
scores the applicant from ‘'very
low' to “‘very high” on honesty.
emotional stability, judgment and
substance abuse risk.

In evaluating a subject, analysts
study how a subject’s handwriting
sample is positioned on the page;
the size of the writing; the slant of
letters; spacing between letters,
words and lines; and the pressure
exerted by the writer.

However, graphologists stress
that such analyses should be used
only in conjunction with other
forms of assessment, such as psy-
chological paper-and-pencil test-
ing and traditional interviewing
procedures.

Despite the fact that graphology
has not been formally validated
under the Equal Employment Op-
portunity Commissfon uniform
guidelines, interest in graphology
as an employment screening
method is on the rise, particularly
with small to medium-sized busin-
esses attempting to fill sales posi-
tions, according to Mr. Duston.

An estimated 2,000 to 2,500 em-

Continued on next page
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ployers in the United States currently use gra-
phology as part of their pre-employment screen-
ing process, according to a spokesman for the In-
ternational Graphoanalysis Society.

“Businesses are more interested in handwritirg
(analyses) because they are a less expensive testing
tool” than costly personality profiles, said Kathy
Sackheim, president of KKS Graphoconsultants in
Highland Park, Ill.

The analysis is relatively inexpensive: A gra-
phology analysis can cost from $25 to $350 per
sample, depending on the depth requested.

The client list of Handwriting Resource Corp.,
for example, includes banks, sales, both personal
and asset security firms, law firms, manufacturers
and construction firms, said Ms. Ettinger.

But not all employees use graphology for sim-

ple pre-employment screening; One risk manager
used graphology to sn:ff out suspects when there
was a cash theft. Since polygraph testing is against
the corporation’s policy, the manager wanted to
rule out suspects, rather than specifically link one
with the crime.

Although the case was never solved, the man-
ager ruled out several suspects on the basis of
circumstantial evidence and graphological profiles.

Employers also can tse screening to monitor em-
ployee honesty on an ongoing basis.

According to Mr. Rodman of APA, slipshod au-
diting systems may even facilitate incidents of em-
ployee theft. “One of the things that we find our-
selves saying is tnat corporations seem to think that
their internal audit ani external audit procedures
are sufficient to detect white collar crime at its
early stages.”

But history often proves otherwise, Mr. Rod-
man said. “We had a situation where a control-

ler was presenting checzs to an employer for his
signature. The employer was being told that tke
checks were cayments for morthly loans when
really the controller was depositing <h= money into

separate accounts in which he was the signatory.

He wasn't cauzht for over & year and we're talking
an amount of over §1 millioa.

“There have been other schemes with fictitious
people or payrolls,” he added. “We had one that
went fcr three vears before it was disccvered. It was
discovered because the amoloyee who created the
fictitious account forgot to pay unioa dues and the
union cecided to do an aadit.”

Every crganization should have specific and sep-
arate auditing procedures dealing wita the subject
of dishonesty, including spct checks, which serve as
psycho_ogical Jeterrents, M:. Rcdman suggested.

(-]
Also zont-ibuting to this stcry was Associate Editor
Laura Mazzucc in Chicajo.
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Subjectivity
may trigger
bias suits

By LAUREN SINAI

WASHINGTON—Employers
that base employee hiring or pro-
motion decisions on subjective in-
terviews and evaluations rather
than on standardized tests may in-
creasingly find themselves defen-
dants in discrimination lawsuits,
following a U.S. Supreme Court
decision.

The Supreme Court has decided
to allow plaintiffs to use “dispar-
ate impact analysis’ as a basis for
employment discrimination law-
suits involving subjective employ-
ment or promotional practices.

Disparate impact analysis is an
analysis of employment practices
that are not intentionally discrimi-
natory but that effectively diserim-
inate against women and minority
groups.

Federal law has long held that
statistical evidence of discrimina-
tion can be used in judging “objec-
tive" employment decisions—for
example, those based on standar-
dized tests.

But, the Supreme Court's 4-3
ruling on June 29 extends this con-
cept for the first time to subjective
employment decisions, labor law-
yers and other attorneys say.

In the case, Watson vs. Fort
Worth Bank & Trust, Clara Wat-
son, a black employee of Fort
Worth Bank & Trust in Fort Worth,
Texas, applied for four different
promotions to supervisory posi-
tions.

After the vacancies were filled
by white men and women, Ms.
Watson filed discrimination
charges with the Equal Employ-
ment Opportunity Commission.

The bank had no formal evaluat-
ing criteria and based promotions
on the opinions of supervisors, ac-
cording to the court opinion.

A U.S. District Court in Fort
Worth dismissed Ms. Watson'’s case
in November 1984, ruling that she
had not met evidentiary standards
for proving discrimination.

Ms. Watson appealed, and the
5th U.S. Circuit Court of Appeals
in New Orleans affirmed the lower
court ruling in August 1986, re-
jecting Ms. Watson’s argument that
the lower court erred by failing to
apply disparate impact analysis to
her discrimination claim.

But, the Supreme Court reversed
the appellate court's decision.
“Simply because no inference of
discriminatory intent can be drawn
from the customary and reason-
able practice in some businesses of
leaving promotion decisions to the
unchecked discretion of the lower-
level supervisors most familiar
with the jobs and the candidates, it
does not follow that these supervi-
sors always act without discrimi-
natory intent,” the court ruled.

“To be justified as a business ne-
cessity, a practice must directly re-
late to a prospective employee’s
ability to perform the job effec-
tively; i.e., it must be necessary to
fulfill legitimate business require-
ments,” the court said.

“This case is precedential be-
cause all other plaintiffs claiming
discrimination can now use this
theory to argue their cases”'
against employers, said attorney
Art Brender of Brender, Casey &
Colosi in Fort Worth, who repre-
sented Ms. Watson.

“An employer must show that his
employment criteria is job-related.
The interview process will have to
ensure no built-in bias’'” Mr.
Brender explained.

In reversing the appellate court’s
ruling, “the Supreme Court con-
firmed that if a hiring practice ex-
cludes a disproportionate number
of people in a protected class, then

Continued on page 18
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it is subject to be challenged under
disparate impact analysis solely on
statistical disparity,” said Robert
Duston, a management labor law-
yer for Schmeltzer, Aptaker &
Sheppard in Washington, D.C.

“For example, if you have a rele-
vant labor pool of qualified eleec-
tricians consisting of 7% blacks
and only hire 2%, this is a signifi-
cant enough disparity for a possi-
ble lawsuit,” he said.

Employers should review their
hiring procedures and make cer-
tain that all are defensible against
claims of discrimination, Mr. Dus-
ton advised.

“Ignorance is not an excuse,” he
said.

“Employers should ask them-
selves who is doing the selecting
of employees,” suggested Barry
Goldstein, attorney and director of
the Washington office of the Na-
tional Assn. for the Advancement
of Colored People.

“Are the selectors all male or all
of one race? Is there a review pro-
cess for selecting employees? Em-
ployers must also be careful as to
what type of questions they ask. If
the questions are the same for men
and women, are they evaluating
the answers in the same way?"’ Mr.
Goldstein said.

For example, Mr. Goldstein said,
consider the case of an employer
that has to choose between hiring a
male and a female job candidate.
The employer may ask both the
size of their families. In this exam-
ple, both candidates have large fa-
milies.

The employer would run into
danger of unintentionally but ef-
fectively discriminating against
the female candidate if he assumes
that the male candidate would
work harder to support his family
than the female candidate would,
whom the employer further as-
sumes would put her family obli-
gations ahead of her obligations to
the employer.

Because most employers rely on
subjective interviewing practices—
such as unstructured interviews,
personal recommendations and
employee evaluations—‘‘there
should be training and discretion
as to the interviewing procedure,”
Mr. Goldstein said.

“What is new about this case is
that companies will have to focus
on the need of objective measur-
ing tools that truly and solely mea-
sure job-related attitudes,” said
Jack Jones, vp-research and de-
velopment for London House Inc.,
a test design, developing and mar-
keting company in Park Ridge, Ill.

“Companies will have to keep
records of their employment prac-
tices and be able to document the
validity of these practices,’”” he
said.

Although the court did not in-
tend its decision to induce employ-
ers to “adopt surreptitious numeri-
cal goals and quotas” to provide
defensible statistical evidence
against possible discrimination
charges, some experts say the Wat-
son case will only make employers
more conscious of quota hiring.

“There is nothing wrong with an
employer saying, ‘Well, I hired a
black today so I will hire a white
tomorrow and a black the next
day,’ " said attorney Bruce McGee
of Gandy, Michener, Swindle,
Whitaker & Pratt in Fort Worth,
who represented Fort Worth Bank
& Trust. “But adopting formal
quotas would be illegal.”

‘“Employers will look at the
numbers of employees and then see
what the racial makeup is of the
applicant flow that comes in,” he
predicted.

“Quotas are an easy and illegal
way out,” said Frank Colosi, of
Brender, Casey & Colosi. ‘“‘Inter-
views should be somewhat struc-
tured to get needed information. 1
realize that subjective judgments
will enter into this but the judg-

‘Companies will have to keep records of their
employment practices and be able to document
the validity of these practices,’ says Jack
Jones, vp-research and development for London
House Inc. in Park Ridge, .

ments should be focused on im-
proving the enterprise.”

However, an employer may hira
a workforce that represents the ra-
cial makeup of the surrouncing

community, thus making it eas:er
to provide statistical proof against
claims of disparate impact, Mr.
MeGee said.

‘And I don't see structured in-

terviewing happeninz among small
employers, It is too difficult for the
majority of employers in the coun-
try who do not havz the finance,
opportunity or akility to maintain
a staff to ask questions that are ra-
cially neutral,” M>. McGee said.
“This case may have more of an
affect on smaller companies be-
cause any (larger) company with
an EEO official reviews hiring
procecures all the -ime,” agreed
Mr. Cruston, referring to an official
who ensures the company is in
compliance with state and federal
Equal Employment Opportunity

Add it Up.

Security.

Commission regulations.

While the Supreme Court ruled
that employers sued for discrimi-
natory practices may be required
to provide evidence of the objectiv-
ity of their hiring and promotion
practices, it did not resolve
whether the plaintiff or the defen-
dant ultimately bears the burden
of proof in such cases.

The Supreme Court remanded
the Watson case to the 5th Circuit
to determine, using disparate im-
pact analysis, whether Forth
Worth Bank & Trust did discrimi-
nate against Ms. Watson. |
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By LAUREN SINAI
and LAURA MAZZUCA

Employers that use various
paper-and-pencil psychological
tests and handwriting analyses to
weed out dishonest job applicants
may be only substituting or.e set of
problems for another, say labor
lawyers and others.

Some psychological tests may

give rise to discriminatiox law-
suits, attoraeys warn. And, some
test subjects are capable of d=ceiv-
ing test ana_ysts, attorneys kelieve.

In addition, some experts say
that neither psychclogical tests nor
handwriting analysis have been
scientifically validated,

“Our advice is that employers
look very carefully at psychbslogi-
cal tests,” said Rebert Duston, a

management labor lawyer with the
law firm of Schmeltzer, Aptaker &
Sheppard in Washington, D.C.
“They have not yet been subject
to a lot of independent research—
most of the validated research
comes from in-house,” he said.
One problem with the psycholog-
ical evaluations is that the test dis-
tributors will not tell employers
how much they weigh certain
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Written tests not always valid: Lawyers

guestions, according to Mr. Dus-
ton.

As a result, these ‘‘standardized”
tests may be discriminatory in cer-
tain situations, he explained.

*It is a possibility that some of
these tests could have a disparate
impact when applied to a com-
pany,” Mr. Duston explained.

Disparate impact occurs when
employment practices that are not

What Counts in Reinsurance is Knowing the Scor.

intentionally discriminatory effec-
tively discriminate against women
and minority groups.

“Certain questions, if considered
apart from one another, could have
a disparate impact—which you
won’'t know until you check your
labor pool. There hasn’t been any
such challenge yet. I advise em-
ployers to be cautious and to look
carefully at the questions on the
test and make sure they are each
defensible,” Mr. Duston said.

“As a hypothetical example, take
the question, ‘Have you ever used
marijuana? Now, if government
statistics show that a higher per-
centage of minorities have tried
marijuana at some time in their life
than whites, and if the employer
relied on that response, this might
have a disparate impact,” Mr.
Duston said.

“Although the paper-and-pencil
tests are not as physically intrusive
as the lie detector test, I have seri-
ous reservations about their valid-
ity,” said Robert Fitzpatrick, a
labor and employee law attorney
and partner with the firm of Fitz-
patrick, Verstegen. & Cashdan in
Washington, D.C.

“I've seen figures in the Stanton
Research Report where approxi-

‘Our advice is that
employers look very
carefully at
psychological tests,’
says Mr. Duston.

mately 40% of applicants were
found to be high or marginal risks
for theft. Intuitively, I have prob-
lems with the idea that this high a
percentage of the American popu-
lation is not trustworthy,” Mr.
Fitzpatrick said, referring to re-
ports published by the Stanton
Corp. of Charlotte, N.C., a subsidi-
ary of Business Risks International
of Nashville, Tenn.

“I think that the pencil-and-
paper tests will be a device that
employers will opt for to make hir-
ing judgments, but I wonder if we
are going from the frying pan to
the fire in terms, of the number
of people who lose job opportuni-
ties,"” he said.

But Jack Jones, vp of research
and development for London
House Inc., a test design, devel-
oping and marketing company in
Park Ridge, Il1., disagrees.

He explained that based on Lon-
don House research, the tests have
rejected 30% of 1,000 employment
applicants as high-risk individu-
als.

Of those rejected applicants, 92%
have been counterproductive in
previous jobs, according to back-
ground checks run by London
House or the applicants’ own ad-
missions to prospective employers
or in polygraph tests administered
by trained polygraphers.

And the attitude of those other
8% are more like the applicants
with a high risk of being counter-
productive. “Given the need and
opportunity, they are more than
likely to engage in counterproduc-
tivity,” Mr. Jones said.

Although psychological tests in-
clude questions designed to trip up
‘“test smart’ individuals, even
some test administrators admit
that some individuals can deceive
analysts.

“The one advantage polygraph
testing has over psychological test-
ing is as a psychological deterrent”
to answering questions dishon-
estly, acknowledged Jim Walls, se-
nior vp-marketing for the Stanton
Corp. :

Continued on next page
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Test alternatives

Continued from previous page
“While the paper-pencil written
tests portray present attitudes,
they do not provide the same psy-
chological deterrent,” he said.

Psychological tests will not foil
any ‘‘street-smart” individuals,
admitted John Eberhardt, senior
investigator and polygraph admin-
ister for Management Safeguzrds
Inc. of New York.

“A fellow was once brought to
me for a polygraph test. He had
passed a psychological test and
had been employed,” Mr. Eber-
hardt recalled.

But, “by the end of the 45 mi-
nutes, I found that he had commit-
ted robbery and spent five years in
(prison in) Attica, and here was a
person who was already working
and who had passed the psycholog-
ical test,” Mr. Eberhardt said.

“Here in New York City there
are an awful lot of retail entrepre-
neurs who employ the use of the

‘Here in New York City there are an awful lot
of retail entrepreneurs who use the polygraph
as a pre-employment honesty test,” says John
Eberhardt. ‘. . .proprietors are going to be left
open to the wolves’ after the tests are banned.

polygraph as a pre-employment
honesty test,” he added. “My own
opinion is that proprietors are
going to be left open to the wolves™
after the use of polygraph screen-
ing is largely banned.

Several states have banned or
monitored the administration of
psychological tests: Massachusetts
prohibits usage of the tests alto-
gether, while Rhode Island forbids
written tests to be the sole basis
for a hiring decision.

Graphologists, or handwriting
analysts, maintain that their trade
is more objective than polygraphic
tests, since subjects are unaware

that their handwriting samples are
being examined and that there is
no chance that a subject will be in-
timidated by an analyst.

But, some experts caution that
graphology has never beer scien-
tifically validated and that it is
more comparable with tarot card
reading or phrenology—the
method of relating personality
traits to bumps on the head.

“Graphology has the same rela-
tionship to science as astrology
does to astronomy,” said David
Crown, a forensic document exam-
iner based in Fairfax, Va. “It be-
longs as a parlor amusement.”

The method is very popular in
Western Europe, where 85% of the
companies use the method to eval-
uate and understand workers’ indi-
vidual traits, according to a
spokesman from the International
Graphoanalysis Society in Chi-
cago, which holds the patent on the
method of graphology developed
by Milton Bunker in 1929.

The society has about 10,000 ac-
tive members and about 2,000 cur-
rent “student members,” said Jo-
seph Holbroch, director of
membership relations for the so-
ciety.

However, he notes there are
many other practicing handwriting
analysts who have not undertaken
the IGS’s coursework, and there is
no governing body or licensing
procedure for graphologists.

Erica Harrison, a manager at
MSI, predicts ‘‘a lot of hocus-
pocus'’ over the next four to five
years while employers look for
substitutes to polygraph examina-
tions.
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Although MSI is always scouting
for new testing techniques, Ms
Harrison’s preliminary investiga-
tion of graphology left her uncon-
vinced of its merits, especially as s
substitute for polygraph testing.

“I am surprised that there is not
any litigation yet against com-
panies’ that use graphology for
employee screening, said labor at-
torney Mr. Fitzpatrick.

If any such cases arise, they are
likely to resemble those filed
against polygraphers and employ-
ers, with charges such as improper
administration of the test, racial
discrimination, sexual harassment,
invasion of privacy and emotional
distress, he said.

However, Mr. Duston pointed
out that most such litigation stems
from charges of discriminatory fir-
ing rather than hiring procedures.

Critics contend that grapho-
logy’s main problem is its variabil-
ity; since there is no standardized
method, practitioners can interpret
samples in any number of ways.

Even graphologists agree that
analyses can vary from practi-
tioner to practitioner.

“With any type of projective test,
the surgeon is as important as the
surgery,” said Kathy Sackheim,
president of KKS Graphoconsul-
tants in Highland Park, Ill.

“We're not trying to screen peo-
ple in or out,” but rather trying to
alert management to potential
problems, said Judith Ettinger,
director of client services for
Handwriting Resource Corp. in
Phoenix, Ariz. “We never advocate
that our product be a decision-
making implement.”

Like the time-honored psycho-
logical Rorschack inkblot test, gra-
phology is categorized as a
“projective” technique, in which
the subject is involved in an inter-
pretative test rather than one in
which he answers objective ques-
tions, said Wayne Camera, testing
officer with the American Psycho-
logical Association in Washington,
D.C.

However, although projective
techniques are recognized by the
APA “in a clinical and therapeutic
environment,” they are not recog-
nized in the job testing area, he
added.

And, unlike integrity or honesty
testing, studies have not proven
that graphology can predict an em-
ployment applicant's future behav-
ior in the workplace, Mr. Camara
said.

Even though graphologists con-
stantly remind clients that such
tests are not to be used alone in
judging a potential employee, the
odds are good that an applicant
judged ‘“very high” in the sub-
stance abuse risk category could be
disqualified in spite of good rec-
ommendations and work history,
said Mr. Crown.

“I would never base any personal
or business decision on the results
given by a graphologist or have it
used against me. If it was, I would
sue for every penny I could get,” he
said.

Like many laymen, corporate
risk managers frequently confuse
graphology with questioned docu-
ment forensics, which is the sci-
ence of authenticating documents,
Mr. Crown explained.

Graphologists, though, are not
trained in criminology as are fo-
rensics experts, although they may
testify in court in handwriting
identification, said John F.
McCarthy, president of the Ameri-
can Society of Questioned Docu-
ment Examiners in Tallahassee,
Fla.

“I’'m an agnostic on the subject”
of graphology, Mr. McCarthy said.
“If anything has been done in gra-
phology, it's escaped our atten-
tion.”

“I have a feeling it was a more
powerful tool in another time and
culture than at this time in this
country,” Ms. Harrison said.

In an era when even preschoolers

Continued on page 22
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Written tests

Continued from page 20

are being trained on computer
usage, and handwriting in
school and the workplace is
rapidly being superseded by
the keyboard, penmanship is
being used less and, thus, is
harder to evaluate, she said.

However, she noted that the
eclipse of polygraphic testing
L-and the subjectivity of other
forms of testing, like grapho-
logy—may ultimately bring
about better interview tech-
niques, with more open-ended
questions borrowed from psy-
chology.

‘“‘Man has always sought
some magic way to look into
someone’s heart and say, ‘1
know what you're like,""" Mr.
Crown pointed out. “But if
you can't quantify it, you
don’t have it.”

Employers use a variety of tests

By LAUREN SINAI

No single pre-employment hon-
esty screening method is tried-
and-true for every business, em-
ployers say.

As a result, employers that
screen prospective employees for
honesty use several methods.

The risk manager for a presti-
gious New York-based jewelry
company says his prospective em-
ployees are required to pass both
the polygraph and the pencil-and-
paper psychclogical test distri-
buted by Reid Psychological Sys-
tems of Chicago.

“Ninety-five percent of the time,
if someone has a problem with the
polygraph test, he also has a prob-
lem passing the Reid test,” he said.

Any employee in senior manage-
ment or a sensitive area who would

be handling jewelry also is asked
to submit to a background check
conducted by a professional out-
side company. The background
check corroborates information on
past employment, salary, financial
background and criminal history,
the risk manager said.

But after Dec. 27—when the Em-
ployee Polygraph Protection Act,
which forbids most employers from
requiring prospective employees to
undergo a polygraph test, gees into
effect—the company must alter its

_hiring practices.

The lie detector will be a great
loss, the risk manager said, but the
company will continue to screen
employees using the paper-and-
pencil psychological test and is
currently considering otner tests,
such as drug testing.

George Haskell, director of cor-

Graphology is as
accurate or more
accurate than
psychological tests,
says Mr. Kirschbaum.

porate security for Popular Ser-
vices Inc., a catalog and showroom
distributor in Passaic, N.J., said he
began to use the AIMS-ED3 paper-
and-pencil psychological test dis-

" tributed by Management Safe-

guards Inc. of New York in 1986 to
sereen all prospective employees
who would come in contact with
the merchandise.

New Jersey forbids polygraph
testing of employees.
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Mr. Haskell said that using the
test on prospective employees led
to a $100,000 savings in retail
shrinkage in the first year.

The company never had used any
form of prospective employee hon-
esty testing before 1986. But after
one of management’s periodic re-
views of the company’s hiring pro-
cedures, it decided to try to im-
prove screening methods to find
the “finest possible candidate for
employment,” Mr. Haskell said.

“It’s an extremely cost-effective
tool that enhances our interview-
ing and helps to reduce our turn-
over, improve employee productiv-
ity and reduce lost time on the
job,” he said.

Mr. Haskell said that after re-
viewing other psychological paper
and pencil tests he chose the AIMS
ED3 partially because ‘it is very
direct and to the point, and the
first section of the test measures
vocabulary skills. For the work our
employees do, it is very important
that they be able to read and write
in English.”

The test concludes a three-part
hiring procedure, according to Mr.
Haskell. After an interview with
the personnel director and the de-
partment manager, a prospective
employee then take the test.

However, International Business
Machines of Armonk, N.Y., be-
lieves the polygraph and paper-
and-pencil psychological tests are
an invasion of privacy, a spokes-
man said.

Instead, IBM hires an outside
company to conduct a professional
reference check and verify the re-
sumes of all applicants, the spokes-
man said.

Dave Krevda, the loss control
manager for Gra-Bell Trucking
Line in Holland, Mich., explained
that his company first used the
London House Inc. pencil-and-
paper psychological test as a pilot
program three years ago to screen
prospective employees, mostly
truck drivers.

In addition to helping the com-
pany cut down on theft, the test
has “helped us pick safer employ-
ees,”” which chops overall costs,
Mr. Krevda said.

The psychological test is the
final step in Gra-Bell’s hiring pro-
cedure, according to Mr. Krevda.
Trained in-house personnel con-
duct a background check—which
includes contacting a previous em-
ployer and checking the appli-
cant’s motor vehicle report—and
an interview before the applicant
takes the psychological test.

Many of the risk, security and
loss prevention managers and
others who use graphology, or
handwriting analysis, to test for
prospective employee honesty
claim the method is uncannily ac-
curate.

“From what we’ve seen, it's as
accurate or more accurate than a
battery of psychological tests,”
said Les Kirschbaum, president of
Mid-Continent Agencies Inc. of
Glenview, Ill. “We rely on it maybe
too heavily because it’s highly ac-
curate.”

Mid-Continent, a commercial
credit and collection company,
began using graphology in con-
junction with paper-and-pencil
psychological testing about four
years ago for sales applicants, said
Mr. Kirschbaum. Since then, the
company’s turnover rate for entry-
level sales positions went from 50%
down to 25%, “and the quality of
salespeople has gone up, too,” he
added.

In fact, in three cases when man-
agement hired an applicant in spite
of the graphologist’s advice, none
worked out, he said.

@
Also contributing to this story was
Associate Editor Laura Mazzuca in
Chicago.
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Chandler forms Barbados subsidiary

Chandler Insurance Co. Ltd. of
the Cayman Islands is forming a
wholly owned subsidiary in Bar-
bados to take advantage of the
U.S.-Barbados tax treaty.

Under the treaty, U.S. insurance
companies are exempt from pay-
ing the 1% excise tax on reinsur-
ance premiums and 4% tax on di-
rect premiums paid to foreign
underwriters (BI, Sept. 5; April 14,
1986).

By forming a wholly owned sub-
sidiary in Barbados and transfer-
ring all of its assets there, publicly
traded Chandler will enjoy the
benefits of the treaty.

Chandler Barbados, which has
been capitalized at $19 million,
primarily serves as the reinsurer of
National American Insurance Co.,
of which Chandler owns 52.5%.

Chandler, Okla.-based National
American, which is licensed to do
business in 43 states, primarily
writes trucking risks and surety
bonds.

Chandler purchased a' control-
ling interest in National American
when it lost its former fronting
company, Argonaut Insurance Co.,
after Argonaut was divested from
Teledyne Industries Inc. (BI, Oct.
13, 1987).

As of June 30, Chandler reported
net income of $2.5 million, up 126%
from $1.1 million in the first half
of 1987. Revenues in the first half
of 1988 soared 455% to a record
$26.3 million, up from $4.7 million
in the first half of 1987.

Blue Shield HMO

Blue Shield of California has
launched a new health mainte-
nance organization in Sacramento.

The new HMO initially will be
composed of four local hospitals
and 400 physicians who are mem-
bers of the Sacramento Sierra
Medical Group and the Sacra-
mento Physicians Medical Group
Network.

Contracting hospitals include
American River Hospital, Method-
ist Hospital and Sutter General
and Sutter Memorial Hospitals.

Eventually, Blue Shield of Cali-
fornia plans to expand the HMO
network statewide.

Blue Shield of California already
has a preferred provider network
that serves 880,000 Californians.

“With the introduction of the
Blue Shield HMO, employee
groups of 10 or more now have the
convenience and flexibility of
choosing a complete range of
health care options—from Blue
Shield fee-for-service to PPO and
HMO alternatives,” said Blue
Shield Chairman and Chief Execu-
tive Officer Thomas C. Paton.

In addition to a full range of
health care services, the Blue
Shield HMO includes the Personal
Health Management Program, a
wellness program.

For more information, contact
Gary Smith, Manager of HMO
Sales-Sacramento, 1860 Howe
Ave., Suite 320, Sacramento, Calif.
95825; 916-923-50717.

Travelers expands

Travelers Corp. of Hartford,
Conn., has expanded its preferred
provider network to Dallas/Fort
Worth; Pittsburgh/Southwestern
Pennsylvania; Hampton Roads,
Va.; and Minneapolis-St. Paul.

Travelers Preferred-Dallas/Fort
Worth has 19 hospitals and more
than 450 physicians in its provider
network.

Travelers Preferred-Pittsburgh/
Southwestern Pennsylvania has 13
hospitals and more than 650 phys-
icians in its provider network.

Travelers Preferred-Hampton
Roads has seven hospitals and
more than 400 physicians in its
provider network.

' | Markets |

Travelers Preferred-Twin Cities
in the Minneapolis/St. Paul region
has 12 hospitals and more than 900
physicians in its provider network.

All of the Travelers PPOs include
the Patient Advocate utilization
review program and the Taking
Care wellness program.

For more information about Tra-
velers Preferred-Dallas/Fort
Worth, contact Bill Phelps, 433 E.
Lascolines Blvd., Suite 750, Irving,
Texas 75039-9990; 214-506-0000.

For more information about Tra-
velers Preferred-Pittsburgh/
Southwestern Pennsylvania, con-
tact Marilyn Nixon, 1 Chatham
Center Office Building, Pittsburgh,
Pa. 15219; 412-456-4750.

For more information about Tra-
velers Preferred-Hampton Roads,
contact Dr. Claude A. Smith, 100
W. Plume S5t., Norfolk, Va. 23510,
804-622-6711.

For more information about Tra-
velers Preferred-Twin Cities, con-
tact Margaret Foster, Associate
Director, Travelers Health Net-
work, 2600 Michelson Drive, Suite
600, Irvine, Calif. 92715-1507; 714-
553-9444.

Prudential expands

Prudential Insurance Co. of
America has introduced its Pru-
dential Plus managed health care
plan to Akron, Ohio.

The plan has three hospitals and
167 physicians in its provider net-
work.

The Prudential Plus is a hybrid
managed care plan that includes
elements of a health maintenance
organization, preferred provider
network and an indemnity plan.

For more information, contact
Richard Chelko, Regional Group
Manager, 1300 E. Ninth St., Suite
1615, Bond Court Building, Cleve-
land, Ohio 44114; 216-241-5623.

PPO gets Mayo clinic

The Mutual of Omaha Cos. of
Omaha, Neb., has added the Mayo
Clinic in Scottsdale, Ariz., to its
preferred provider network.

The Mutually Preferred PPO is
one of the nation’s largest PPOs
with more than 320 hospitals and

27,000 physicians in its provider
network.

For more information, contact
your local Mutual of Omaha office.

International office

Hartford, Conn.-based Travelers
Corp. has opened a new interna-
tional employee benefits depart-
ment in New York City that will
serve the eastern United States.

Paul W. Shimer, who has been
named regional manager of the of-
fice, will be in charge of marketing
and service for the 18-state eastern
region. Mr. Shimer has 23 years of
insurance experience with Tra-
velers, 13 of which he spent serving
as assistant secretary for market-
ing in the international depart-
ment.

Continued on next page
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In addition to New York City, Travelers has
international offices in San Francisco and Chi-
cago.

The New York international benefits office is
located at 220 E. 42nd St., Fifth Floor, New
York, N.Y. 10017; 212-574-2560.

New phone number

The Alliance of American Insurers has
changed its main phone number to 312-330-
8500. Individual staff extension numbers will
remain the same, as will regional office num-
bers.

Mergers/acquisitions

Metropolitan Life Insurance Ceo. of New
York has acquired Texas Life Insurance Co., a
Waco, Texas-based insurer with $228.8 million
in assets and $3.3 billion of in-force life insur-
ance.

Partners National Health Plans, an Irving,
Texas-based managed health care company, has
acquired 60% of Physicians Health Plan of
Pennsylvania, which owns Physicians Health
Plan of Western Pennsylvania, a Pittsburgh-

based health maintenance organization.

Associated Agencies Inc. of Chicago ac-
quired the Orange County, Calif.-based business
of Zillgitt & Wright, a general insurance
agency.

Insurex Inc¢., a Paramus, N.J.-based whole-
sale insurance broker has acquired Agency In-
termediaries of New Jersey, another whole-
sale insurance broker of Dover, N.J.

Kansas City, Mo.-based Financial Guardian
Ine. has merged its Kansas City, Kan., office
with Hussey Insurance Agency Inc. of To-
peka, Kan.

Michigan Claim Service Inc. of Lansing,
Mich., has purchased North Star Adjustment
Co. Inc. of St. Paul, Minn.

Corroon & Black Consulting Group, a unit
of New York-based Corroon & Black Corp., has
merged with Herget & Co., an actuarial, bene-
fits and compensation consulting firm based in
Baltimore.

New offices

Bertholon-Rowland Corp., the New York-
based brokerage, has opened two new offices at
125 E. Lake St., Bloomingdale, Il1. 60108; 312-
307-1400, and in Manhattan at 16 Jay St., New

York, N.Y. 10013; 212-966-9400.

O’Connor Associates Ltd. has opened a new
branch office at 2600 Douglas Road, Suite 1105,
Coral Gables, Fla. 33134; 305-447-0204.

The Wyatt Co. has opened three new interna-
tional offices in Switzerland, Norway and South
America. The Switzerland office is located at 22
Rue du Mont Blanc, 1211 Geneva 1, Switzerland.
The Norway office is located at Fridtjof Nan-
sensvei 12, 0369 Oslo 3, Norway. The South
America office is located at Avda. Belgrano 615,
(6° D.), Buenos Aires, Argentina.

Hewitt Associates has opened a new office
in South America. Known as Organizacion In-
tergamma Argentina S.A., the new office is lo-
cated at Viamonte 640, Piso 3° 1053, Buenos
Aijres, Argentina; 54-1-322-17186.

Creative Risk Concepts International has
moved its offices to 6114 La Salle Ave., Suite
3565, Oakland, Calif. 94611; 415-531-
9150.

Crump E&S Illinois Ine. has moved its of-
fices to 101 N. Wacker Drive, Suite 705, Chi-
cago, I1l. 60606; 312-899-1480.

National Claims Service Inc. has opened a
new office at Hudson Road Office Park, 6043
Hudson Road, Suite 285, Woodbury, Minn.
55125; 612-731-7800. ]
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Color-coding
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[first-aid courses resulls in
Jaster treatment of minor in-
juries. And reduced claims.

fresher course each month. Specialized
excavation and machine maintenance pro-

cedures. And vehicle safety

guidelines.
The result was a 67% reduction in the number

of claims in one year Even while Post Properties continued to grow.
Adding extra value to our insurance products is a good idea
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Michael Crall, our President, at (415) 326-0900.
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Continued from page 3

But, these new professionals, like
many of their more-seasoned coun-
terparts in private industry, are
turning more often to less-tradi-
tional ways of handling their risk
(see story, page 28).

“The whole area (of risk manage-
ment) is expanding,” Ms. Wasser-
man says. “There's no doubt that
this is a profession that is certainly
being noticed and coming of age in
government.”

But, risk management is still a
relatively new field among the en-
tities surveyed, which included
state, county, city and village gov-
ernments, school districts and
other governing bodies: The re-
spondents have had formal risk
management programs for only an
average of 5%z years.

In fact, according to the survey,
42% of the risk management opera-
tions are 3 years old or less. And, a
whopping 69% are 7 years old or
less.

The survey authors note: “The
tremendous growth in risk man-
agement over the last 10 years has
resulted in divergent responsibili-
ties for risk managers, along with
different theories and styles of ad-
ministrative structure for the risk
management function.”

For example, only about one-
third of the respondents said their
entity has a separate risk manage-
ment department; 67.5% said risk
management functions are handled
within a larger department. How-
ever, in the 1981 ICMA survey,
only 5.6% of the cities and 18.4% of
the counties had a separate risk
management department,

Obviously, larger government
entities are more likely than their
smaller counterparts to have a sep-
arate risk management depart-
ment. The average operating bud-
get for the entities with a separate
department was about $356 mil-
lion, compared with an average
budget of only $78 million for the
entities without a separate risk
management department.

Of the respondents without a
risk management department,
30.6% said risk management func-
tions were handled by the finance
department, 18.5% listed the de-
partment of administration, and
16.4% listed the human resources
department.

Other areas listed as having re-
sponsibility for risk management
were the city manager, 11%; city
clerk, 3.2%; legal department,
2.8%; budget department, 1.4%;
and some other department, 11.7%.

“‘Contradicting the view of risk
management as merely a purchas-
ing function, only 4.3% of the re-
spondents placed risk management
in the purchasing department,” the
survey authors say.

The risk management budgets
reported by the respondents
averaged $418,000, although 100
respondents did not disclose their
budgets.

The largest number of respon-
dents—31.6%—said their risk man-
agement budget was in the range of
$100,000 to $500,000. But, 17.2%
said their risk management budgef
was less than $25,000, and 1.8%
said they had no money budgeted
for risk management.

Other budget ranges reported
were: $25,000-$50,000, reported by
16.3% of the respondents; $50,000-
$100,000, reported by 16.9%; and
more than $500,000, reported by
16.3%.

Although 66% of the respondents
said their entity has at least one
full-time risk management profes-
sional, the survey authors note thai
“a full one-third of respondents
are assumed to be handling risk
management on a part-time basis.
or as one of several ‘hats.’ ™

The larger entities, as might be
expected, were more likely to have
a full-time risk manager. For ex-
ample, among entities with operat-

Continued on next page
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ing budgets of between $100 million and $250
million, 92.9% have at least one full-time risk
manager, while only 57.9% of those entities with
operating budgets of less than $10 million have
a full-time position in risk management.

Overall, the responding public entities have an
average of 2.34 full-time risk management posi-
tions. Some 31% of the respondents have only
one full-time risk management position, while
15.1% have two positions, 7.2% have three posi-
tions, and 13.6% have four or more full-time po-
sitions.

And, 62.3% of the respondents have no profes-
sionals handling risk management on a part-
time basis.

Some 21.1% have one part-time position, 10%
have two, 3.7% have three and 2.7% have four or
more.

A majority of the respondents are responsible
for insurance procurement and management:
Some 66.6% said they have general authority
over this function, and an additional 15.1% said
they have shared authority.

Other functions handled by a majority of the
respondents were claims management, with

62.5% reporting general authority and 24.8% re-
porting shared authority; self-insurance, 59.9%
with general authority and 19.2% with shared
authority; workers compensation, 58.2% with
general authority and 19.8% with shared au-
thority; and safety and loss control programs,
57.6% with general authority and 28.1% with
shared authority.

In addition, 26.8% said they had general au-
thority for employee benefits, while 25.9% said
they had shared authority; 28.1% had general
authority for public safety, and 31.8% had
shared authority; 17.3% had general authority
for litigation management, and 42.2% had
shared authority; and 10.1% had general au-
thority for disaster planning, and 31.3% had
shared authority.

In other survey findings:

® Only 9.7% of the respondents said they han-
dled all claims in-house, but about 53% said
they handle at least some claims in-house.
About 43% of the respondents use a combination
of in-house claims-handling and the services of
an insurer and/or a third-party administrator.

In fact, the survey shows, 21.1% use a third-
party administrator exclusively for claims-han-
dling, and 75.3% use a TPA for at least some
aspect of handling claims.

® Nearly all respondents feel they get support
for risk management activities from upper man-
agement. In fact, 36.4% termed the level of sup-
port as excellent, while 35% said it was good,
and 23% said it was moderate.

Only 2.6% said they got poor support from
upper management, and an almost-negligible
0.7% said they got no support.

® A variety of policies and practices—from
police pursuit rules to hazardous waste pro-
grams—come under the domain of the risk man-
agement department.

Risk managers said their departments have
policies in the following specific areas: a loss-
control program, 75.4%; police pursuit, 70.2%;
safety manuals, 63.4%; a risk management pol-
icy statement, 60.8%; health care cost-contain-
ment, 53.5%; an employee assistance program,
53.3%; hazardous waste programs, 46.6%; a risk
management information system, 41.1%; a well-
ness program, 40.8%; drug testing, 23.2%; and
an education program on acquired immune defi-
ciency syndrome, 12%.

®
Copies of “Public Risk Management: State of the
Profession 1987-88,” are $25 for PRIMA members
and $40 for non-members from PRIMA, 1120 G. St.
N.W., Suite 400, Washington, D.C. 20005.
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Public entity
risk managers
new to field

By ALISON KITTRELL

WASHINGTON—A significant
number of public entity risk man-
agement professionals are new to
the field, according to a recent sur-
vey.

“Public Risk Management: State
of the Profession 1987-88,"" con-
ducted by the Public Risk Manage-
ment Assn., shows that risk man-
agement is a fairly new
phenomenon in the public sector.

“Rapid growth in the risk man-
agement profession suggests that
many of those currently handling
risk management duties are new to
the profession,” the survey authors
note. The 426 public entity em-
ployers responding to the PRIMA
survey bear this out: Some 48.2%
of the respondents have five years
or less experience in risk manage-
ment.

The average among all the re-
spondents was 6.9 years of experi-
ence. But, 24.3% had only one to
two years, 23.9% had three to five
years, 24.6% had six to 10 years,
and 17.8% had 11 or more years of
risk management experience.

Male risk managers had more ex-
perience than women in the field:
an average of 7.4 years for men,
compared with only 5.2 years for
women.

The respondents—both men and
women—have spent an average of
5.1 years in their current position.
But, 63.8% have spent five years or
less, 22.1% have spent six to 10
years, and 10.8% have been in their
current job for 11 or more years.

Most of the respondents have at
least a bachelor's degree, but few
of them had any risk management
education, according to the sur-
vey: “Only 8% of those with bache-
lor's degrees as their highest edu-
cation level reported
undergraduate training in risk
management, insurance or safety.”

Almost half—46.7%—of the re-
spondents said a bachelor’s was
their highest degree attained.
Some 46% of these earned that de-
gree in business administration,
while 39.6% earned a social science
degree. Five percent studied public
administration, and 1.5% studied
education.

Only 4% majored in insurance,
3.5% majored in safety, and a mere
0.5% majored in risk management.

Among the 33.8% of the respon-
dents with a master’s degree, 44.9%
majored in public administration
and 36.8% majored in business ad-
ministration. Some 9.6% majored
in social science and 3.7% majored
in education.

And, 1.5% received their master's
degree in risk management, while
3.7% earned it in safety.

In addition, 1.3% of the total re-
spondents have a Ph.D., 4.5% have
a law degree and 12.7% have only
a high school diploma.

Most of the risk managers in the
public sector came from other pub-
lic-sector jobs: Some 57.7% said
their previous position was with a
public entity. An additional 20.2%
came from an insurance company,
13.1% came from an insurance bro-
kerage firm, 12.4% came from a
private-sector risk management
position and 20% held some other
type of position.

However, the authors say, “Al-
though many respondents have lit-
tle or no previous education or ex-
perience in public sector risk
management, there seems to be a
good deal of job satisfaction.” A
full 78.6% of the respondents said
they plan to remain in the risk
management profession, while only
13.1% said they plan to leave.

The average age of the respon-
dents was slightly older than 42,

Continued on page 28
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Percentage of respondents

Public entity survey

Continued from pege 26
and most fall into the age ranges of 38 tc 39 '33.5%)
and 40-49 (28.7%). Only 7.9% are your.g:r than 3€, and
only 5.5% are 60 or older.

And, 24.9% of the respondents ar» wamzn, “‘Survey

results also showed that women current'y comprise
one-quarter of the public risk management prcession.
There was, however, a noticezble ‘gender gap’ in aver-
age salary figures,” the survev noted.

The average salary for male respordents was
$40,503, compared with $35,382 fo- females, 5t the
survey authors also note, “Some of ~his may bz due to
differences in age and experience. Wor.en average 39
years of age and five years experien e ia r:sk manage-
ment. Men average 43 years of age anc kave on average
2.5 more years in risk management.”

The survey also breaks out salary figures for cfficials
whose primary duties are risk marazerient. These
officials—who represented 55% of :he total—.isted
their title as “risk manager,” “employee benef:<s man-
ager,” “safety/loss control manager.’ *‘insLrance coor-
dinator” or “claims manager. ’

Those respondents who listad such :it_es as “finance
director,” “budget director,” “persannel direster” or
“‘assistant city manager,” perform som= r:sk majage-
ment duties but also have other functions.

D Risk management-related titles
Source: Public Risk Management Assn.

- All respondents

The average salary for “‘risk management” positions
was $38,103, which was less than the $40,627 average
for the other officials. But, the authors said, “In exa-
mining risk management-related positions only, the
difference between the salaries of men and women
closed somewhat, The 165 male risk managers reported
average salaries of $38,917, while the 62 female risk
managers average $36,132."

Among all the respondents—including those with
non-risk management titles—the average salary was
$39,227. Most of the respondents reported salaries in
the range of $30,000 to $50,000, with about 20% having
salaries of less than $30,000 and about 18% having
salaries of more than $50,000 a year.

The region reporting the highest salary was the
Northeast, where pay averaged $43,597. The lowest
pay was in the South, with an average of $36,354. Pub-
lic entity risk managers in the West earned an average
of $41,838, while those in the North Central states
earned an average of $36,980 per year.

Finally, fewer than half of the public-entity risk
managers surveyed hold a professional designation.
Only 12% have the Associate in Risk Management des-
ignation, and only 4.5% are Chartered Property & Ca-
sualty Underwriters.

However, 13.9% said they hold some other profes-
sional designation, such as Certified Safety Profes-
sional or Certified Employee Benefit Specialist. ]
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Self-insurance
popular with
public entities

By ALISON KITTRELL

WASHINGTON—A strong ma-
jority of public entities are self-in-
sured for at least some exposures,
and almost half also participate in
intergovernmental risk pools, ac-
cording to a recent survey.

The survey of public entity risk
management departments, con-
ducted by the Public Risk Manage-
ment Assn. in Washington, showed
that there has been an explosion in
public sector risk management
during the last decade (see story,
page 3), and that many public sec-
tor risk managers are new to the
field (see story, page 26).

Despite this, most public sector
risk managers appear to be joining
their private sector counterparts in
seeking out alternatives to com-
mercial insurance.

Public entities were pushed to-
ward alternative risk financing by
the two main factors that have fos-
tered the growth of the movement
in the public sector: increasing ex-
posure and the hard commercial
property/casualty insurance mar-
ket of the mid 1980s, according to
PRIMA Executive Director Natalie
Wasserman.

Particularly significant factors,
she says, were “the lack of avail-
ability and affordability (in the
commercial market) and the feel-
ing among many public agencies
that they can assume more and
more risk."”

Some 79.5% of the 426 public
risk managers surveyed in “Public
Risk Management: State of the
Profession, 1987-88"" reported that
their entity has no primary com-
mercial insurance for at least one
of the following types of coverages:
general liability, public official li-
ability, police professional liabil-
ity, automobile, property, workers
compensation or employee bene-
fits.

The survey did not distinguish
between entities with a formal
self-insurance program and those

REINSURANCE AGENCY, INC.
Sorvice boyond the Trealy e x"

111 E. Wacker Drive ® Chicago, II. 60601
Phone (312) 329-1484

that simply had no commercial in-
surance.

Only 20.5% of the respondents
said they are fully insured through
the commercial market.

More than half of the respon-
dents were self-insured for work
comp (58.4%), general liability
(55.4%), or auto (53.7%) risks. In
addition, 47% were self-insured for
public official liability, 40.6% for
police professional liability, and
37.9% for employee benefits expo-
sures.

Smaller percentages were self-
insured for property risks—28.9%
—and other risks—16.7%.

Continued on page 30
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Self-insurance

Continued from page 28

Larger entities were much more
1 kely to be self-insured than were
taeir smaller counterparts. For ex-
=mple, the average budget for enti-
ties that self-insured some expo-
sure was $195.2 million, compared
with $47.8 million for entities
without self-insurance.

" And, the average population for
those entities with self-insurance
was 223,260, compared with only
€5,761 for those that were not self-
iasured.

States were the most likely enti-
ties to self-insure: The survey
showed that 92.3% of the states re-
rresented in the survey self-in-
sured at least some risk. Some
€0.4% of the counties represented
zlso self-insured at least some
risks.

Self-insurance was used by 81%
c¢f the school districts, 77% of the
cities and 71.4% of the villages co-
vered in the survey.

The entities least likely to self-
insure, according to the survey,
were special-purpose districts,
where only 56.3% incorporate some
self-insurance into their risk man-
egement program.

PRIMA’s Ms. Wasserman also
predicted that the popularity self-
insurance would continue among
public entities.

“A lot were drawn into self-in-
surance by the hard market; and
they have found they like it, and
they’re going to keep doing it,” she
said.

In addition to retaining their
own risks, a growing number of
public entities are participating in
intergovernmental risk-sharing
pools, according to the survey.

Some 39.8% of the respondents
to the PRIMA study said they have
purchased coverage for some expo-
sures through intergovernmental
pools.

In contrast, only 25.1% of the re-
spondents to a 1981 survey con-
ducted by the International City
Management Assn. said they be-
fonged to a pool.

“I think we've seen a large num-
ber of pools come into existence

‘Il think we’ve seen a large number of pools come
into existence since the insurance crisis,” PRIMA’s
Executive Director Natalie Wasserman says. ‘And
we’ve seen a lot of pools that did not write general

~ liability coverage begin to write it.’

since the insurance crisis,” Ms.
Wasserman says.

“And we've seen a lot of pools
that did not write general liability
coverage begin to write it. . .basi-
cally because there wasn't any cov-
erage available.”

In the 1987 PRIMA study, 52.3%
of the respondents said they pool
their general liability risks, while
46% said they belong to a workers
compensation pool. In a 1985
PRIMA survey, only 8.2% of the re-
spondents pooled general liability
risks, and an equal percentage
pooled their workers compensation
risks.

Other pooled risks reported by
the 1987 survey respondents in-
cluded property, pooled by 27.3%;
public official liability, pooled by
21%; and employee benefits,
pooled by 9.7%.

The average budget for the pub-
lic entities involved in pools was
slightly higher than for those that
did not pool: $186.3 million for
pooling entities, compared with
$156.7 million for non-poocling.

But, the survey authors note,
“Despite this data on average
operating budget levels, (the sur-
vey data) supports the belief that
intergovernmental pools are par-

ticularly popular among smaller
entities.”

For example, 58.3% of entities
with annual budgets of less
than $10 million participate in
pcols.

In contrast, though, pooling is
reported by only 27.1% of entities
with budgets of between $100 mil-
lion and $250 million, and only
22.5% of those with budgets of
more than $250 million.

And, the authors say, “When
comparing the population size of
peooling and non-pooling entities, it
is evident that pooling is used
heavily by smaller entities.” The
average population of entities that
pool some risks is 146,400, com-
pared with an average population
of 226,404 for those that do not
pool.

Ms. Wasserman says that smaller
entities are more attracted to pool-
ing because ‘“‘they don't have the
same resources a larger entity
might have, so by coming together,
they can raise the premium volume

they need.”

In addition, she said, most pools
provide risk management expertise
and guidance that smaller govern-
ments might not be able to afford
on their own.

Cities are most likely to partici-
pate in intergovernmental pools:
Some 56.1% of the cities covered in
the survey pool some risks. In ad-
dition, 20.1% of the counties and
10.4% of the school districts are in-
volved in pooling.

But, pooling is reported by only
6.1% of the villages, 1.2% of the
states and 1.2% of the special-pur-
pose districts.

Finally, pooling is most popular
in the West, where 44.2% of the re-
spondents pool certain risks. Pool-
ing was reported by 30.3% of the
respondents in the South and
21.1% of the respondents in the
North Central states.

However, only 4.2% of the sur-
veyed respondents in the Northeast
participated in pooling arrange-
ments. =
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Hes just the kind of risk to take.

To some underwriters this is an eighteen-year-old with a hot car. A bad risk.

To others he’ an eighteen-year-old with a hot car, an excellent driving record, a
straight-A report card and parents with an independent business, a house, two cars and a
need for comprehensive coverage for the whole family. Not a bad risk.

At IBM, we're helping underwriters see the possibility of a good risk where they
haven’t seen it before with our Expert System Environment software.

Basically, this program can take the knowledge and experience of your underwriting

experts and make them available to others through a computer.

So, you can rest assured every underwriter in your office is able to approach a risk
decision using the same reasoning process an expert would.

©1BM 1988
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Info

® The Atlanta Healthcare Alli-
ance in conjunction with the At-
lanta Wellness Council has pub-
lished a Wellness Resource Di-
rectory, which lists community
health promotion resources. Copies
are available pre-paid to alliance
members for $10 and to non-mem-
bers for $15. Contact Kathy Witts-
chiebe, Atlanta Healthcare Alli-
ance, 1718 Peachtree St. NNW,,
Suite 552, Atlanta, Ga. 30309-
2405; 404-875-5300.

® Efficient Health Systems Inc.
is offering a free brochure describ-
ing its utilization review pro-
gram, which is in use by more than
800 clients. Copies are available
from Efficient Health Systems Inc.,
5215 Old Orchard Road, Suite 360,
Skokie, I11. 60077; 312-967-7800.

® The Self-Insurance Exchange

Inc. provides a clearinghouse of in-
formation on experts, services and
coverage information of interest to
self-insured organizations. Free
brochures listing services a self-in-
sured program should consider and
an SIEX membership application
are available from SIEX, P.O. Box
8104, Newport Beach, Calif. 92658;
714-768-0334.

® “Every Manager’s Guide to
Better Exit Interviewing” ex-
amines how companies can develop
written policies, interview forms
and conduct exit interviews as well
as use the information to correct
problems, avoid lawsuits and im-
prove workplace morale. Copies
are $24.95 each and are available
from Business & Legal Reports, 64
Wall St., Madison, Conn. 06443-
9988; 800-553-4569; in Connecti-
cut, 203-245-7448.

® Psychology Systems offers a
research publication titled “Big
Bucks in Abuse Clinics.” The
study examined chemical depen-
dency treatment programs and
their costs in nor-managed care
and managed care settings. The
study is available for $2 from Psy-
chology Systems, 615 S. Main St.,
Milpitas, Calif. 95035; 408-263-
80486.

® “Indoor Air Pollution—As-
sessment and Control” describes
the main sources of office air pol-
lution, its effects on workers and
methods used to reduce airborne
pollutant levels. Copies are $4 for
members of the Alliance of Ameri-
can Insurers and $8 for non-mem-
bers. Order from the Alliance of
American Insurers Customer Ser-
vice Department, 1501 Woodfield
Road, Schaumburg, Ill. 60173~
4980; 312-330-8500.

® The Health Insurance Assn. of

America is offering a reference
guide of health insurance and
health economics statistics called
the “HIAA Health Trends Chart-
book.” It includes data on private
insurance or public health pro-
grams, Medicare and Medicaid
benefit payments and the growth
in the cost of medical care from
1980-87. Single copies are avail-
able free from the HIAA, P.O. Box
41455, Washington, D.C. 20018;
202-223-7786.

® Alexander & Alexander Ser-
vices Inc.’s Captive Management
Services unit has published a bro-
chure on setting up alternatives
to traditional insurance pro-
grams,. Services described include
feasibility studies, financial and
administrative services, partici-
pating program services, property
reinsurance facilities and special
risk services. Free copies are avail-
able from Captive Management
Services, A&A Services Inc., 220 E.
42nd St., New York, N.Y. 10017;

They can ask the same questions, gather and look at the same information, cross-
check the same facts, and before they draw their own conclusions, find out what an expert
would have done in the same situation.

Not only does this way of working promote consistent policy writing, it promotes

better decision making

across the board. And better decisions lead to better profitability.

What’s more, IBM's Expert System software is an excellent training tool. People learn
the right way, right from the start.
If you would like to start sharing the wisdom already in your company, call 1-800-IBM-
2468, ext. 23 to arrange for an IBM marketing representative to contact you or for literature.

We'll help you separate the good risks from the bad.

= 'The Bigger Picture

212-840-8500.

@ “The Handbook of Hazard-
ous Materials” by the Industrial
Hygiene Subcommittee of the Alli-
ance of American Insurers helps
safety and health professionals
recognize and evaluate hazardous
materials in the workplace. The
232-page book, which costs $4.50
for members and $9.50 for non-
members, is available from the Al-
liance of American Insurers’ Order
Department, 1501 Woodfield Road,
Suite 400 West, Schaumburg, Il
60173-4980; 312-330-8500.

® “Health Benefits for an
Aging Workforce: Issues and
Strategies” is a research report on
older workers, their health status
and the effects of older workers on
corporate health care cost manage-
ment programs. The report also
suggests strategies to influence
health care behavior of older
workers and the development of
health promotion programs. Copies
of the report are available for $2(
each from the Washington Busi-
ness Group on Health, 229 Penn-
sylvania Ave. S.E., Washington
D.C. 20003; 202-547-6644.

® The Alliance of American In-
surers is offering the 26th edition
of its “Policy Kit for Students of
Insurance.” The kit includes sam-
ple policies, endorsements and
forms used in property/casualty
fire, marine and life insurance.
Copies of publication No. E-SUP-
03-788 are available to the public
for $7.50 each plus a $2.50 ship-
ping charge from the Alliance of
American Insurers, Customer Ser-
vice Department, 1501 Woodfield
Road, Suite 400 W., Schaumburg,
I11. 60173-4980; 312-330-8500.

® “Controlling Benefit Costs
with a Claim Audit” is published
by Coopers & Lybrand to help em-
ployers identify how an audit can
save money by reducing adminis-
trative errors, plan design ineffi-
ciency and overutilization of medi-
cal services. Free copies are
available from Coopers & Lybrand
Joanne Neary, Actuarial, Benefits
and Compensation Group, 1251
Ave. of the Americas, New York
N.¥Y. 10020; 212-536-1652.

® The St. Louis Area Business
Health Coalition has published
“HMO Adverse Selection, Po-
tential Employer Responses,”
which helps employers determine
if the selection of health mainte-
nance organizations by younger
healthier workers has increased
corporate health care costs. The
booklet also offers strategies tc
minimize adverse selection. Copies
are available for $10 each from the
coalition, 1030 Woodcrest Terrace
Drive, Suite 130, St. Louis, Mo
63141; 314-576-4090.

® A reference book on acquired
immune deficiency syndrome anc
the insurance industry is a collec-
tion of law review articles, report:
and positions papers. “AIDS:
ONE-Legal, Social and Ethical
Issues Facing the Insurance In
dustry” explores AIDS testing,
confidentiality; liability for hospi-
tals, doctors, blood banks and test-
ing labs; and underwriting risks
The book is available for $22.5(
per copy from NILS Publishing
Co., 21625 Prairie St., Chatsworth
Calif. 91313-2507; 800-423-5910
in California, 818-998-8830.

]

Have a new report, booklet or edu-
cational brochure you'd like tc
send to buyers of insurance? Busi-
ness Insurance will describe ma-
teriel costing less than $25 as an
editorial service in the Info col-
umn. Simply send us a copy of the
item to be offered and a short de-
scription of it, along with the cos
and a mailing address. Address all
contributions to Info, Business In-
surance, 740 N. Rush St., Chicago,
Iil. 60611-2590.
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FASB rule to cut corporate earnings

The Financial Accounting Stan-
dards Board’s proposed accounting
rule for post-ratirement health
benefits is worrying corporate
benefit managers because of the
multibillion-dollar magnitude of
the liabilities, tke near absence of
tax-advantaged funding vehicles
and case law thkat restricts cost-
containment mezsures.

Because most post-retirement
health plans are a0t prefunded, the
proposed accounting rule—to be
released next month—will result in
lower corpora:e earnings and
larger liabilities.

The Department of Labor esti-
mates the health care liabilities for
current retirees at $85 billion,
while the liabil.ty for future re-
tirees, with increases in health
costs factored in stands at $2 tril-

By switching to accrual from cash accounting for
post-retirement benefits, FASB is forcing
employers to recognize a liability that already
exists, which will be painful because very few
corporations prefund retiree health care benefits.

lion, according to a report by
TPF&C, the benefits and actuarial
consulting division of Towers, Per-
rin, Forster & Crosby Inc. of New
York.

The rule now being considered
by FASB, however, is not the root
cause of corporate America’s medi-
cal benefit malaise.

Galloping medical care inflation
and ill-designed plans that saddle

employers with an open-end liabil-
ity also contribute to the coming
crisis in post-retirement health
care.

By requiring a switch to accrual
from cash accounting for post-re-
tirement welfare benefits, FASB is
forcing employers to recognize a li-
ability that already exists. Reccg-
nition of that liability will be pain-
ful because very few corporaticns

prefund post-retirement benefits
other than pensions.

Still, representatives of Moody's
Investors Service Inc. and Stan-
dard & Poor’s Co-p. said they do
not expect the new accounting rule
to have much effect on credit qual-
ity because the liabilities already
are factored into companies’ debt
ratings.

While contributions to a pensicn
plan are a tax-deductible expense
and the investment income earned
by the pension trust is tax exempt,
post-retirement medical plans tv-
pically enjoy neither advantage.

Tax-advantagec prefunding of
post-retirement medical benefits is
allowed through a welfare plan
trust established under Secticn
501(c)(9) of the Internal Revenue
Code or through a pension plzn
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Tricky Transition: Claims-made to Occurrence.

Insureds must avoid creating coverage gap.

During the hard market, many insureds had no other choice than to accept
claims-made coverage. Now increased competitiveness in the casualty market
1s prompting insurers to respond to buyer dqmand for occurrence coverages

&S replacement.

While occurrence forms generally are preferred, insureds should be alert |
to the potential coverage gaps that could result when converting from

claims-made.

Problems can arise because of the distinctly different “triggers” of the

‘ two types of forms.

Insureds should conduct a thorough survey to establish the existence of
eny and all claims, as well as any occurrences or events that could give rise

to claims.

Insureds also should consider the purchase of an extended reporting
period from the incumbent claims-made insarer and explore claims-made

discovery period buy-back coverage from specialized markets.

Retroactive buy-back of occurrence coverage also should be discussed |
when negotiating with underwriters.

For more information call your local J&H office.

© 1988 Johnson & Higgins

under Section 401(h), but stiff re-
strictions make both options un-
appealing.

The 501(c)(9) trust, or Voluntary
Employee Beneficiary Assn., lost
much of its appeal as a vehicle
with which to prefund retiree
health benefits when the Deficit
Reduction Act of 1984 limited the
amount deductible to the current
cost of the benefits. This tax legis-
lation eliminated tax advantages
for prefunding cost increases re-
sulting from higher medical costs
and greater use of medical ser-
vices.

And, investment income earned
by VEBAs and used to fund retiree
health care costs is taxable.

Tax-advantaged contributions
under section 401(h) are less at-
tractive because of a provision that
limits contributions to no more
than 25% of pension plan contribu-
tions.

Sponsors of well-funded pension
plans would not be able to use
401(h) plans because of that rule.

Using surplus pension plan
assets from a terminated plan to
fund post-retirement medical ben-
efits is discouraged because a pen-
sion reversion would be subject to
income tax and a special 10% ex-
cise tax.

Employers “understand there is
a liability and that it's a real liabil-
ity that should be recognized,”
said William B. Madden, a senior
vp at SEI Corp. in Chicago.

“But they are saying, ‘If I have to
recognize this liability then I bet-
ter have a means of funding it," and
they don't see a means coming
down the pike,” Mr. Madden said.

For a company with 2,000 re-
tirees and 10,000 employees, post-
retirement medical liabilities for
current and future retirees would
total approximately $300 million
or more, according to the TPF&C
report.

Recognition of post-retirement
benefit costs on an accrual basis
could reduce earnings per share at
some companies by as much as 35
cents to 45 cents, according to a
report prepared by consultant Wil-
liam M. Mercer-Meidinger-Hansen
Inc.

The new accounting rule, which
is expected to be released next
month, is based on the assumption
that post-retirement health care is
deferred compensation and the re-
sulting obligation should be recog-
nized as service is rendered. Mea-
surement of the obligation would
have to be based on explicit as-
sumptions about the timing and
amount of future benefits, health
care cost trends, Medicare reim-
bursement and several other fac-
tors.

The rule would require balance
sheet disclosure of the employer's
unfunded minimum liability and
accrual of expense from the date of
hire to expected retirement date in
cases in which benefits are not de-
fined in terms of years of service.

A public hearing on the FASB
exposure draft is planned for mid-
1989; issuance of the final stan-
dard is expected later next year.

Provisions of the final standard
generally would be effective for
fiscal years beginning after Dec.
15, 1991.

Recognition of the minimum lia-
bility—the unfunded present value
of the accumulated benefit obliga-
tion for retirees—would be delayed
to fiscal years beginning after Dec.
15, 1993.

FASB already has made two
changes that make the reporting
requirements less onerous, but ad-
ditional calls for concessions likely
will face the board before the draft
is made final.

In August, FASB extended the
expense accrual period to the em-

Continued on page 34



Other containment

lans treat these symptoms.
Ours cures the disease.

They’re stacking up. Everyday.
More and more of them. For more
and more money. And there’s no end
in sight.

One solution might be hiring
a cost containment company armed
with statistical models and computer
programs to assign length of stay.

Or you could hire Cost Care.

We deal with real issues driving
your medical costs higher. Medical
necessity. The appropriateness of
setting. Even alternate care.

And most importantly, we do it
on a case-by-case basis. We never
resort to prescribed formulas.

Our staff physicians, all board-

certified, review every hospital admis-
sion or elective surgical case. They
discuss the case with the patient’s
doctor. Working together they reach
a consensus on the best treatment.

The result of this approach is
elimination of unnecessary medical
treatment, the most effective use of

available medical dollars, and maxi-

mum cooperation between physicians.

At Cost Care we also use the
same approach in catastrophic medical
case management, long-term disabil-
ity, and mental and substance abuse
case management.

The success of our plans can be
seen in the bottom line. Based on our

past performance you can expect a
savings of 13 to 22 percent in health
plan costs.

Not only that, at Cost Care we
provide you with all the necessary
data to pinpoint precisely where and
how you saved money.

If you want to find a cure for your
medical cost containment problem, call
your consultant and ask him about
Cost Care.

Or call Ray Foose, Cost Care
vice president, at 1-800-537-3970.
He can prescribe one for you.

COST CarEe

THE HARDER YOU LOOK,
THE BETTER WE LOOK.
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Ocean Marine, Inland Marine

and Commercial Aviation

FACILITIES AVAILABLE
TO AGENTS & BROKERS OF MEMBER COMPANIES

MUTUAL MARINE OFFICE, INC.

100 PARK AVENUE, NEW YORK, N.Y. 10017 e 21 2—953-0580

Pacific Mutual Marine Office, Inc.
100 Pine Street, San Francisco, CA 94111 e 415—421-8972

Mutual Marine Office of the Midwest, Inc.

20 N, Wacker Drive, Chicago, lllinois 60606 ® 31 2—368-1120
General Managers
NEW YORK MARINE AND GENERAL INSURANCE COMPANY
GOTHAM INSURANCE CO.
—Marine Managers— NEW YORK MARINE AND GENERAL
INSURANCE CO.
PENNSYLVANIA NATIONAL MUTUAL
CASUALTY INSURANCE CO.
REPUBLIC-FRANKLIN INSURANCE CO.
UTICA MUTUAL INSURANCE CO.

ARKWRIGHT MUTUAL INSURANCE CO.
GRAPHIC ARTS MUTUAL INSURANCE CO.
LUMBER MUTUAL INSURANCE CO.

FASB proposal

Continued from page 32

ployee’s expected retirement date
rather than the earliest eligible re-
tirement date.

An expensing period that starts
at the date of hire and ends with
the expected retirement date
would benefit employers because
this approach would spread out the
accrual of these costs.

The board also concluded the
minimum liability would reflect
the obligation for retirees only,
rather than retirees and those eli-
gible for retirement.

Additional concessions by FASB
are unlikely, said Diana J. Scott,
FASB's project manager for post-
retirement benefits. “We've gone
as far as we are going to go. There’s
not much more to give up, quite
honestly.”

Employers, however, support a
change that would delay recogni-
tion of the minimum liability, said
D. Gerald Searfoss, director of ac-
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OCEAN, INLAND MARINE,
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counting standards at Touche Ross
& Co. in New York. “‘Companies
that face the minimum obligation
would certainly desire some way of
bringing it in on a piecemeal
basis.”

In the longer term, employers
will try to cope with the FASB pro-
posal by reducing or eliminating
post-retirement health care bene-
fits. That approach, however, runs
the risk of legal challenges by re-
tirees.

Retirees who receive health in-
surance from a company that has
filed for bankruptey under Chapter
11 of the Federal Bankruptcy Act
enjoy an added measure of protec-
tion as a result of legislation en-
acted in June.

The Retiree Benefits Bankruptcy
Protection Act bars companies
under Chapter 11 from modifying
retiree health care benefits unless
they can show the measure is nec-
essary to avoid liquidation (BI,
June 4).

Although the Employee Retire-
ment Income Security Act of 1974
specifically exempts welfare plans
from the vesting requirements that
apply to pension plans, retirees
have won court rulings that state
that retirees have a right to health
care benefits.

Employers have been vulnerable
to these legal challenges because
the federal courts have looked be-
yond ambiguously worded plan

‘We’ve gone as far as
we are going to go.
There’s not much
more to give up,’
says Ms. Scott.

documents and collective bargain-
ing agreements to determine
whether employee benefit book-
lets, oral communications and pat-
terns of conduct establish a con-
tractual promise of lifetime
medical benefits.

For example, in a 1984 case in-
volving Bethlehem Steel Corp., a
federal court in New York state
considered exit interviews and
company-issued retirement pam-
phlets (BI, March 18, 1985). Ruling
in favor of the retirees, the court
found Bethlehem did create “non-
terminable” post-retirement medi-
cal benefits, although retirees were
liable for copayments and deduct-
ibles.

In a 1985 case involving Ameri-
can General Corp., a federal court
in Tennessee found the employer
could not rely on an escape clause
that allowed modification of ben-
efits if that step became “neces-
sary.” The court concluded the
promise to provide lifetime bene-
fits could be avoided only if the
financial base of the corporation
were threatened. The company'’s fi-
nancial performance over two
quarters suggested there had been
insufficient cause to amend the
plan, the court concluded.

The 6th U.S. Circuit Court of
Appeals, ruling for retirees in a
1984 case involving Yard-Man Inc.,
which the Supreme Court declined
to review, said post-retirement
benefits carry with them an infer-
ence that they continue so long as
the beneficiary of the health care
coverage retains his or her status
as a retiree. That inference, how-
ever, could be overcome by other
evidence about the understanding
between the employer and employ-
ees, the court said.

Other cases give employers
greater flexibility in deciding
whether to modify or terminate re-
tiree benefits. In the White Farm
Equipment Co. case (BI, May 12,
1986), the 6th Circuit in 1986 over-
ruled a decision that ERISA barred
an employer from terminating the
welfare benefits of retired employ-
ees.

—Crain News Service
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FASB puts employers’ actuaries to work

Legions of actuaries and benefits
specialists are working to assess
the impact of a controversial ac-
counting proposal that would re-
quire companies each year to ac-
count for the millions of dollars
they potentially will owe for re-
tiree health care and life insurance
benefits.

More than two-thirds of large
U.S. employers provide post-em-
ployment benefits. That is why the
Financial Accounting Standards
Board's proposal has elevated re-
tiree benefits to the national
agenda (see story, page 32).

“This is a societal problem, not
just a corporate problem,” said
Lonnie Arnett, vp at Bethlehem
Steel Corp. of Bethlehem, Pa.

Some companies never have of-
fered their retirees such benefits.
Many others do, but operate on a
pay-as-you-go basis.

Companies that do provide re-
tiree health care benefits are trying
to assess the size of their potential
liability and the impact of the
FASB proposal on their balance
sheets and reported earnings.

Some companies are also trying
to reduce that liability by intro-
ducing cost-containment measures
into their retiree health care plans.

A recent survey of Fortune 1,000
companies by TPF&C, the benefits
and actuarial consulting division
of Towers, Perrin, Forster &
Crosby Inc., found that 38% of re-
spondents recently had raised de-
ductibles and copayments in re-
tiree health care plans; 28% had
implemented mandatory second
surgical opinions or hospital pre-
certification; and 16% had in-
creased employee contributions to
the cost of the plans.

A minority of companies—such
as New York-based The Equitable
Life Assurance Society of the
United States—have redesigned
their retiree benefit plans by scal-
ing back or eliminating benefits.
And, some companies have started
to prefund future retiree benefits
obligations, although there are few
tax incentives to do so.

The Equitable last year studied
its post-retirement benefits obliga-
tions and made significant changes
in its retiree health program effec-
tive Jan. 1, 1988, according to Bob
Sjogren, vp.

He said the insurance and finan-
cial services concern calculated a
more than $500 million unfunded
liability based on the present value
of future retiree benefits.

Among changes instituted to ad-
dress this liability, the percentage
of a retiree’s health care benefits
paid by the Equitable now depends
on years of service, with the com-
pany picking up 100% of the cost
for employees with 30 or more
years of service.

In addition, Equitable decided to
prefund some of the benefits by
buying corporate-owned life insur-
ance.

“We are exploring ways of ad-
vance funding where we can get
tax deductions,” Mr. Sjogren said.
“Our approach to the problem has
been to reduce liabilities by relat-
ing costs to years of service, to look
at life insurance and offer employ-
ees universal life, and later to re-
design benefits packages.”

Many companies—including
Avon Products Inc., Texaco Inc.,
American Express Corp. and Ford
Motor Co.—still are evaluating the

November, we anticipate having
numbers to work with. There's a
huge range depending on the as-
sumptions you use on health care
cost inflation, which makes it hard
to assess.”

Michael Monaco, corporate con-
troller at American Express in
New York, said his company’s ac-
tuaries are estimating the financial
services company’s liability under
the FASB proposal.

“It could be 5% to 10% of our eq-
uity. It's a significant number. We
have a fairly young work force, but
as our work force matures the lia-
bility will become greater and
greater,” Mr. Monaco said.

Aside from taking steps to con-
tain costs and assess the impact of
the proposal, companies also are
preparing comment papers to sub-
mit to the FASB when the expo-

sure draft is released next month.

Benefits executives are con-
cerned about several aspects of the
proposal, especially the transition
rules, how to measure the un-
funded liability and the proposal's
significant balance sheet impact.

Most would like to see the tran-
sition period stretched out over 20
to 30 years instead of 15 years.
They compare FASB's proposed
changes to the significant pension
accounting revisions that have
been enacted in the past 20 years.

“One overall concern is that too
fundamental and major an ac-
counting change is being consid-
ered in too rapid a way,” Ford's
Mr. Coulson said. “It appears that
FASB is trying to get to the same
conceptual stage as it did with
pensions but without the evolu-
tionary fashion.”

While company executives don't
argue with recording the liability,
they are wrestling with the as-
sumptions about health care in-
flation rates that will be used to
help calculate that liability.

Mr. Coulson and other execu-
tives would like to spread the ef-
fect of the accounting changes over
many years, which not only would
cushion its impact on the balance
sheet but give companies time to
develop better cost data.

“I don't think it makes sense to
develop costs based on today’s
health care inflation rates (and)
then discount it back to present
value. That would have the ten-
dency to front-load costs and may
pull the inflation rate up,” Mr.
Coulson said. “We don’t think the
health care inflation rate of today
—12% to 15%—will continue at

that rate.”

“The issue of measurability is a
concern. Is it measurable? Reli-
able? Does it belong on the bal-
ance sheet?” asked William Ihlan
Feldt, assistant controller at Shell
0Oil Co. in Houston. ““A lot of prom-
ises have been made that haven't
been priced.”

While companies are reluctant to
release figures on the balance sheet
impact of the FASB proposal, all
agreed the numbers would be large
for many companies.

“It would be a significant im-
pact on the balance sheet. We mea-
sured our unrealized obligation. It
is a very significant number. We'd
still have a very positive surplus,
nevertheless it would be a big part
of our surplus,” The Equitable’'s
Mr. Sjogren said.

—Crain News Service
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uluable employees are certainly entitled
to their just deserts. But like most compan-
ies today, you simply can’t afford to keep

intelligently. No matter how much money
they make.

MoneyTrac is a package of money man-

swallowing the costs of new benefits.

The answer? MoneyTracs™ from The
Travelers. The new personal money man-
agement service that can immediately
increase the value of your employees’ total
compensation package.

By helping them save, spend, borrow,
invest and protect their money more

impact of the FASB proposal and
reviewing their benefits packages.
“We are clearly in the group of
companies doing analysis. But it's
difficult to assess the cost. It’s a
moving target,” said Dan Coulson,
accounting director for Ford in
Dearborn, Mich.
Philadelphia-based CIGNA
Corp. is doing ‘‘some rough sizing
of the problem,"” according to Paul
Lukens, vp and controller. By

agement services %our employees will make

use of every day. Brought right to where
they work. It’s also savings accounts that
reward higher balances w1§1 eater inter-
est. Insurance and credit products with
special rate advantages. Professional help in
eveloping a goal-oriented financial plan.
All tracked on an integrated monthly
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SEPT. 20. CAOHC Approved Recertification
Course in Occupational Hearing Conserva-
tion in San Antonio, Texas, sponsored by Im-
pact Hearing Conservation Inc.; $150. Also Oct.
4 in Ogden, Utah; Nov. 1 in Milwaukee; Dec. 1.
in Kansas City, Mo. Impact Hearing Conserva-
tion Inc., 406 W. 34th St., Suite 400, Kansas
City, Mo, 64111; 800-346-2139; 816-531-4848.

SEPT. 20-21. Ergonomics and Job Modifica-
tions course in Long Grove, Ill., sponsored by
the National Loss Control Service Corp.; $350.
Mational Loss Control Service Corp., K-3, Long
Grove, I1l. 60049-0075.

SEPT. 20-22. Fund tals of Rei ance
seminar in Dallas, sponsored by the University
of Dallas Graduate School of Management;
$545. Bruce Evans, Executive Director, Univer-
sity of Dallas, Reinsurance Management Insti-
tute, Irving, Texas 75062; 214-721-5360.

SEPT. 21-23. Occupational Health Nursing:
Basic Theory and Update course in Los An-
geles, sponsored by the University of Southern
California, Institute of Safety and Systems Man-
agement; $405. Institute of Safety and Systems
Management, Professional Programs, 3500 S.
Figueroa St., Suite 202, Los Angeles, Calif.
90007; 213-743-6523.

SEPT. 21-23. CAGHC Approved Training
Course in Hearing Conservation in San Anto-
nio, Texas, sponsored by Impact Hearing Con-
servation Inc.; $325. Also Oct. 57 in Ogden,
Utah; Nev, 24 in Milwaukee. Impact Hearing
Conservation Inc., 406 W. 34th St., Suite 400,
Kansas City, Mo. 64111; 800-346-2139; 816-
531-4848.

SEPT. 21-23, Designing a Flexible Benefit
Program: a Workshop in Chicago, sponsored
by the American Management Assn. Human Re-
sources Division; $745 for AMA members; $635
for three or more people from the same organi-
zation; $850 for non-members; $725 for three or
more people from the same organization. Also
Oct. 10-12 in New York City. American Manage-
ment Assn,, P.O, Box 319, Saranac Lake, N.Y,
12983; 518-891-0065.

SEPT. 22. Questions on the CGL and CP Po-
licies? Ask the Claims Department workshop
in New Cumberland, Pa., sponsored by The So-
ciety of Chartered Property & Casualty Un-
derwriters; $130 for Society of CPCU members;
$160 for non-members. Alsoe Oct. 27 in Elm-
hurst, Ill. Mari Jennings, Professional Services
Coordinator, Society of Chartered Property &
Casualty Underwriters, Kahler Hall, 720 Provi-
dence Road, CB#, Malvern, Pa. 19355; 215-251-
2741.

SEPT. 22-23. 1988 Washington Conference on
Risk Assessment in Alexandria, Va., sponsored
by the Center for Energy & Environmental Man-
agement; $585. Center for Energy & Environ-
mental Management, P.O. Box 200, Fairfax Sta-
tion, Va. 22039; 703-250-5900.

SEPT. 26. Employer Solutions to Child Care
and Elder Care Issues conference in New York
City, sponsored by the International Foundation
of Employee Benefit Plans; $185 for IFEBP
members; $210 for non-members. Registration
Department, International Foundation of Em-
ployee Benefit Plans, P.O. Box 59, Brookfield,
Wis. 53008-0069; 414-786-6700.

SEPT. 26-28. Technigues of Loss Control
course in Chicago, sponsored by the Risk & In-
surance Management Society Inc.; $540 for
RIMS members; $640 for non-members. Risk &
Insurance Management Society, 205 E. 42nd
St., Suite 1504, New York, N.Y. 10017; 212-286-
9292,

SEPT. 26-28, Fundamentals of Insurance
course in New York City, sponsored by the Risk
& Insurance Management Society Inc.; $540 for
RIMS members; $640 for non-members. Also
Dec. 5-7 in Charlotte. Risk & Insurance Manage-
ment Society, 205 E. 42nd St., Suite 1504, New
Yeork, N.Y. 10017; 212-286-9292.

SEPT. 26-28. Managing Program Implemen-
tation course in Valley Forge, Pa., sponsored by
the International Loss Control Institute; $513

for ILCI members; $570 for non-members. Pat
Bennett, International Loss Contrel Institute,
P.O. Box 345, Loganville, Ga. 30249; 404-466-
2208.

SEPT. 26-30. Modern Safety Management
course in Atlanta, sponsored by the Interna-
tional Loss Control Institute; $675 for ILCI
members; $750 for non-members. Pat Bennett,
International Laoss Control Institute, P.O. Box
345, Loganville, Ga. 30249; 404-466-2208.

SEPT. 26-30. Fundamentals of Industrial
Hygiene Monitoring course in Long Grove, I,
sponsored by National Loss Control Service
Corp.; $500. Also Nov. 14-18. National Loss
Control Service Corp,, K-3, Long Grove, Il
60049-0075.

SEPT. 27-30. Self-Insurance Institute of
America’s Eighth Annual Educational Con-
ference in Phoenix, Ariz.; $§5956 for SHHA mem-
bers; $695 for non-members, Conference regis-
trar, Self-Insurance Institute of America,
714-261-2553.

SEPT. 28. Section 89: Non-Discrimination
Employee Benefit Plans seminar in Chicago,
sponsored by the Illinois State Chamber of
Commeree; $50 for ISCC members; $75 for non-
members. ISCC Center for Business Manage-
ment, 20 N. Wacker Drive, Chicago, Hl. 60606;
312-372-7373.

SEPT. 28-30. Yermont Captive Conference:
The State of the Art in Warren, Vt., sponsored

‘want better
pie, or show them a

statement that can help your employees
with their budgeting and bill payin

And can serve as their personal roadmap

to finandial peace of mind.
Meanwhile, your out-of-pocket costs are
minimal. And e Travelers does all the

administrative work.
If your com

the cuttm

our Vice

1-800-862-7355

dpany would like to be on
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benefits,
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by the Tillinghast Division of Towers, Perrin,
Forster & Crosby Inc.; $50 for basic course; $600
for captive conference. Conference Director,
Tillinghast/TPF&C, 722 Post Road, Darien,
Conn, 06280, 203-655-9791.

SEPT. 28-30, Claims Management course in
Boston, sponsored by the Risk & Insurance Man-
agement Society Inc.; $595 for RIMS members;
$695 for non-members. Also Nov. 16-18 in At-
lanta. Risk & Insurance Management Society,
205 E. 42nd St., Suite 1504, New York, N.Y.
10017; 212-286-9292.

SEPT. 29-30, Problem Solving Team Leader-
ship course in Valley Forge, Pa., sponsored by
the International Loss Control Institute, $342
for ILCI members; $380 for non-members. Pat
Bennett, International Loss Control Institute,
P.O. Box 345, Loganville, Ga. 30249; 404-466-
2208.

SEPT. 29-30. Managed Health Care: Legal
and Operational Issues seminar in New York
City, sponsored by the Practising Law Institute;
$425; $45 for coursebook only. Practising Law
Institute, Department 8A-105, 810 Seventh Ave,,
New York, N.¥. 10019; 212-765-5700, extension
271.

SEPT. 29-30. Lloyd's, the ILU and the Lon-
don Insurance Market seminar in New York
City, co-sponsored by the Practising Law Insti-
tute and Hawksmere Ltd.; $450; $45 for course-
book only. Practising Law Institute, Department
8A-105, 810 Seventh Ave., New York, N.Y.
10019; 212-765-5700, extension 271.

OCT. 2-6. Advanced Reinsurance course in
Westchester, N.Y., sp ed by The College of
Insurance; $1,095 for college sponsors; $1,185
for non-sponsors. The College of Insurance, 1
Insurance Plaza, 101 Murray St., New York,
N.¥. 10007; 212-962-4111.

OCT. 3. Insurance Buying-A Strategy for
1989 seminar in London, sponsored by Insur-
ance & Reinsurance Research Group Litd.; 125
pounds ($210) plus VAT. Caroline Atkinson, In-
surance & Reinsurance Research Group Lid.,
Bridge House, 181 Queen Victoria St., London,
England EC4V 4DD; phone: 01-236-2175; fax:
01-489-1487.

OCT. 34 Handling the Hurricane: A Time of
Transitions in Health Insurance seminar in
Las Vegas, Nev.,, spc d by the Professional
Mass-Marketing Assn.; by Sept. 23: $250 for
PIMA members, $350 for non-members ($100
applied to PIMA membership dues); after Sept.
23; $300 for PIMA members, $400 for non-mem-
bers ($100 applied to PIMA membership dues).
Professional Insurance Mass-Marketing Assn.,
4733 Bethesda Ave., Suite 330, Bethesda, Md.
20814-5228; 301-951-1260.

OCT. 3-5. Environmental Regulation course
in Washington, D.C., sponsored by Executive
Enterprises Inc.; $995 for first registrant; $885
for each additional registrant from the same or-
ganization. Also Nov. 14-16. Executive Enter-
prises Inc., 22 W. 21st St,, New York, N.Y.
10010~6904; 800-831-8333; 212-645-7880 within
New York.

OCT. 3-5. 1988 Computerized Plan Adminis-
tration Institute in Baltimore, sponsored by
the International Foundation of Employee Ben-
efit Plans; $480 for IFEBP members; $555 for
non-members, International Foundation of Em-
ployee Benefit Plans, P.O. Box 69, Brookfield,
Wis. 53008-0069; 414-786-6700.

OCT. 3-6. Loss Control Management course in
Atlanta, sponsored by the International Loss
Control Institute; $625.50 for ILCI members;
$695 for non-members. Pat Bennett, Interna-
tional Loss Control Institute, P.O. Box 345, Lo-
ganville, Ga. 30249; 404-466-2208.

OCT. 4. Section 89 Non-discrimination
Rules for Welfare Plans seminar in Baltimore,
sponsored by Yaffe & Co.; no charge. Also Oct.
7 in Washington, D.C. Yaffe & Co., 800 N.
Charles St., Baltimore, Md. 21201; 301-332-
1166, extension 323.

OCT. 4. 1989 London Insurance Market Non-
Marine Prospects seminar in London, spon-
sored by Insurance & Reinsurance Research
Group Ltd.; 190 pounds ($319) plus VAT. Caro-
line Atkinson, Insurance & Reinsurance Re-
search Group Ltd., Bridge House, 181 Queen
Victoria St., London, England EC4V 4DD;
phone: 01-236-2175; fax: 01-489-1487,

OCT. 4-6. Contract Works & Coniractors
Liabilities seminar in London, sponsored by
Insurance & Reinsurance Research Group Ltd.;
460 pounds ($773) plus VAT. Caroline Atkinson,
Insurance & Reinsurance Research Group Ltd.,
Bridge House, 181 Queen Victoria St., London,
England EC4V 4DD; phone: 01-236-2175; fax:
01-489-1487.

OCT. 5. Risk Management and Safety Tech-
nigues for Public Agency Recreation Pro-
grams, School Playgrounds, Parks and Faci-
litles seminar in Oxnard, Calif., sponsored by
Risk Management Seminars; $150. Also Oet. 11
in Ontario, Calif,, Qct. 12 in Irvine, Calif., Oct.
25 in Sacramento, Calif., and Oct. 26 in Plea-
santon, Calif. Risk Management Seminars, P.O.
Box 1601, Sonoma, Calif. 95476-1601; 415-943-
1556.

OCT. 5. 1989 London Insurance Market Ma-
rine and Aviation Prospects seminar in Lon-
don, sponsored by Insurance & Reinsurance Re-
search Group Ltd.; 190 pounds ($319) plus VAT.
Caroline Atkinsen, Insurance & Reinsurance
Research Group Ltd., Bridge House, 181 Queen
Victoria St., London, England EC4V 4DD;
phone: 01-236-2175; fax: 01-489-1487.

OCT. 5-7. Fundamentals of Risk Financing
course in Orlando, Fla., sponsored by the Risk &
Insurance Management Society Inc.; $540 for
RIMS members; $640 for non-members, Risk &
Insurance Management Society Inc., 205 E. 42nd

Continued on next page
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St., Suite 1504, New York, N.Y. 10017; 212-286-
9202,

OCT. 6-7. Reinsurance Disputes and Arbi-
tration course in Chicago, sponsored by The
College of Insurance; $595 for college sponsors;
$695 for non-sponsors; less $100 for subsequent
registrants from the same organization. Alse
Nov. 34 in San Francisco. The College of Insur-
ance, 1 Insurance Plaza, 101 Murray St., New
York, N.Y. 10007; 212-962-4111.

OCT. 7. 1988 Annual Seminar; Legal Trends
Affecting Workers Compensation in New
York City, sponsored by the National Council on
Compensation Insurance; $185 for NCCI mem-
bers; $225 for non-members. David Knoblock,
National Council on Compensation Insurance, 1
Penn Plaza, New York, N.Y. 10119; 212-560-
1846.

OCT. 9-12. Annual Society of Chartered
Property & Casualty Underwriters Meeting:
Responding to Need, Helping You Lead in
Cincinnati, $275 for Seciety of CPCU members;
$170 for guests. Society of Chartered Property &
Casualty Underwriters, Kahler Hall, 720 Provi-
dence Road, CB#, Malvern, Pa. 19355-0709;
215-251-2728.

OCT. 10-12. Managing Program Implemen-
tation course in Atlanta, sponsored by the In-
ternational Loss Control Institute; $513 for ILCI
members; $570 for non-members. Pat Bennett,
International Loss Control Institute, P.O. Box
345, Loganville, Ga. 30249; 404-466-2208.

OCT, 10-12. Reinsurance Auditing and Ac-
counting course in Chicago, sponsored by The
College of Insurance; $795 for college sponsors;
$895 for non-sponsors; less $100 for subsequent
registrants from the same organization. The
College of Insurance, 1 Insurance Plaza, 101
Murray St., New York, N.Y. 10007; 212-962-
4111.

OCT. 10-14. Modern Safety Management
(Spanish) course in Orlando, Fla., sponsored by
the International Loss Control Institute; $675
for ILCI members; $750 for non-members. Pat
Bennett, International Loss Control Institute,
P.O. Box 345, Loganville, Ga. 30249; 404-466-
2208.

OCT. 10-14. Advanced Reinsurance Practice
seminar in London, sponscred by Insurance &
Reinsurance Research Group Ltd.; 725 pounds
($1,218) plus VAT. Caroline Atkinson, Insurance
& Reinsurance Research Group Ltd., Bridge
House, 181 Queen Victoria St., London, England

EC4V 4DD; phone: 01-236-2175; fax: 01-489-
1487,

OCT. 11-12. Loss Commutations: Planning,
Preparation, Negotiation and Agreement se-
minar in New York City, sponsozed by Execu-
tive Enterprises Inc.; $895 per person plus $95
registration fee per organization. Executive En-
terprises Inc., 22 W. 21st St;, New York, N.Y.
10010-6904; 800-831-8333; 212-645-T880 within
New York. -

OCT. 12. Professional Indemnity seminar in
London, sponsored by Insurance & Reinsurance
Research Group Ltd.; 190 pounds ($319) plus
VAT. Caroline Atkinson, Insurance & Reinsur-
ance Research Group Ltd, Bridge House, 181
Queen Victoria St., London, England EC4V
4DD; phone: 01-236-2175; fax: 01-489-1487.

OCT. 12-13. Transportation of Hazardous
Materials/Waste course in Los Angeles, spon-
sored by the University of Southern California,
Institute of Safety and Systems Management;
$300. Institute of Safety and Systems Manage-
ment, Professicnal Programs, 3500 S. Figueroa
St., Suite 202, Los Angeles, Calit. 90007; 213-
T43-6523.

OCT. 12-14. Understanding Property-Ca-
sualty Statutory Financial Statements se-
minar in Chicago, sponsored by Executive En-
terprises Inc.; $995; $895 for each additional
registrant from the same organ:zation. Also
Nov. 30-Dec. 2 in New York City. Executive
Enterprises Inc., 22 W. 21st St., New York, N.Y.

10010-6904; 800-831-8333; 212-645-7680 within
New York.

OCT. 12-14. Fundamentals of Property and
Casualty Reinsurance seminar in New York
City, sponsored by Executive Enterprises Inc.;
$990; $895 for additional registrants from same
organization. Executive Enterprises Inc., 22 W.
21st St., New York, N.Y. 10010-6904; 800-831-
8333; 212-645-7880 within New York.

OCT. 12-14. Reinsurance Claims course in
New York City, sponsored by The College of In-
surance; $5695 for college sponsors; $695 for
non-sponsors; less $100 for subsequent regis-
trants from the same organization. Tre College
of Insurance, 1 Insurance Plaza, 101 Murray St.,
New York, N.Y. 10007; 212-962-4111.

OCT. 13-14. Financial Analysis For Risk
Management seminar in Chicago, sponsored
by The College of Insurance; $595 for College of
Insurance sponsors and Insurance Services Of-
fice Inc. members; $695 for non-sponsors and
non-members of ISO. Also Nov. 34 in Atlanta
and Dec. 8-9 in San Francisco. The College of
Insurance, 1 Insurance Plaza, 101 Murray St
New York, N.Y. 10007; 212-862-4111, extension
201.

OCT. 13-14. Problem Solving Team Leader-
ship course in Atlanta, sponsored by the Inter-
national Loss Control Institute; $342 for ILCI
members; $380 for non-members. Pat Bennett,
Ir.ternational Loss Control Institute, P.O. Box
345, Loganville, Ga. 30249; 404-466-2208.

We'll work 'round the clock to deal decisively
and effectively with any problem or situation you

encounter with your health care programs.

Companies
Group Operation

The Managed-Cost Professionals.”

For move Information on Muival of Omahe’s

ploneering cost-containment ideas, send your business card to John McCandiess,
Director of National Accounts, Muival of Omaha Group Operatien, Muival of Omaha Plaza, Omaha, NE 68175

OCT. 13-14. Insurance Mergers and Acquisi-
tions Update seminar in New York City, spon-
sored by Executive Enterprises, Inc.; $895 per
person plus $95 registration fee per organiza-
tion. Executive Enterprises Inc., 22 W. 21st St.,
New York, N.Y. 10010-6904; 800-831-8333; 212-
645-7880 within New York.

OCT. 13-15. The American Medical Care and
Review Assn.'s 17th Annual Managed
Health Care Conference and Exhibition in
Boston; $475 for AMCRA members; $575 for
non-members; $125 for spouses/guests; $125 for
students; $475 for government employees.
AMCRA Annual Conference, 5410 Grosvenor
Lane, Suite 210, Bethesda, Md. 20894; 301-493-
9552,

OCT. 13-15. Pension, Profit-Sharing and
Other Deferred Compensation Plans seminar
in Washington, D.C,, sponsored by the American
Law Institute-American Bar Assn. Committee
on Continuing Professional Education; $500,
$25 for coursebook only. Registrar, ALI-ABA,
4025 Chestnut St., Philadelphia, Pa. 19104; 800-
253-6397; 215-243-1661 within Pennsylvania.

OCT. 13-15. 60th Annual American Society
of Chartered Life Underwriters and Char-
tered Financial Consultants Forum in Nash-
ville, Tenn., sponsored by the American Society
of CLU & ChFC; $285 for members; $310 for
non-members; $495 for members attending
forum and clinic; $580 for non-members. An-
nual Forum Information, American Society of
CLU & ChFC, 270 Bryn Mawr Ave., Bryn Mawr,
Pa. 19010; 215-526-2500; 800-392-6900.

OCT. 14. Managing and Controlling As
bestos Contamination/Exposure course in
Los Angeles, sponsored by the University of
Southern California, Institute of Safety anc
Systems Management; $160. Institute of Safety
and Systems Management, Professional Pro-
grams, 3500 S. Figueroa St., Suite 202, Los
Angeles, Calif. 90007; 213-743-6523.

OCT. 17. Health Care Cost Management se-
minar in Long Beach, Calif., sponsored by the
Government Finance Officers Assn.; $150 for
GFOA members; $200 for non-members. Rose-
mary Buckley, Government Finance Officers
Assn., 180 N. Michigan Ave., Suite 800, Chicago
I1l. 60601; 312-977-9700.

OCT. 17. Confronting the Complexities of
Section 89 Non-discrimination Rules for
Welfare Plans seminar in New York City
sponsored by the International Foundation o
Employee Benefit Plans; $§185 for IFEBP mem:-
bers; $210 for non-members. Also Oct. 18 ir
Chicago and Oet. 19 in Los Angeles. Interna-
tional Foundation of Employee Benefit Plans
P.O. Box 69, Brookfield, Wis. 53008-0069; 414-
786-6700.

OCT. 17-18. Second Annual National Dis
ability Management Conference: Strategies
for Effective Cost Control in Washington, co-
sponsored by the Washington Business Group or
Health's Institute for Rehabilitation & Disabil-
ity Management and Thomas L. Jacobs & Asso-
ciates; $300 for WBGH members; $300 for non-
members. Susan Dickinson, Institute for Reha-
bilitation & Disability Management, 102 Irving
St. N.W., Washington, D.C. 20010; 202-877-
1196.

OCT. 17-18. Annual Statistical/Data Quality
Conference in Chicago, sponsored by the Insur-
ance Services Office Inc.; $390 for [SO members;
$500 for non-members. Also Oct. 31-Nov. 1 ir
New York City. Sal Aurora, Manager-Statistical
Division, Insurance Services Office Inc., 16(
‘Water St., New York, N.Y. 10038; 212-487-5150.

OCT. 19. Ocean Marine Insurance course in
New York City, sponsored by The College of In-
surance; $195 for college sponsors; $245 for
non-sponsors. The College of Insurance, 1 Insur-
ance Plaza, 101 Murray St., New York, N.Y
10007; 212-962-4111.

OCT. 20-21. Advanced Safety Management
seminar in Salt Lake City, sponsored by Orga-
nizational Safety Services; $285; $260 each for
three or more attendees from the same organiza-
tion. Also Nov. 21-22 in Herndon, Va. Organiza-
tional Safety Service, 11831 Rothbury Drive,
Richmond, Va. 23236; 804-794-0691.

OCT. 20-21. Hospital Law: A Program for
Attorneys, Physicians, Insurers and Risk
Managers in Chicago, sponsored by the Defense
Research Institute: $370 for DRI members; $395
for non-members. Defense Research Institute,
Hospital Law Seminar, 750 N. Lake Shore
Drive, Suite 500, Chicago, Ill. 60611; 312-944-
0575.

OCT. 20-21. Managing Intergovernmental
Pools seminar in San Diego, sponsored by the
Public Risk Management Assn.; $175 for PRIMA
members; $276 for non-members. Public Risk
Management Assn., 1120 G St. N.W., Suite 400,
Washington, D.C, 20005; 202-626-4650.

OCT. 23-28. First World Congress on Risk
and Insurance Management in Brisbane, Aus-
tralia, co-sponsored by the International Feder-
ation of Risk & Insurance Management Associa-
tions and the Australian Risk & Insurance
Management Assn.; $700 Australian ($560) for
IFRIMA members; $750 Australian ($600) for
non-members; $420 Australian ($336) for
spouse/guest. Risk & Insurance Management
Congress Secretariat, P.O. Box 731, Toowong
QLD 4066 Australia; phone: 07-371-7900; fax:
07-371-4876.

OCT. 24-25. Annual American Assn. of Insur-
ance Services conference in St. Louis, $290 for
first registrant; $175 for each additional regis-
trant from the same organization; $130 for
spouses. American Assn. of Insurance Services,
1035 S. York Road, Bensenville, I1l. 60106; 312-
595-3225.

OCT. 24-26. Industrial Hygiene Sampling
Continued on page 40



REINSURANCE AND THE LONG VIEW

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

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

~ On the other hand, look at evéry deal through a glass, darkly, and you
could be blind to opportunity. A specialist in narrow thmkmg Arigid,
frustrating company to deal with.

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

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

North American Company
» Traaty Reinsurance Written Through for Property and Casualty Insurance
Intermediaries
* Facultative Reinsurance Written Directly A Member of the NAC Re Group.
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Strategies course in Los Angeles, sponsored by
the University of Southern California Institute
of Safety and Systems Management; $460. In-
stitute of Safety and Systems Management, Pro-
fessional Programs, 3500 S. Figuzroa St.,
Suite 202, Los Angeles, Celif. 90007; 213-743-
8523.

OCT. 24-27. Loss Control Management course
in Calgary, Alberta, sponsored by the Interna-
tional Loss Control Institute; $625.50 for ILCI
members; $695 for non-members, Pat Benr.ett,
International Loss Control Institute, P.O. 3ox
3435, Loganville, Ga. 30249; 104-466-2228.

OCT. 24-27. Insurer Selveacy Assessment se-
minar in London, sponsorec by Insurance & Re-
insurance Research Group Ltd.; 595 pounds
($1,000) plus VAT. Caroline Atkinson, Insurance
& Reinsurance Research Group Ltd., Bridge
House, 181 Queen Victoria £1., London, England
EC4V 4DD; phone: 01-236-2175; fax 01-489-
1487,

OCT. 24-28. Accreditec Safety Auditor
course in Atlanta, sponsored by the Interna-
tional Loss Control Institute; $750 for ILCI
members; $950 for non-members. Pat Bennett,
International Loss Control Institute, 2.0. Box
3435, Loganville, Ga. 30249; «04-466-2208,

OCT. 24-28 Developing and Managing a
Basic Safety and Health Program course :n
Long Grove, Ill,, s=onsored by the National Loss
Control Serv.ce Cerp.; $750. National Loss Con-
trol Service Corp. K-3, Long Grove, [l 6004%-
0075.

OCT. 25. Making Your EAP More Effective
seminar in Richmond, Va. sponsored by Health
Management Cor.; $35. Healtk Management
Corp., P.O. Box {6016, Fichmond, Va. 23260,
804-342-4084.

OCT. 25-26. Quantitative Techniques fcr
Risk Management seminzr ir. Washington,
D.C, sponsored by Tillinghast, a division of
Towers, Perrin, Forster & Crosby; $750. Also
Nov. 16-17 ir. Marina Del Rey, Calif. Conference
Director, Tillingt ast/TPF&C, 722 Post Road,
Darien, Conn. 06820; 203-655-9791.

OCT. 25-26. Inside Superfind conlerence in
Ar.ington, Va., co-sponscred by Ins.de EPA’'s
Superfund Rz2port and Risk Managerm.ent Tech-
nologies Inc. befcre Oct. 1: $595, after Oct. 1:
$650. Inside EPA "/eekly Report, P.O. Box 7167,
Ben Franklin Station, Washiagton, D.C. 20044;
703-892-8504; £00-424-9058.

OCT. 26-27. Acceunting for Income Taxes:

Insurance Company Implementation se-
mina- in New York City, soonsosed by Exscu-
tive Enterprises Inc.; $895 per person plus $95
registraticn fee per organization. Executive En-
terprises Inc., 22 W, 21st St,, New York, N.Y.
1091(¢-€904; 800-831-8333; 212-645-7880 within
New Yerk

OCT. 27. Around the Werld of Risk Manage-
ment in One Day workshop in Nortkbrook, I11.,
co-sponsored by the Chicagd, Northeastern Tlli-
no:s and Wisconsin chapters of the Risk & In-
surarce Management Society $65 for RZMS
menbers and prospective RIMS members.
Doug.as Nyhus, Navistar Internatioral, 40. N,
Mica:gen Ave., Chicago, Il €0611; 312-636-
2455,

OCT. 27-28. Developing and Managing a
Medical Surveillance Prozram course in Los
Angzles soonscred by the Universizy of South-
err. Califoonia, Institute of 3afety and Systems
Management; $300. Institute of Szfety and Sys-
tems Managerent, Professicnal Programs, 2500
S. Figuerca St., Suite 202, Los Angeles, Calif
900(7; 213-743-6523.

OCT. 3%-Nov. 3. 43rd Anneal National Assn.
of Independent Insurers Meetiag in Bos:on;
$25C for NAII members; $350 fcr subseribers
and gaests; 5100 for spouses. National Assn. of
Incependent Insurers, 333 N. Michigan Ave.,
Suit2 1600 Chicago, I1l. 606(1; 315-782-2958,

OCT. 31. Reinsurance Practice saminar in
Londcn, sponsozed by Insurance & Reinsurance

Researth Group Ltd.; 725 pounds ($1,218) plus
VAT. Caroline Atkinson, Insurance & Reinsur-
ance Research Group Ltd., Bridge House, 181
Queen Victoria St, London, England EC4V
4DD; chone: 01-236-2175; fax: 01-489-1487.

OCT. 31-NOV, 1. Environmental Insurance
Litigazion Institute in Chicago, sponsored by
Executive Enterprises Inc.; $895. Also Dec. 12-
-3 in New York City. Executive Entergrises Inc.,
22 W Zlst 5t., New York, N.Y. 10010-6904; 800-
831-£333; 212-645-7880 within New York.

OCT. 31-NOV. 2. Intermediate Employee
Benefits Managemant course in Brookfield,
Wis., spensored by tha International Foundation
of Enployee Benefit Plans; $540. Registration
Departxent, Irternazional Foundation of Em-
ployee Benefit Plars, 18700 W. Bluemound
Road, F.O. Box 69, Erookfield, Wis. 53008-0069;
414-786-6T700.

NOV. 4. Public Risk Management Assn.
Goverament Risk Management Seminar in
Wash:ngton, D.C.; $350 for PRIMA members:
$205 ‘or additional PRIMA member from same
crganizazion; $400 fcr non-members; $345 for
additional non-membzr from same organization.
Fubliz Risk Management Assn., 1120 G. St.
N.W., Suite 40(, Washington, D.C. 20005; 202-
626-43£0.

NOV. 3. Designing and Administering Pen-
sion Plans to Meet the New Regulatory Re-
guirerwents setellite conference nationwide,
soonsored by the American Law Institute-

SICS

THE PROVEN, IBM-BASED REINSURANCE SYSTEM
YEARS OF PRODUCTION EXPERIENCE

CLIENT COMPANIES

THE SICS FAMILY

SICS-PC

The Mainframe System is now
on a PC Network

— No DP Staff Needed
— Low Costs, Easy Installation

— Easy Migration to Mainframe
At Your Option

(As of July 1, 1988)

...AND NOW TWO NEW PRODUCTS FROM

SICS-CEDE

The Professional Reinsurance
System for Primary Insurers

— Developed by Professional
Reinsurance Specialists

— Full, On-Line Reinsurance

Accounting

— Multiple Layers, Pro Rata and

Excess of Loss

Leadership and Innovation in
Reinsurance Systems

——mn

AR F Tt
WORLp-wiDE

Insurance Software & Systems, Inc.
An Affiliate Company of the Swiss Re Group

R

For information, please contact:

Vice President, Marketing

Insurance Software and Systems, Inc.

120 White Plains Road
Tarrytown, NY 10591
Telephone (914) 333-9270
Telefax (914) 631-3780

American Bar Assn. Committee on Continuing
Professional Education; $135; $200 for video-
tape of conference. For locations and registra-
tion information contact: Registrar, ALI-ABA,
4025 Chestnut St., Philadelphia, Pa. 19104; 800-
253-6397; 215-243-1661 within Pennsylvania,

NOV. 4. FOJP Service Corp.’s Sixth Annual
Conference on Medical Malpractice Insur-
ance Issues in New York City; $215 for non-
FOJP members. FOJP Service Corp., 130 E. 59th
St., New York, N.Y. 10022; 212-891-0700.

NOV. 5. How to Handle Workers Compen-
sation Medical Bills and Liens seminar in
Universal City, Calif., sponsored by The Work-
ers Compensation Co.; $225; 10% discount for
two or more persons from the same organiza-
tion. Workers Compensation Institute, P.O. Box
11448, Glendale, Calif. 91206; 818-247-8224.

NOV. 8-10. 1988 Casualty Actuarial Society
Fall Meeting in Montreal; $250 for members of
the American Academy of Actuaries; $300 for
non-members of the AAA. Kathy Spicer, Ca-
sualty Actuarial Society, 1 Penn Plaza, 250 W.
34th St., New York; N.Y. 10019; 212-560-1901.

NOV. 9. Electronic Networks in Insurance
seminar in London, sponsored by Insurance &
Reinsurance Research Group Ltd.; $190 pounds
($319) plus VAT, Caroline Atkinson, Insurance
& Reinsurance Research Group Ltd., Bridge
House, 181 Queen Victoria St., London, England
EC4V 4DD; phone: 01-236-2175; fax: 01-489-
1487.

NOV. 10. Expert Systems seminar in London,
sponsored by Insurance & Reinsurance Research
Group Ltd.; $190 pounds ($319) plus VAT.
Caroline Atkinson, Insurafice & Reinsurance
Research Group Ltd., Bridge House, 181 Queen
Victoria St., London, England EC4V 4DD;
phone: 01-236-2175; fax: 01-489-1487.

NOV. 11-12. Non-profit Sector Risk & Insur-
ance Forum in Chicago, sponsored by the Non-
profit Sector Risk & Insurance Task Force; $70.
Mari Crispin, University of Nebraska College of
Law, 402-472-1258.

NOV. 14-17. Eighth Annual Construction In-
surance Conference in Dallas, sponsored by
the International Risk Management Institute
Inc.; $630; $235 for Nov. 14 only; $498 for Nov.
15-17 only. International Risk Management In-
stitute, 12222 Merit Drive, Suite 1860, Dallas,
Texas 75251-2217; 214-960-7693.

NOV. 15. The Second Annual International
Reinsurance Forum: Reinsurance Security,
Selvency and Insolvency in Hamilton, Ber-
muda, co-sponsored by Hawksmere Ltd. and
Coopers & Lybrand; $600 for Bermuda resi-
dents; $650 for non-Bermuda residents; 360
pounds ($604) for U.K. residents. Hawksmere
Ltd., 12-18 Grosvenor Gardens, London, En-
gland SW1W 0DH; 01-824-8257.

NOV. 21-22. Reinsurance Accounting Work-
shop in London, sponsored by Insurance & Re-
insurance Research Group Ltd.; $380 pounds
($638) plus VAT. Joy Bambrough, Insurance &
Reinsurance Research Group Ltd., Bridge
House, 181 Queen Victoria St., London, England
EC4V 4DD; phone: 01-236-2175; fax: 01-489-
1487,

NOV. 24. Strategic Planning in the Insur-
ance Industry: Toward 1992 conference in
London, sponsored by Insurance & Reinsurance
Research Group Ltd.; $190 pounds ($319) plus
VAT. Caroline Atkinson, Insurance & Reinsur-
ance Research Group Ltd., Bridge House, 181
Queen Victoria St., London, England EC4V
4DD; phone: 01-236-2175; fax: 01-489-1487.

DEC. 1. Directors and Officers Liability se-
minar in London, sponsored by Insurance & Re-
insurance Research Group Ltd.; 190 pounds
($319) plus VAT. Caroline Atkinson, Insurance
& Reinsurance Research Group Ltd., Bridge
House, 181 Queen Victoria St., London, England
EC4V 4DD; phone: 01-236-2175; fax: 01-489-
1487.

DEC. 1-3. Fundamentals of Bankruptcy Law
seminar in Scottsdale, Ariz., sponsored by the
American Law Institute-American Bar Assn.
Committee on Continuing Professional Educa-
tion; $400. Registrar, ALI-ABA, 4025 Chestnut
St., Philadelphia, Pa. 19104; 800-253-6397: 215-
243-1661 within Pennsylvania.

DEC. 7. Investment Strategy for Lloyd’s
Syndicates seminar in London, sponsored by
Insurance & Reinsurance Research Group Ltd.;
190 pounds ($319) plus VAT. Caroline Atkinson,
Insurance & Reinsurance Research Group Ltd.,
Bridge House, 181 Queen Victoria St., London,
England EC4V 4DD; phone: 01-236-2175; fax:
01-489-1487.

DEC. 7-9. Techniques of Risk Management
course in Atlanta, sponsored by the Risk & In-
surance Management Society Inc.; $540 for
RIMS members; $640 for non-members. Risk &
Insurance Management Society, 205 E. 42nd St.,
Suite 1504, New York, N.Y. 10017; 212-286-
9292,

DEC. 8. Update of Future of Lloyd’s Under-
writing Agencies seminar in London, spon-
sored by Insurance & Reinsurance Research
Group Ltd.; 190 pounds ($319) plus VAT.
Caroline Atkinson, Insurance & Reinsurance
Research Group Ltd., Bridge House, 181
Queen Victoria St., London, England
EC4V 4DD; phone: 01-236-2175; fax: 01-489-
1487.
L]

The Datebook is compiled from notices sent to
Business Insurance. Notices should be sent at
least eight weeks in advance to Datebook, Busi-
ness Insurance, 740 N. Rush St., Chicago, Il
60611-2590. Please include the price, if any, of
the meeting and information on registration for
interested readers. Business Insurance reserves
the right to select meetings of most interest to its
readers and cannot guarantee that notices will
be printed.



IF YOU WANT TO SELL
INSURANCE IN DETROIT,
MAKE A POLICY OF GOIN
STRAIGHT TO THE BOSS.

Wfl’h over 31 000 subscr‘ 1’s has Detroit
~ business covered. If your insurance company wants to

up its coverage in the Motor City, an ad in Crain‘s can don't spend tha
help insure your success. Because Crain’s delivers @ ness publications
premium business audience: 45% of Crain’s subscrib- you want to und
ers have a say in their employee benefit programs, afford to overlook Cram S ;
and 30% help decide on their companies” insurance If you'd like to claim more of Detroit’s insurance mar-
and risk management. With an average net worth of ket, just call (313) _&46,_6032 for more information, a
$769,600, their personal finances aren’t a bad complete media kit or to place an ad.
risk either. And because our readers are Cpainu‘rs This time, you’ll be the beneficiary.

Detroit
Business

CRAIN’'S MEANS BUSINESS

*Source—Erdos and Morgan, Inc. Subscriber Survey, 1988.
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Your clients choose you for the very
same reasons you choose AQA. .,

Trust

Service

Reliability

Knowledge

The consistency and reliability demonstrated
by Aviation Office of America isthe kind of
security you can sell your customers with
confidence and pride.

« Comprehensive Airport Liability Coverage
« Aircraft Hull and Liability Coverage

= Aviation Products Liability Coverage
= Workers' Compensation Coverage

AVIATION OFFICE OF AMERICA

Love Field Terminal Building + Dallas, TX 75235
214) 353-1400

Telex: 73363 or 732270 Fax: (214) 353-1417

Regions Overland Park, KS; Parsippany. N.: Allanta, GA; Dalles. T Los Angsles. CA: San Francisco, CA.

Check us out for all other tvpes
of Aviation Insurance.
We've got you covered.

I Comings & goings: industry |

Reliance Special Risk
names Giordano chief

Joseph A. Giordano has been
named president of Reliance Spe-
cial Risk Inc. in
Philadelphia, a |
unit of Reliance
Insurance Co.
that writes cov-
erage for large
and non-stan-
dard risks. F

Mr. Giordano
had been vp-re-
insurance of
Travelers Insur-
ance Co. in
Hartford, Conn. He joined Tra-
velers in 1971.

Mr. Brakora

KEEPING
ON THE MOVE.

You want someone who
won'’t let you down.
Someone to share the risks
and the rewards. Someone
who’ll keep pace with you.
Our dedicated reinsurance
professionals, backed by
$300 million in surplus,
are with you all the way.
Skandia America

Reinsurance Corporation.

We’re in this together.

SKANDIA AMERICA GROUP

Headguarters: 280 Park Avenue, New York 10017
Atlanta, Chicago, New York, San Francisco

In other insurer changes:

James M. Brakora promoted to
vp-workers compensation claims
at Amerisure Cos. in Detroit.

Marlow Kirk appointed re-
gional vp of The Hartford Steam
Boiler Inspection & Insurance Co.
of Hartford, Conn.

James M. Cooper Jr. named to
senior vp-special underwriting op-
erations at Selective Insurance
Group Inc. in Branchville, N.J.

Thomas W. Ungashick named
vp-disability income insurance for
Connecticut Mutual Life Insurance
Co. in Hartford, Conn.

Dennis A. Riley joined DPIC
Cos. in Monterey,
Calif., as senior
vp-underwriting
operations. Pre-
viously, he was
an independent
insurance con-
sultant.

Richard W.
Daley joined the
Ohio Hospital
Insurance Co. in
Columbus as ex-
ecutive vp. Previously, Mr. Daley
was chairman and chief executive
officer of Frank B. Hall & Co. of
Texas.

AMBAC Indemnity Corp. in New
York announced the following pro-
motions to first vp: Elizabeth R.
Hill, Narayan Nair, Gayle F. Ro-
binson and Phyllis A. Santry; and
to vp: Michael A. Braganca, Kris-
tina Kiernan, Donald H. Paston
and Judith A. Tirakis.

John S. Flemma Jr. appointed
vp-joint ventures and special oper-
ations of Providence Washington
Insurance Co. in Providence, R.L

Thomas B. Wheeler named chief
executive officer of Massachusetts
Mutual Life Insurance Co., effective
Oct. 1. He will continue as president
and a member of the board.

Larry D. Hollen named vp of
Orion Capital Corp. in New York.
Mr. Hollen will continue as presi-
dent of the Eastern division of EBI
Cos., the workers compensation unit
of Orion Group.

Mr. Riley

Agents/brokers

Pierre C. Ruette promoted to vp
of New York-based Corroon &
Black Corp.’'s international divi-
sion.

Also, Ron O’'Nan promoted to
senior vp of Corroon & Black/Re-
search & Development, a division
of the brokerage’s Advanced Risk
Management Services division.

William J. Baird Jr. promoted
to executive vp at Corroon &
Black/Stump Harvey & Cook Inc.,
the Baltimore subsidiary of Cor-
roon & Black Corp.

Patrick C. Luby named senior
vp of Frank B. Hall & Co. of Ohio
Inc. in Cleveland, a subsidiary of
Frank B. Hall & Co. Inc.

At Frank B. Hall & Co. of Illinois
in Chicago, David F. Romaine
named vp, and Donald D. Urban-
ciz joined as senior vp and Mary
Lou Hayes joined as vp. Pre-
viously, Mr. Urbanciz was corpo-
rate senior vp of Rollins Burdick
Hunter Co. and Ms. Hayes was vp-
special services of Alexander &
Alexander Inc.

At Frank B. Hall & Co. Financial
Services Inc. in Briarcliff Manor,
N.Y., Joseph E. Morahan III
joined as president and Michael E.
Schwander joined as vp. Most re-
cently, both men were vps of Alex-
ander & Alexander Services Inc. in
Denver.

Thomas Hutchison promoted
to executive vp-casualty opera-

Continued on next page
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Continued from previous page
tions at Western Network Insur-
ance Services Inc. in San Fran-
cisco. Also, Wil-
liam Cuellar
joined the com-
pany as vp-spe-
cialty programs.
Previously, Mr.
Cuellar was
with Sam Cha-
pin Insurance
Inc.

Donald J.
Price named se-
nior vp of John-
son & Higgins of
Illinois in Chi-

Mr. Cuellar

cago.
Phillip P. Le-
vine and

Charles P. Col-
burn appointed
vps of J&H in
New York.

In Marsh &
MecLennan Inc.'s
Seattle office,

Mr. Hutchison

Kenneth D.
Houtz and
Dorothy M.
Sullivan ap-
pointed vps.
John R. To-
massi ap-
pointed presi-
dent o f

Lawrence
United Corp. in
Schenectady,
N.Y., responsible for all of
Lawrence Group Inc.'s agencies
outside the Albany, N.Y., area and
for identifying and acquiring addi-
tional agencies.

Donald E. Sprague named
president of Jardine Emett &
Chandler Portland Inc. Previously,
Mr. Sprague was a vp with Fred S.
James & Co. of Oregon.

Ronald L. Spicer appointed ex-
ecutive vp of Atlanta-based Powell
& Co.’s property/casualty insur-
ance operations.

Arthur Varela named a princi-
pal of Akasaka, Ortiz & Varela In-
surance Associates Inc. in Orange,
Calif.

Mr. Price

Reinsurance

James A. Norris and Richard
A. Ryan promoted to senior vps,
and Steven L. Cochran to vp of
National Reinsurance Corp. in
Stamford, Conn.

Excess/surplus

John M. Voelker joined Geo. F.
Brown & Sons Inc. in Chicago as
vp and manager of the Atlanta re-
gional officer.

James S. Swearingen promoted
to senior vp of Professional Liabil-
ity Underwriting Managers in New
York, a subsidiary of Corroon &
Black Corp.

Arthur J. Pagnini joined
Francis Special Risk Inc. in Cherry
Hill, N.J., as executive vp. Mr.
Pagnini previously was a senior vp
with Markel Service Corp. in Rich-
mond, Va.

HMOs/PPOs

Dr. Conrad S. Fischer joined
HealthChicago in Chicago as vp-
medical management. Most re-
cently, Dr. Fischer was medical
director of LaGrange Health Ser-
vices Inc.

Other suppliers

Richard T. Klein, Stephen J.
Perren and Ronald R. Williams
named vps-casualty loss control of
J&H Loss Control Services, a New
York-based unit of Johnson & Hig-
gins in Parsippany, N.J.

Gregory A. Yates joined Group
Benefit Services Inc. in Baltimore
as vp-administration. Most re-
cently, Mr. Yates was director of
enrollment and billing at Blue
Cross & Blue Shield of Maryland.

Randy Cox promoted to vp-op-
erations at MCC Cos. Inc. in Min-

neapolis, a provider of mental
health/substance abuse delivery
systems.

Gary P. Kuckel joined Yeager &
Co. Inc. in Grand Rapids, Mich., as
vp/public-client relations. Pre-
viously, Mr. Kuckel was city man-
ager of Coldwater, Mich.

Thomas J. Krzys named a part-
ner and board member of Insur-
ance Buyers’ Council Inc,, an inde-
pendent risk management and

insurance consulting firm based in
Towson, Md.

William A. Giamarine ap-
pointed executive vp of Insurance
Alternatives in Irvine, Calif., a
managed health care brokerage/
consulting firm.

James P. McLaughlin joined
Progressive Plan Administrators in
New York as senior vp. Previously,
Mr. McLaughlin was senior vp-
New York benefits at Fred S.

James Co. Inc. of New York.

Randall K. Hindman joined
Arthur Young’'s actuarial/risk
management services group in
Louisville, Ky., as manager and
risk management consultant. Pre-
viously, he was manager of risk
financing for Batus Inc. in Louis-
ville,

James A. Finkelstein ap-
pointed president and chief execu-

England Ine., a consulting division
of Corroon & Black Corp. in San
Francisco.

Richard D. Lesson appointed
president-employee benefits divi-
sion of Powell & Co. in Atlanta.

Neil A. Burger joined Coopers
& Lybrand in Detroit as a partner
and the director of business devel-
opment for the firm's New York
metro region actuarial, benefits

tive officer of Coates, Herfurth & and compensation group.

THE
- PERPETUATION

OF
QUALITY

Y
Yanes !

The quality of the agencies that purchase PAR errors and omission coverage is
proven testimony to the quality of PAR itself. Our partial list of insureds proves
beyond question that PAR uniquely benefits large, privately owned agences.

Adas:las & Porter Inc.

Energy Insurance International Noyes Services
New York, New York Houston, Texas Media, Pennsylvania
Adrian N. Baker & Company  Evans, Conger, Broussard & McCrea O’Rourke, Andrews & Maroney, Inc.
St. Louis; Missouri Bala Cynwyd, Pennsylvania Ft. Wayne, Indiana
Barney & Barney The Feitelberg Company Palmer & Cay/Carswell, Inc.
San Dhego, California Fall River, Massachusetts Savannah, Georgia
Bolton and Company Foa & Son Corporation Poor, Bowen, Bartlett & Kennedy, Inc.
Los Angeles, California Mitchel Field, New York Baltimore, Maryland
E. G. Bowman Co., Inc. Fox and Fox Insurance Agency Putnam, Knudsen & Wieking, Inc.

New York, New York

Indianapolis, Indiana

Qakland, California

Boynton Brothers & Company Hatch-Leonard/Markin-Shaw, Inc. Frederick Rauh & Company

Perth Amboy, New Jersey Rochester, New York Cingcinnati, Ohio

Brandow Howard Kohler & Henderson & Phillips, Inc. Riedman Corporation
Rosenbloom, Inc. Norfolk, Virginia Rochester, New York

Bloomington, Minnesota Homestate Insurance Brokers Riggs, Counselman, Michaels &

Chamberlaine & Flowers, Inc. of Alaska, Inc. Downes, Inc.

Clarksburg, West Virginia Anchorage, Alaska Baltimore, Maryland

Fred C. Church, Inc. Insurance Management Associates, Inc. Sacramento Valley Insurance -

Lowell, Massachusetts Wichita, Kansas Sacramento, California

Clair Insurance Agency, Inc. Jewett, Barton, Leavy & Kern, Inc. Serres, Visone & Rice, Inc.

Plymouth Meeting, Pennsylvania  Portland, Oregon New York, New York

Cohen-Seltzer, Inc. Sander A. Kessler & Assoriates Sobel Affiliates, Inc.

Ft. Washington, Pennsylvania Los Angeles, California Garden City, New York

The Daniel & Henry Company Kinney, Pike, Bell & Conner, Inc. Speare & Company

St. Louis, Missouri Rutland, Vermont Santa Monica, California

Dean S. Davidson Insurance H. C. Knight & Company Starkweather & Shepley, Inc.
Agency, Inc. Philadelphia, Pennsylvania Providence, Rhode Island

Phoenix, Arizona Lupfer-Frakes, Inc. Trinder & Norwood, Inc.

Curtis Day and Co. Kissimmee, Florida White Plains, New York

San Francisco, California Maryland Insurance Management The Valley National Company

Day, Webb & Taylor, Inc. Services, Inc. Phoenix, Arizona

Aurora, Colorado Timonium, Maryland Wharton/Lyon & Lyon

The Dilks Agency, Inc. The McElroy-Minister Company Livingston, New Jersey

M. Laurel, New Jersey Celumbus, Ohio Woodruff-Sawyer & Co.

The Dunlap Corporation Fred A, Moreton & Company San Francisco, California

Auburm, Maine Salt Lake City, Unah The Woodsmall Companies

James Econn & Company Morse, Payson & Noyes Insurance Kansas City, Missouri

Los Angeles, California

Itisn’t easy to have your name added to this distinguished group of quality
agencies. Your agency must meet strict underwriting standards and make an
ongoing commitment to a most extensive quality control system.

If your agency qualifies and becomes a PAR insured, you will benefit from the
strength of these successful agencies and take advantage of PAR’s principal objec-
tive — long-term stability. The primary policy is underwritten by Fireman’s
Fund. An excess layer is available through London markets.

The benefits of PAR far exceed the coverage. A quality agency attracts quality
clients. Clients and companies alike will know that your agency is one of pro
professionalism, expertise, and service.

For more information write:

Portland, Maine

Community Corporate Center
445 Hutchinson Avenue
Columbus, Ohio 43235




Cen

Born $250 million strong

Centre Re (Bermuda) * Hamilton ¢ 809-295-8501 « Centre Re (Barbados) « Bridgetown » 809-429-3974 « Centre Re (New York)




reRe

and 550 years smart

Centre Re is aninnovative, new company, specializing in “Finite Risk” reinsurance. We began
with $250 million in capital. Our shareholders include some of the most respected
names in business. Together, they represent over 550 years of valuable business
experience, which we can call on when needed. They also represent the stability and
capacity required for success in today’s world. Our investors include:

- Zurich Insurance Company ¢ Kemper Reinsurance Company ¢ Morgan Portfolio Corp., a

subsidiary of JP. Morgan & Co. » Bacardi Capital Ltd.  BP. Bishop Estate ¢ Fluor Corporation e
The Northwestern Mutual Life Insurance Company.

At Centre Re, we specialize in providing beneficial retrospective or prospective covers
tailored to the needs of insurance and reinsurance companies with high net retentions,
constrained capacity, adversely developing losses, as well as those offering new products,
and all who would like the possibility of sharing in reinsurance profits.

We would appreciate the opportunity to tell you more about Centre Re's business, and how
we might be of benefit to your company.

Contact us through your reinsurance intermediary.

CentreRe

Innovation in Reinsurance

New York » 212-809-8880 » Wholly-Owned Subsidiaries of Centre Reinsurance Holdings Limited « Hamilton, Bermuda



SO MAYBE SOME PEOPLE DO KNOW
MORE ABOUT RISK THAN WE DO.

=

g & S,
-

At Montgomery and Collins, we consider ourselves  well-established. All over the world. Solving problems

somewhat of an authority on how to handle risks. with common risks. As well as complex risks.
And why shouldn’t we? Without incurring an additional risk: Wasted time
In our more than 50 years in the E&S business, we've  for you and your clients.

helped place insurance for nearly every risk under Sowhen it comes to marketing arisk, why take arisk?
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CALIFORNIA

Insurers must explain auto problems to gain public’s trust

By William M. McCormick

ALIFORNIA, HOME of Proposition 13 and

other citizen-driven reform, is in the throes of
another revolution. The cause this time is auto
insurance premiums, which have skyrocketed more
than 60% in the last five years, making California’s
rates the third-highest in the nation.

A two-car policy now costs the average family in
Los Angeles more than $4,000 a year. Many families,
already hard-pressed to meet the costs of food and
shelter, now find the price of financially responsible
driving undermining their standard of living. The
hardship has grown so acute that almost any
proposal, however flawed, that holds out the
promise of lower rates will quickly gain public
attention if not approval. This is especially true if it
hurts the perceived perpetrators, the insurance
companies.

It now appears as if Californians will have quite
an array of proposals from which to choose this
November. The menu may include everything from a
30%-50% across-the-board rate rollback to the
establishment of a universal rate of $300 a year,
with insurance companies to divide up the “profits”
at the end of the year. Such proposals are, of course,
economically ludicrous. But they have a chance of
passing, in part because we in the industry have not
communicated well enough with our customers.
Simply put, we have not properly explained the
problem of controlling costs.

This failure has cost us much in public trust. If we
are to regain that trust, we must begin to change the
way we look at the problem. We must acknowledge
that, first, the financial pressure Californians are
feeling is neither imaginary nor transient and,
second, that our special knowledge carries with it
an implied trust and stewardship and an obligation
to help reform the system.

Most of those involved in the current California
debate concede that the costs driving up insurance
rates are real. California
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it’s not the victims who benefit. California’s
Dickensian legal system produces much for lawyers
but little for litigants. Fifty-two cents of every
dollar paid out in contested insurance awards is
consumed by legal and administrative costs. Even
more disturbing is the recent revelation that most
auto bodily injury victims recoup more of their
economic losses without a lawyer than with a
lawyer.

According to a study by the All-Industry Research
Advisory Council, Californians with more than $200
in economic losses in cases not involving death or
permanent disability end

them. Not one single bill was enacted.

The public’s anger and frustration have now
found an outlet in the California initiative process,
which allows ordinary citizens to bypass the
Legislature. The key question now becomes what
kind of reform? Will it be one aimed at eliminating
the root cause of the insurance crisis? Or will it
be a kind of opiate that temporarily masks the pain
while permitting the cause to fester and grow worse?

No fault—true no fault that balances the
additional costs of guaranteed benefits with savings
from fewer lawsuits—is the best solution to the
California auto crisis. It is realistic; it attacks rising
costs—the root cause of higher rates—and it is,
above all, fair.

The proposed

up with more money if
they are not represented
by an attorney.

For example,
according to the AIRAC
survey, if a Californian
suffers an economic loss
of from $1 to $100, an
insurer would pay the
claimant $6.37 per dollar of economic loss if
represented by an attorney, and $6.23 per dollar if
not represented by an attorney.

However, if the size of the economic loss exceeds
$200—for example, $201-$500—the Californian
receives $2.51 per dollar of loss if represented by an
attorney, and $2.90 per dollar if not represented by
an attorney. And, when the size of the economic loss
rises to $10,000 or more, the Californian receives 79
cents per dollar of loss if represented by an
attorney, and $1.42 per dollar of loss if not
represented.

The key factor to this disparity is attorney
contingency fees, which average 40% in California.

The figures are even more startling when you
consider the fact that Californians are 50% more
likely to turn to an

leads the nation in
hospital costs; an
average stay (excluding
physician costs) cost
$5,100 in 1986, 33%
above the national
average. Total medical
costs are as much as 70%
higher than in other tort
states. And with reported wage loss and related
costs also notably higher than in other states, it’s no
wonder that bodily injury claims costs in California
have increased 250% in 10 years to approximately
$9,000 per claim in 1986 from $3,500 in 1977.

Another portion of the considerable financial
burden supported by Californians stems from illegal
activity. Auto theft remains a persistent problem,
with more than 235,000 vehicles stolen last year
alone. Fraud, however, is an even greater problem,
particularly in Southern California. The Insurance
Crime Prevention Institute estimates that as many
as 40% of all auto accident claims in Southern
California may involve some element of fraud. And
in a recent speech, Los Angeles County District
Attorney Ira Reiner noted that of the 9,650 cases
handled by the Insurance Department’s Fraud
Bureau, 8,000 originated in Los Angeles County. The
cost to policyholders amounts to an estimated half a
billion dollars a year.

The other side of the legal fence is no less
discouraging.

The number of court filings has grown at an
appalling rate in recent years. In 1982, 50,000 cases
involving bodily injury were filed in California.

By 1986, the number had ballooned to more than
80,000. The size of awards has grown as well. But

No fault—true no fauit that balances
the additional costs of guaranteed
benefits with savings from fewer
lawsuits—is the best solution to
the California auto crisis.

attorney than residents
of other tort states. In
contrast to the above
data, the percent of auto
bodily injury cases
where the injured party
is represented by a
lawyer has risen from
50% to 93% in the past
five years. For comparison, legal costs per dollar of
paid claims are twice as high in California as the
other 49 states.

We in the industry are students of the problem.
We know facts behind rate increases. But whether
out of a sense of helplessness or complacency (and I
suspect it’s a little of both), most of us have
neglected our responsibility to educate the public.

When challenged, we argue, with some
justification, that the complicated nature of our
business makes it difficult to explain the
ratemaking process. But at a time when high school
students are being taught facts about genetic
engineering that only a few years ago were beyond
the grasp of all but Nobel laureates, the excuse of
complexity is unacceptable. It also carries too high a
price. A cursory glance at some recent California
headlines reveals that our failure to explain
ourselves clearly and simply has produced what
failure to communicate always produces: mistrust,
misunderstanding and ultimately foolish reaction.

Not surprisingly, our policyholders have turned to
the Legislature for relief. What they have found
instead is a legislative impasse. Between 1985 and
1987, the number of auto insurance reforms bills
introduced in the California Assembly quadrupled.
What happened to those bills? They died. All of

Even more disturbing is the recent
revelation that most auto bodily
injury victims recoup more of their
economic losses without a lawyer than
with a lawyer.

California no-fault law
would:

® Mandate a two-year,
20% rollback of the
statewide average rate
for bodily injury
automobile liability and
uninsured motorist
insurance.

® Limit lawyer contingency fees on auto accident
cases to 33.3% of the first $50,000, and 15% on
amounts greater than $100,000. -

® Prohibit any insurance company from raising
premiums, canceling or non-renewing any auto
policy based solely on claims made for no-fault
benefits.

® Require drivers to buy coverage of at least
$10,000 for medical expenses and $15,000 for lost
wages.

® Guarantee payments of all valid claims within
30 days of a request. Later payments would include
an 18% interest penalty.

® Eliminate unnecessary lawsuits by limiting
cause of action to serious permanent injuries or
injuries caused by certain classes of drivers (e.g.,
those convicted of drunk driving).

If adopted, these proposals will do much to
alleviate the hardship our jerrybuilt auto insurance
system has imposed. But they are only the
beginning. The insurance industry must also address
a number of other public policy issues that have
contributed to the auto insurance crisis. High on the
list is the continuing devastation of the cycle, which
causes anguish for our customers and anguish for us
as industry participants.

We also must confront issues such as geographic
cost anomalies that produce the perception of
unfairness. For example, rates are a great deal
higher in urban areas where average incomes are
lower. This can be justified actuarially and
mathematically by higher insurance risks endemic
to urban areas. But as someone once observed in
another context, we are confronted with a
condition, not a theory.

The condition constitutes a public policy question
with implications beyond the traditional bounds of
the insurance industry.

The same is true of the problem of uninsurable
classes of motorists. Our industry has a
responsibility to help restore reason to the dialogue.
What’s needed is a thoughtful discussion between

= Continued on next page

William M. McCormick is
chairman and chief executive
officer of Fireman’s Fund Insurance
Cos. in Novato, Calif.
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ERGERS, acquisitions,

divestitures. The acronym these
words create—MAD—may describe the
mental state of some risk managers when
they find out their company is about to
participate in one of these activities
without his or her knowledge. At the
very least, a merger, acquisition or
divestiture requires careful planning for
the certain shock it will cause to an
existing risk management program.

The risk management implications, let
alone the overall business ones, are
beyond the scope of this article.
However, what are the implications to
the risk manager with a risk
management information system?
Whether that risk manager is part of
the acquiring company or divesting a
division, or is risk manager of a division
being divested, there are major risk
management and, thereby, RMIS
implications to be considered.

Because merger mania has continued
unabated despite last October’s stock
market crash, the topic is an appropriate
one. To properly address the subject, I
will discuss mergers, acquisitions and
divestitures from the perspective of a
risk manager whose firm is:

® Merging with or acquiring another
firm.

® Divesting a division or subsidiary.

® Being acquired.

® Being divested.

This month, I will address only the
first situation.

First, some definitions and ground
rules are necessary. For the most part,

a merger and acquisition will be treated
as equivalent business transactions
although I recognize there are
differences and variations with each
term.

For example, the merger/acquisition
could be horizontal, in which the two
operations mesh and there is some
uncertainty as to which risk
management department is in control.
Or, it could be vertical, in which the
acquired company would be absorbed.
Control in this case is not the question.
The merged/acquired company may or
may not have autonomy for its risk
management operations.

Divestiture is simply defined as the
spin-off of a subsidiary or company to
an acquiring organization or through a
leveraged buyout in which the divested
entity becomes totally autonomous.

The major assumption I will make is
that the risk manager is not aware of
the corporate change and therefore must
deal with these problems as they occur.

Imagine yourself as the risk manager
of a small retail company who suddenly
receives news that the company has
acquired a competing retail chain,
doubling the number of stores, sales
volume and employees in one act. Among
the flurry of questions that come to
mind, one of them has to be: “Can my
RMIS handle this change?”

California auto insurance

Continued from previous page

insurers and the policyholders, and the government
and the courts. At present, we're simply taking

potshots at each other.

Insurance is an essential protection that makes
a major contribution to our quality of life. It is
also a public trust. As stewards of this trust, we in

Some of the problems you are likely
to encounter are:

® Data base compatibility and
comprehensiveness. Assuming the
acquired company has a RMIS—which
may be a big assumption—the risk
manager must determine how difficult
it will be to absorb the new data base.
This includes its claims, store locations,
sales volume, employee count, vehicle
schedule, certificates of insurance
schedule and other items of program
administration.

If there are two separate systems, can
one data base be converted into the
existing one? What kind of conversion
problems exist? What kind of data
integrity exists within this new data
base? Are all the exposures identified
and contained somewhere within the

Acquisitions can strain RMIS _

acquiring firm’s system must either be
able to incorporate this function
within its system architecture or some
quick conversion routines must be
created.

® No system. There is the very real
possibility that the risk manager may
find no RMIS—or any risk management
effort at all, in a textbook sense—in the
acquired company. In this case, he must
pursue the logical progression of risk
and exposure identification and
quantification, selection of appropriate
risk control and risk financing activities
and the like. This then must lead to the
construction of a data base to

incorporate into his own RMIS structure.

That, though, is beyond the scope of this
article.
® Better system. On the flip side, the
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acquired firm'’s data base? Unknown
underground oil tanks or joint ventures
with asbestos removal contractors, for
example.

® Communication and coordination.
One of the chief uses of a risk
management information system is for
communication, whether reporting on
losses, projecting costs of risk,
maintaining schedules of certificates of
insurance or providing quantitative
input on retention levels, claims reserve
analysis, etc. The RMIS output is useful
to a wide variety of staff and line
managers within an organization as well
as to brokers, insurers, third-party
administrators and the like.

In an acquisition, a risk manager must
plan for a wider reporting loop because
of the change in the size of the
organization. Care must be taken not
only to include the data from the newly
acquired organization but also to make
it available to any new staff or line
managers responsible for any new
division or subsidiary that is formed as a
result of the acquisition. Service
providers of the acquired company—if
retained—must also be included within
the reporting loop.

Another area is the addition of new
RMIS functions. Suppose the acquired
firm had a self-insured,
self-administered workers compensation
program that cut its own checks. The

¥

acquiring firm may discover a better
system in the acquired company. The
risk manager should take advantage of
this by evaluating the most cost efficient
way of combining both RMIS and
merging the data base.

® Risk control challenges. The
acquiring firm’s risk manager must
evaluate the risk control efforts of the
acquired firm and incorporate related
safety data or exposure data within the
data base of the existing RMIS.
Necessary data such as store locations,
square footage, type of construction,
incident frequency, special loss control
programs in place and other related data
must be evaluated for accuracy and
inclusion within the risk manager's own
system. If it is not, the acquiring firm'’s
risk manager may be surprised by a
sudden spate of workers compensation
claims originating from new locations
that had little or no safety attention.

Another important area is claims
handling philosophy. The acquiring firm
may use a third-party administrator that
reserves casualty claims for its ultimate
probable loss. From these aggregate
values an estimated projected loss
amount, actuarially reviewed, is
provided. The acquired firm, however,
uses a “stepladdering” claims
management approach—claim reserve
changes far more frequently as
necessary—and may not budget for

expected losses. These clashing claims
philosophies and methods for reserving
must be accounted for when combining
the claims data bases.

® Risk financing challenges. The final,
and one of the most important elements
affected by a merger/acquisition is the
risk financing philosophy of the acquired
firm. Philosophy variations—the
acquiring firm may be self-insured or
may be totally insured—will require
some adjustments.

For example, what impact on your
self-insured retention level will a new
program generating 3,000 general
liability and workers compensation
claims have?

Another obvious impact is what does
the acquisition do to the acquiring firm’s
cost of risk? In a merger or acquisition,
liabilities are purchased as well as
assets, which therefore affects the cost of
risk. Is the RMIS able to calculate this
change?

For a firm acquiring an unrelated
business, these problems can be
exacerbated. With one retail operation
absorbing another, there is a
commonality of risks and the risk
manager is more likely to be aware of
the kinds of things to look for in the
acquired company. But, if a retail
company is absorbing a chemical
manufacturer, a whole new set of risk
evaluation techniques must be used.
Also, the calculation of cost-of-risk will
be affected, depending on the variables;
i.e., cost per store per payroll dollar vs.
cost per unit of sales. It is more likely
that the risk management information
system is not, at least initially, prepared
to receive such new exposure basis.

If the acquiring firm does not have a
claims intensive program, but the
acquired firm does, the risk manager
should look to amend his RMIS to not
only include claims monitoring but also
analytical capabilities. These include loss
development and forecasting, reserve
analysis and financial modeling analysis,
to name a few.

Next month, I will continue my
discussion of mergers, acquisitions and
divestitures, as well as describe how a
risk manager can amend or select a risk
management information system to
handle these changes.

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

interest.

the industry must contain threats to the public

We in California bear a special responsibility
because, in matters of social reform and legislation,
California frequently sets the standard and the pace
for the rest of the nation. If we move wisely, those
states where similar painful problems are appearing

will benefit from our example. But certainly, the
time to move is now.

No-fault is the only initiative that truly lowers
costs, and is therefore the only proposal that will
lead to lower prices and greater availability. It
works in New York and Florida; it will work in
California.
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Section 404(c) clarifications developing
' Washington |

By DEBORAH SHALOWITZ

WASHINGTON—The Labor De-
partment may issue a final regula-
tion by the end of the year to sat-
isfy some employers' concerns
about proposed regulations that
detail how employers can avoid fi-
duciary liability for employees’ in-
vestment decisions in defined con-
tribution plans.

In developing the final regula-
tion, the Labor Department is con-
sidering the numerous comments
employers and other interested
parties have filed on the proposed
regulation, according to Seth
Tievsky, an attorney in The Wyatt
Co.’s Research and Information
Center in Washington.

Employers have complained that
the proposed regulation—which
would shield employers or other
plan sponsors from liability for
losses from a participant’s invest-
ment decisions—is too costly and
too restrictive (BI, Feb. 22).

The voluntary regulation is an
attempt to clarify Section 404(c) of
the Employee Retirement Income
Security Act of 1974, which shields
a pension plan sponsor from fidu-
ciary responsibility if participants
can exercise sufficient control over
their accounts to diversify invest-
ments (BI, Nov. 9, 1987).

Before the Labor Department is-
sued the proposed regulation, no
guidelines outlined what consti-
tuted sufficient participant control
and how diversified the investment
options must be for plan sponsors
to be shielded from fiduciary re-
sponsibility.

Employer groups have urged the
Labor Department to specify that
the proposed regulation is in-
tended to clarify only how plan
sponsors should structure their
participant-directed defined con-
tribution plans to be assured of
Section 404(c) protection and does
not mandate that all plans be
structured in this manner.

Employers also suggested that
the regulation allow plan sponsors
to purchase guaranteed investment
contracts—known as GICs—from
insurance companies to satisfy the
requirement that plans offer at
least one ‘*‘relatively safe invest-
ment’’ among their investment
choices.

It is likely that the final regula-
tion will allow GICs to satisfy this
investment requirement, according
to Mr. Tievsky.

The Labor Department also
probably will heed the suggestion
of employers and others to clarify
how often plan participants must
be allowed to change their invest-
ment choices, according to Mr.
Tievsky.

He said that plans probably
would have to allow fransfers at
least quarterly for the three or four
investment options required by the
regulation.

Safety guidelines

The Occupational Safety and
Health Administration is seeking
comments on how to design com-
prehensive safety and health
guidelines for employers.

OSHA suggests that thase com-
menting address several questions,
including:

® What kinds of and how many
risks are employees exposed to that
employers have not systematically
attempted to identify?

® Is data available to document
the costs and benefits of a compre-
hensive safety and health pro-
gram?

® What are the most appropriate
methods for educating employers
about safety and health programs?

& What specific elements should
be included in a comprehensive
safety and health program?

® Are there incentives that

would encourage employers to es-
tablish comprehensive safety and
health programs?

Comments should be submitted
in quadruplicate by Sept. 28 to the
OSHA Docket Officer, Docket No.
C-02, 200 Constitution Ave. NW.,
Room N2439, Washington, D.C.
20210.

OSHA also will hold a public
meeting on the proposal on Oct. 8
at 9 a.m. at OSHA’'s National
Training Institute, 1555 Times
Drive, Des Plaines, Ill. 60018; 312-
297-4810.

Notices of intention to appear at
the meeting should be sent by Sept.
30 to Tom Hall, Occupational
Safety and Health Administration,

Division of Consumer Affairs,
Room N-3647, 200 Constitution
Ave. N.W., Washington, D.C.
20210.

Cleanup settlement

Time Qil Co. of Tacoma, Wash.,
will pay three government entities
$8.5 million for cleanup costs
stemming from the contamination
of the company's property and a
well that supplies drinking water
to the city of Tacoma.

Under the consen: decree filed
by the Justice Department last
month, which must be approved by
the U.S, District Court in Tacoma,
the funds will be divided among

plaintiffs in the lawsuit in propor-
tion to the amount each has spent
or will spend in performing the
cleanup.

The federal government will re-
ceive 88%, or $7.48 million, of the
funds; the state of Washington will
receive 9%, or $765,00, of the
funds; and Tacoma will receive 3%,
or $255,000, of the funds.

If approved by the court, the
consent decree would settle a suit
filed in December 1986 by the Jus-
tice Department on behalf of the
Environmental Protection Agency.
A 1985 lawsuit filed by Washing-
ton against Time Oil was consoli-
dated with the Justice Depart-
ment’s suit.

The lawsuits allege that contam-
ination of the well’s aquifer origin-
ated in the Time Oil property.

The company denies the allega-

tion.

Working mothers

After expanding steadily for
many years, the number of mothers
of pre-school-age children in the
labor force has remained virtually
the same for two years, according
to the Labor Department’s Bureau
of Labor Statistics.

Of the 15.8 million mothers with
children younger than 6 years old,
56.1% were working or looking for
work for the period ending March
1988, compared with 56.7% during
the same period the previous year.

However, for the year ended
March 1983, 50.5% of mothers with
children younger than 6 years old
were working or looking for work,
compared with 43.7% during the
year ended March 1978. [ ]
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‘Quiet’ year for work comp changes

Workers compensation systems
in 44 states and two jurisdictions
are operating under a total of 144
new laws, which Legislatures en-
acted during the last half of 1987
and the first six months of 1988.

“The year (1987-88) was a relati-
vely quiet one from the standpoint
of legislative changes in the area of
workers compensation,” according
to a recent report of the Interna-
tional Assn. of Industrial Accident
Boards & Commissions’ Legislative
Committee.

While state-level changes—in-
cluding those in the District of Co-
lumbia and Puerto Rico—were
minor, the proposed federal High
Risk Occupational Disease Notifi-
cation and Prevention Act of 1987
could have caused some major
workers compensation-related de-
velopments.

The bill would have established a
new federal bureaucracy—the Risk
Assessment Board, part of the Na-
tional Institute for Occupational
Safety and Health—that would
have notified workers who are or
have been at high risk of contract-
ing an occupational disease be-
cause of workplace exposure to
certain hazardous materials.

Under the Senate version of the
legislation, former employees
going back 30 years would have to
be notified, while the House bill
would have required notification
of all former employees exposed to
certain substances.

The notified employees also
would have been advised to seek
medical testing—which would
have been financed by the em-
ployer—to determine whether their
exposure could result in illness.

Most employers and insurers had
vehemently opposed the proposal,
contending that notifying employ-
ees of the mere potential of con-
tracting occupational disease
would have dramatically increased
workers compensation and tort
claims filed by workers and former
employees (BI, April 4).

Proponents of the bill, S. 79,
withdrew the measure in late
March following a filibuster, but
the bill is expected to be intro-
duced again next year.

Concern about occupational dis-
ease also is reflected in the fact
that several states—Missouri, Indi-
ana, Minnesota, Nevada and Ore-
gon—adopted laws related to occu-
pational disease claims, according
to the committee report that was
presented at the JAIABC’s annual
convention, held Aug. 28-31 in
Seattle.

In addition, maximum weekly
compensation levels for disability
and death were increased in 43
states and the District of Colum-
bia, between August 1987 and July
1988. And, burial allowances in-
creased in several states.

Some states—including Mary-
land, Kansas and Virginia—ex-
tended work comp benefits to some
volunteer emergency service per-
sonnel.

However, other states took steps
that may reduce benefits, includ-
ing the use of offsets or other de-
ductions.

For example, New Mexico re-
duced the percentage of the state
average weekly wage upon which
maximum weekly benefits are de-
termined for total disability to 85%
from 100%, though it increased the
compensable period for some total
disability cases to 700 weeks from
600 weeks.

A Colorado law provides for an
offset of temporary disability ben-
efits by unemployment compensa-
tion insurance.

And, Alaska now reduces bene-
fits if an employee is entitled to re-
ceive benefits under a pension or
profit sharing plan.

In addition, Kentucky passed a
resolution asking the Congress to

prohibit the reductior of private
pension benefits covered by the
Employee Retirement Income Se-
curity Act of 1974 by disability
benefits paid under state workers
compensation prog-ams.

And, Indiana now permits up to
one-half of a workers compensa-
tion award to be designated for
child support payments.

Self-insuring em>loyers benefit-
ted from a few measures.

Alabama and Colorado give self-
insuring employers greater oppor-
tunities to pool their risks.

And, self-insurers and workers
coripensation insurers in Missouri
are enjoying a decrease in premium
tax assessment to 2% from 3%,
which they are required to pay in
lieu of all other taxes on net depos-
its, net premiums and net assess-
ments. However, every self-insurer
and insured policyholder is liable
for an annual surcharge to fund the
staze’s Second Injury Fund.

In addition, Virginia modified
the exclusive remedy provision in
its workers compensation law. The
Legislature passed a bill that gives

an employee whc was sexually as-
saulted by an employer or fellow
employee the option of pursuing a
tort claim in l.eu of pursuing
workers compensation kenefits.

Followirg is a summary of legis-
lative changes emacted from Aug.
1, 1987, through June 30, 1988. It
was prepared by the 1J.S. Labor
Department's Division of State
Workers’ Compensation Programs,
Office of Liaison and Legislative
Analysis, Employsment Standards
Administration.

The following state legislatures

either did not pass workers com-
pensation-related legislation dur-
ing this time frame or were not in
session: Alabama, Arkansas, Illi-
nois, Iowa, Montana, North Da-
kota, Ohio, Texas and Wyoming.

Alabama

® H. 143 (1987):

D Permits two or more self-in-
sured employer groups to pool
their liabilities to establish rein-
surance coverage.

Continued on next page
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Alaska

® S. 322 (1988):

O Broadens coverage to include
volunteers while performing civil
defense and disaster relief duties.

O Reduces benefits received
under the workers compensation
law :f ar employee is receiving or
may be entitled to receive benefits
under an employer pension or
profit-sharing plan.

0O Amends provisions concerning
hear:ngs on workers compensation
discrimination in the hiring of a
person who has filed a compensa-
tion 2laim in good faith.

0 Redefines “injury” to exclude
mental injuries caused by stress

under eertain conditions.

O Allows insurers to: impose a
surchacge, up to 25% cf the pre-
mium “or assigned risk pool insur-
ance; kowever, the surcharge is not
applieable to the first $3,000 pre-
mium in any policy year.

O Authorizes the Workers Com-
pensation Board to employ a re-

- emplcyment benefits administrator

in liem of a rehabilitation adminis-
trator and describes the authority
and fanctions of the new adminis-
trator.

0 Provides for the appointment
of a medical services review com-
mittee to advise and assist the
board an matters relative to medi-
cal care. Establishes standard re-
quirement for a re-employment

plan to become effectiva.

O Requires workers compensza-
tion insurers to establisk and
maintain a workplace safeir rate
reduction program.

O Increases the fine to 510 000
from $1,000 that will be zssessed
against an employer that fails te
provide workers compensation
coverage.

O Increases the penalty tc 25%
from 20% for compensation pay-
ments not made withir sever days
of the due date.

O Reduces permanert total dis-
ability awards by the amount of
any permanent partial disabilifv
benefits received before an zward
of permanent total diszbility has
been determined.

0 Specifies that no temporary
total disability or temporary par-
tial disability benefits may be re-
ceived after the date of reaching
medical stability.

O Provides that compensation
for permanent impairment will
now be determinad by multiplying
the employee's percentage of per-
manent impairment of the whole
person by $135,000; previously
compensation was equal to 80% of
the employee’s spendable weekly
wages, in addition to temporary
total or temporary partial disabil-

ity.

0O States that American Medical
Assn. Guides to Evaluation of Per-
manent Impairment will be applied
in determining the existence and

At Affiliated FM and Appalachian Insurance
Companies we have the proven experience to
tailor property policies for companies of different
sizes. That's why brokers are starting to see
Appalachian and Affiliated from a new perspective.
Affiliated FM and Appalachian are rated A+ by
Best's. We offer a complete product line for
property risks—including an “all risk” policy that's
simple, comprehensive, and flexible. We have a
proven track record of serving brokers who
require fast, competitive, and complete service. We
put you directly in touch with cur ur.derwriters
who can tailor a policy to meet your clients’
needs, then get it out the door quickly We' ve even
been known to hand-dellver a pohcy =
~ And, our claims han

5-2700
1

We can also make available our engineering
resources—resources helpful in reducing or
controlling property losses and in satisfying
your clients’ needs.

So, if you want insurers who provide capacity,
coverage, and service, talk to one of our
Commercial Property Operations Managers. And
get a new perspective on property insurance.

Affiliated FM Insurance Company

Appalachian Insurance Company
Associated with Allendale Mutual Insuranca Co.
A member of the Factory Mutual System,
East Central (216) 524-9300 Midwest (312) 572-0300
New York (201) 992-9700, (212) 233- B?'JC
: Norﬂ\east (401) 275-3000

South (404) 955 ~

degree of permanent impairment.
Arizona

® S. 1273 (1988):

0 Eliminates certain restrictive
language regarding corporations or
mutual associations doing workers
compensation business in the state.

e H. 2001 (1987):

O Limits lump-sum compensa-
tion requests made before July 1,
1987, to $25,000 and requests made
from and after June 30, 1987, to
$50,000.

0 Limits the amount of excess
wages that may be considered as
average monthly wages when com-
pensation for injury or death is de-
termined.

0 Defines “loss of use” of a sche-
duled permanent partial disability
as a “loss of physical function of
the affected member, sight or
hearing.”

O Requires the Industrial Com-
mission to employ an ombudsman
to assist workers compensation re-
cipients with rules governing pro-
ceedings and methods used in de-
termining benefits.

O Requires employers to post
workers compensation information
in English and Spanish only. Pre-
viously, information was posted in
languages spoken by all the em-
ployer's employees.

0 Gives the Industrial Commis-
sion authority to order that addi-
tional compensation in the form of
a penalty of 25% be added where it
finds that unfair or bad faith has
occurred in the processing or han-
dling of any workers compensation
claim,

0O Adds a formula for determin-
ing cost-of-living adjustments in
benefits of recipients of total dis-
ability and death awards from Dec.
31, 1919, through Jan. 1, 1950
Benefits will be paid from the In-
dustrial Commission’s Special
Fund.

California

® A, 2532 (1988):

O Reduces the time period, to 15
from 20 days, within which an em-
ployer must file a written request
for a hearing to contest a penalty
assessment order.

® 5. 656 (1987):

O Changes the time for filing &
report of injury, from within five
days after injury is reported to the
employer, to within five days aftex
the employer obtains knowledge of
the injury.

O Requires the workers compen-
sation administrative director tc
prescribe notification of employee
rights and employer obligations
under the workers compensation
law and oversee the preparation
and publishing of guides contain-
ing information on workers com-
pensation for distribution to all
labor and employee organizations
and any other persons, upon re-
quest.

O Requires all physicians, the
same as for employers, to comply
with certain reporting and record-
keeping requirements pertaining tc
occupational injuries and illnesses
or be subject to civil penalty for 3

‘violation.

® A. 1053 (1987):

O Allows the director of indus-
trial relations to resolve any claims
by compromise and release or sti-
pulated findings and awards, as
long as the Workers Compensation
Appeals Board has acquired juris-
diction over the employer and the
employer has been given notice tg
object.

O Increases the minimum secu-
rity deposit required of private em-
ployers for self-insurance to
$220,000 from $200,000.

® A. 1704 (1987):

O Permits two persons from the
public to serve on the managing or
governing committee of the work-
ers compensation insurance rating

Continued on next page
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organization.

® A. 2639 (1987):

O Allows recovery of expens2s
paid for medical and legal servicas
from a lien placed against compen-
sation payments due.

Colorado

® S.55(1988):

O Establishes a workers com-
pensation self-insurance program
for the Department of Institutions;
previously a self-insurance pilot
program was established for this
agency.

® S. 84 (1988):

0O Provides a set tax rate on
workers compensation insuran:ze
premiums for financing the Major
Medical Fund.

® S. 106 (1988):
O Permits an insurer, self-in-

sured employer or claimant to re-
quest a review of services rendered
by a health care provider. Allows
an employee to request utilization
review if the employee’s request to
have his or her own physician or
chiropractor orovide medical ser-
vices at his or her expense has been
denied.

O Provides that if vocational re-
habilitation is offered and ac-
cepted, termination may be made
by insurer, self-insured employer
or claimant upon 14 days of writ-
ten notification to the workers
compensation director and to the
other parties involved.

0 Adds a penalty to be charged
to every employer or insurer of an
employer, at a rate of 8% per
annum for making untimely com-
pensation payments.

® S. 141 (1988):

O Exempts private homeowners
from coverage for work contracted
out to be done to or about a private
home; includes renovations, addi-

tions, remodeling or repair.

®_ S, 200 (1988):

O Offsets compensation for tem-
porary disability by the amount of
unemployment insurance benefits
payable to an employee, unless the
unemployment insurance benefit
has already been reduced by the
temporary disability benefit
amount and except that temporary
total disability shall not be re-
duced by unemployment insurance
benefits.

® H. 1186 (1987):

0O Authorizes employers engaged
in the same or a similar field of
business to form self-insurance
pools for purposes of workers com-
pensation.

® H. 1215 (1987):

O Specifies that any employer,
corporate officer or working part-
ner, with or without employees,
who does rot obtain coverage for
himself may not file a claim for

compensation under the law.
Connecticut

® S.19(1988):
0 Adds interest on employer as-

sessments to the Second Injury

Fund for non-payment until the
date payment is made.

® S. 80 (1988):

O Provides that all charges for
hospital services resulting from
employment-related injuries or
diseases are the sole responsibility
of the employer or insurer and
must not be billed to the injured
employee.

® H. 5038 (1988):
O Increases the burial allowance
to $4,000 from $3,000.

® H. 5041 (1988):

O States that a principal em-
ployer who hires a contractor or
subcontractor is not immune from
civil actions brought by an injured
employee of the contractor or sub-

Houston Casualty Company

is extremely pleased to announce that
Marvin C. Johnson has joined the
company as Vice President of

property underwriting,.

In his new capacity, Mr. Johnson

will be based in the company’s

Los Angeles branch office and his

knowledge and experience will be a

tremendous asset to the company.

Houston Casualty Company

specializes in marine, energy and

aviation insurance worldwide and

property insurance throughout the

United States.

Houston Casualty Company
is rated by A.M. Best Company
A- (Excellent) Financial Category VI.

HOUSTON CASUALTY COMPANY

13403 Northwest Freeway, Houston, Texas 77040-6095
(713) 462-1000

3250 Wilshire Boulevard, Los Angeles, California 90010-1684
(213) 380-1884

90 William Street, New York, New York 10038
(212) 269-5050

contractor, or the dependents in
case of death, for recovery of dam-
ages resulting from injury or
death.

® H. 5057 (1988):

O Entitles injured employees to
compensation from the Second In-
jury Fund in cases where the em-
ployer goes out of business or
moves all or most business opera-
tions out of the state and fails to
continui accident and health in-
surance‘toverage payments for em-
ployees who are receiving workers
compensation benefit payments.

® H. 5088 (1988):

0 Extends the terms of workers
compensation commissionérs ex-
piring on Dec. 31 to continue to
serve until the next succeeding
March 31.

Delaware

® S. 191 (1987):

O Authorizes a Realtor to elect
coverage for licensed real estate
salespeople and brokers who are
employed as independent contrac-
tors during all or part of their af-
filiation with the company.

Florida

® S 821 (1987):

O Raises to $5,000 from $1,000
the maximum compensation pay-
able for death to dependents of
non-resident aliens.

0 Reduces supplemental com-
pensation for permanent total dis-
ability when the employee receives
a lump sum settlement.

Changes the time period during
which compensation may be re-
ceived by the employee in a lump
sum from six months to three
months after maximum medical
improvement.

0 Limits the types of cata-
strophic injuries for which tem-
porary total disability compensa-
tion may be received. Provides a
uniform method for calculating the
discount factor in wage loss cases.
Broadens the definition of
“wages."

0 Amends medical provisions by
clarifying that an injured employee
is not responsible for his or her
own medical treatment or services.
Gives authority to the Division of
Workers Compensation to contract
with a nion-profit organization for
peer review or utilization review
services.

0 Extends the statute of limita-
tions, to two years from 60 days,
for filing claims against the Spe-
cial Disability Fund.

O Provides that the Division of
Workers Compensation may by
rule, establish an alternative elec-
tronic reporting system that may
be used by an employer or insurer
to report required information to
the division electronically rather
than by filing forms or reports.

Georgia
® S.473 (1988);
O Provides coverage for employ-
ees of the Department of Correc-

tions who are engaged in farm and
live-stock operations.

® S. 495 (1988):

0 Penalizes the employer for an
amount not exceeding $20,000,
which will be added to the com-
pensation benefits, in cases where
injury is caused by an intentional
act of the employer and results in
the death of the employee.

® H. 1437 (1988):

O Changes references of “Deputy
Director” to “Administrative Law
Judge.”

0 Transfers the State Board of
Workers Compensation from the
State Department of Labor to
function as a separate entity under
the executive branch of govern-
ment.

Hawaii

® S, 2823 (1988):
0 Increases the various fines for
Continued on next page
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several violations under the law.

Idaho

® H. 609 (1988):

o Establishes criteria for deter-
mining whether an employer will-
fully violated the requirement to
secure payment of compensation,
and if any penalty should be as-
sessed or collected in such cases.

Indiana

® S. 402 (1988):

O Raises maximum weekly bene-
fits for total disability to $256 from
$190, effective July 1, 1988; on July
1, 1989, benefits will increase to
$274; and on July 1, 1990, the
amount will increase to $294. Si-
milarly, total maximum compensa-
tion for disability, exclusive of
medical benefits, will increase to
$128,000 from $95,0000 on July 1,
1988; to $137,000 on July 1, 1989;
and on July 1, 1990, the payment
will increase to $147,000. Although
the law does not specifically men-
tion compensation for death, those
benefits will likewise be raised.

O Escalates maximum weekly
benefit payments for permanent
partial disability to $99.60 from
$75, effective July 1, 1988; on July
1, 1989, to $109.80; and will in-
crease to $120 on July 1, 1990. Ex-
tends the compensable period of
temporary total disability benefits
to 78 weeks from 52 weeks, in ad-
dition to permanent partial dis-
ability benefits.

O Increases the burial allowance
to $4,000 from $2,000.

0 Requires the employer to pro-
vide replacements for artificial
members when medically pre-
scribed, excluding normal wear
and tear.

D Provides that compensation is
not permitted in cases of occupa-
tional disease caused by the inha-
lation of asbestos dust in which the
last date of exposure occurred on
or after July 1, 1988, unless disab-
lement occurs within 35 years of
the last date of exposure; formerly
20 years.

O Permits up to one-half of a
compensation award to be with-
held for child support income and
other remedies available for the
enforcement of a child support
order.

O Newly requires that all records
of insurance coverage must now be
maintained for 45 years, instead of
30 years.

O Provides a method for deter-
mining death benefits for the de-
pendents when the worker dies be-
fore receiving all benefits from the
Residual Asbestos Injury Fund.

O Appropriates $95,000 from the
State General Fund to the Workers
Compensation Board for adminis-
tration of the workers compensa-
tion law, beginning July 1, 1988,
through June 30, 1989.

® H. 1069 (1988):

o0 Changes the name of the “In-
dustrial Board of Indiana” to the
“Workers’ Compensation Board of
Indiana.”

o Extends to 30 days from 10
days the time period prior to a
scheduled hearing that an em-
ployee or employer must furnish
the other a copy of the employee's
medical examination report, where
a physician representing the other
party was not present. A medical
report not furnished on time may
not be submitted as evidence and
the physician may not testify con-
cerning the examination at the
hearing.

Kansas

& H. 2700 (1988):

O Broadens coverage to include
volunteers of the newly formed
Kansas Department of Civil Air
Patrol.

® H. 2832 (1988):

O Increases the number of ad-
ministrative law judges to 10 from
seven that may be appointed by the
Director of the Division of Work-
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® H. 1915 (1988)

Clarifies that rehabilitazion is for the
purpose of restoration of the injured em-
ployee to suitable employment, in lieu of re-
turn to gainful employment to the ma
mum extent icticable. Authorizes the
administrator of the Office ¢f Employment
Rehabilitation to collect data on ~e-employ-
ment trends for injured workers. Requires
employers that provide rehabilization ser-

y under rehabilitation.
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® S.454 (1988):
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I Creates a Self-Insurer Guaranty
and provides for regulation of
ance

Mississippi
® S. 2401 (1988)

Changes maximum weekly compensa-
tion for disability and death to 6 of the
state average weekly wa (presently, $198)
from a statutory amount of $140; and total
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tion to 450 weeks times
te average weekly wage
($89,100) from $63,000.
® S, 2477 (1988):
O Newly permits the state to ele
insure, af
the Work

't to self-
notification has i to
s Compensation mmission.
Prov that two or more political subdivi-
sions are permitted to group self-insure for
workers compensation purposes.

0 Repeals language that excludes coverage
for handicapped employees in sheltered
workshops. Provides that employers that are
xempt from coverage may now assume lia-
bility for coverage of employees with the
State Fund.

the Mississippi Workers’ Com-

pensation Self-Insurer Guaranty Assn. to
Pr¢ e fc yment of workers compensa-
tion claims without ex e del:
financial losses to claimants resu
i y of a self-insurer, and ass in the
detection and prevention of self-insurer in-
solvency. Requires all self-insurers to be-
come menr yeiation as a condi-
tion of thei status.

® H. 983 (1988):

0 Allows two or more employers engaged
in a common type of business to pool their
liabilities to qualify for group self-insur-
ance,

Missouri
® H. 1244 (1988):
0 Decreases to from 3% the premium
ssment insurers and self-i
required to pay in lieu of all ¢
net deposits, net premiums and net as
ments. Provides that every self-insurer and

insured policyholder is liable for an annual
surcharge to provide revenue for the Second
Injury Fund.

es that direct compensation pay-
ments will be used in compensating claim-
ants for temporary tetal disability.

O Establishes criteria for occupational
dise mpensation from exposure and for
the ting of a contagious or commu-
nicable se arising out of and in the
course of employment.

Nebraska

® 1. 868 (1988):

0 Increases to seven from six the number
of judges serving on the Nebraska Workers
Compensation Court.

® L. 1034 (1988):

0O Gives the presiding judge of the Workers
Compensation Court the responsibility to
conserve the assets of the Second Injury
Fund and Vocational Rehabilitation Fund.

® . 1146 (1988):

0 Authorizes a self-insurer to obtain a
trust as proof of financial ability to provide
for workers compensation benefits.

Nevada

® H. 117 (1987):
0 Requires that American Medical Assn.
gu:des used in determining percentage of
bility be in the form most recently pub-
lished and supplemented before Jan. 1, 1985,
in lieu of guides in existence on the date
most recently cified by regulations of the
Department of Industrial Relations.

® A.253(1987):
C Allows a self-insured employer elective
coverage for his or her employees who are

Dusiness

normally not protected for compensation
when an occupational disease oceurs.

New Hampshire

® H. 12 (1988):
O Recodifies the workers compensation
lawr.

® H. 789 (1988):

0O Authorizes the labor commissioner to
ivil penalties upon employers that
secure payment of compensation

without sufficient cause.

New Jersey

® A, 1784 (1988):

0 Makes numerous changes involving ad-
ministration and payment of compensation
awards against defaulting employers under
the Uninsured Employer’s Fund.

® A, 2210 (1988):

0 Eliminates the annual assessment on in-
surers and self-insurers for financing the
Second Injury Fund. Sets up an annual sur-
charge to be levied upon certain policyhold-
ers and self-insured employers. Makes other
revisions concerning the fund.

® A. 3374 (1988):

O Enacts a rebuttable presumption that
any cardiovascular or cerebral vascular in-
jury ath occurring to certain volunteer
and professional public safety and law en-
forcement personnel is compensable if the
injury or death occurs while responding to
an emergency.

® S. 508 (1987):

0 Broadens coverage to include individu-
als working as publie employ under the
general supervision of the Palisades Inter-
state Park Commission and who work in
that part of the Palisades Interstate Park

nsurance, september

that is located in New Jersey.
New Mexico

® S. 146 (1988):

0 Modifies procedures and regulations re
garding payments and claims against the
Subsequent Injury Fund.

® H. 157 (1988):
0 Creates a Joint Interim Legislative C
compensation. The

: g ibility of a
administered insurance fund and its impac
on public self-insured programs, ways tc
control health care and legal costs, the in
surance rate filing system and reserve re
quirements and costs to insurers and avail
ability of data on those costs.

® H. 210 (1988):

O Changes the date of the annual assess
ment for funding of the administration of the
workers compensation laws to June 30 from
July 1.

® H. 347 and 715 (1987):

0 Reduces the percentage of the state av
erage weekly wage upon which maximun
weekly benefits are determined for total dis
ability to 85% from 100% of the state aver
age weekly wage. Increases the compensabl
period for total disability from 600 weeks to
700 weeks, excluding specified cases of pri
mary and secondary mental impairment.

0 Provides that the maximum period for
payment of unscheduled permanent partia
disability is reduced to 500 weeks from 60(
weeks, except for cases resulting from cer
tain ms of primary and secondary menta
impairment. Increases the compensation pe
riod for scheduled permanent partial dis
ability, plus temporary total disability, tc
700 weeks from 600 weeks. Authorizes

Continued on next page

its our word

Protection is more than our name. More than insurance. It means reduced risk of loss to your

business properties, in two ways:
Protection Mutual’s engineering and account service professionals bring you the full advantage of
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hearing officer to order additional
compensation payments for ampu-
tation of an arm or leg in some in-
stances.

0 Eliminates the requirement
that American Medical Assn.
Guides to the Evaluation of Per-
manent Impairment be used in de-
termining partial loss of use of a
body member or physical function.

O Raises the allowance for fu-
neral expenses to $3,000 from
$1,500.

0O Requires the employer to fur-
nish psychiatric and psychological
services to an injured employee.

0O Specifically limits the liability
of an employer who has made pro-
visions for medical treatment of
the employee, based on the mal-
practice of the medical providers.

O Provides for new and more de-
tailed procedures regarding voca-
tional rehabilitation services. Re-
stricts payment by an employer for

vocational evaluation and counsel-
ing services to a maximum of
$2,500.

0 Removes the $3,000 ceiling on
expenses for board, lodging, tui-
tion, travel and other expenses
during vocational rehabilitation
training; however, training must
begin within two years.

0 Enacts new procedures re-
garding attorneys’ fees with spe-
cial reference to the new workers
compensation administration. Es-
tablishes a $12,500 maximum on
attorneys’ fees, which may be ex-
ceeded only if the employer has
acted in bad faith.

O Establishes an offset of unem-
ployment compensation benefits
against total disability benefits.

0 Adds physical therapy and
dental optometry services among
others that an employer is required
to furnish the employee under the
occupational disease law.

New York
® S.7620-A (1988):

D Raises the allowance for fu-
neral expenses to $3,000 from
$1,500.

® S. 7623 (1988):

0 Amends the law to provide
that physicians, podiatrists or
chiropractors who practice as
partners in groups or as a profes-
sional corporation are permitted to
pool fees and moneys received, ei-
ther by the partnership, profes-
sional corporation or group by the
individual members, for any pro-
fessional services furnished.

® S. 7625 (1988):

O Provides that compensation
for permanent partial loss or loss
of use of an eye is awarded based
on uncorrected loss of vision or
corrected loss of vision resulting
from injury, whichever is greater.
Previously, corrected loss of vision
was not mentioned.

® S. 7641 (1988):
0 Extends coverage to executive

officers of a corporation who at all
times during the period involved
between them own all of the issued
and outstanding stock of the cor-
poration and hold all of the offices.

® A.8515-B (1988):

0 Broadens coverage to include
volunteer ambulance workers, paid
ambulance district employees and
ambulance district officers.

® S. 541 (1987):

O Authorizes reimbursement for
employers or insurers from the
Special Disability Fund for benefit
payments made, in second injury
cases regardless of the employer’s
knowledge of a pre-existing per-
manent physical impairment.

North Carolina

® S.172(1987):

C Amends coverage to require a
private employer of three, formerly
four or more, employees to be co-
vered under workers compensa-
tion.
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O Authorizes compensation for
hernia injuries that are the direct
result of a specific traumatic inci-
dent in the workplace.

O Reduces the period of disabil-
ity that must pass before retroac-
tive benefits may be received to 21
days from 28 days from the date of
disability.

O Increases to $20,000 from
$10,000 the maximum compensa-
tion payable for serious facial or
head disfigurement.

O Raises the burial allowance to
$2,000 from $1,000.

O Newly provides that in eva-
luating oecupational hearing loss,
the frequency of 3,000 cycles per
second, among others, may now be
considered.

O Extends the statute of limita-
tions in certain cases of occupa-
tional disease to two years from
one year.

O Authorizes various fines
against an employer that refuses or
neglects to secure payment of com-
pensation.

Oklahoma

® H. 1655 (1988):

0 Expands the definition of
“employee’ to include a partici-
pant in a sheltered workshop pro-
gram certified by the U.S. Depart-
ment of Labor.

® H. 1457 (1987);

0 Requires a physician to use
only the latest Guides to Evalua-
tion of Permanent Impairment,
adopted and published by the
American Medical Assn., in eva-
luating deafness or hearing im-
pairment.

Oregon
® H. 2199 (1987):

0 Directs the Workers Compen-
sation Department to refer claims
against non-complying employers
to the State Accident Insurance
Fund within 60 days.

® H.2271 (1987):

0 Places the burden of proof on
the employee for obtaining com-
pensation for an injury or occupa-
tional disease and for proving the
nature and extent of disability
under the workers compensation
law. Modifies the definition of oc-
cupational disease.

0O Narrows coverage by removing
injuries resulting from recreation
or social activities in which the
employee engaged solely for his or
her personal pleasure.

O Changes the statute of limita-
tions for filing claims for occupa-
tions disease to one year under
certain conditions; previously, the
time limit was five years after last
exposure and within 180 days after
claimant became disabled or was
informed of the occupational dis-
ease by a physician. Previously,
silicosis, asbestosis, asbestos-re-
lated diseases and radiation injury
were treated separately.

® H. 2816 (1987):

0 Authorizes certain districts,
political subdivisions and school
districts to form group self-insur-
ance pools. Deletes the require-
ment that amateur sports officials
carry health insurance. Exempts
from coverage persons 19 years of
age or older who deliver newspa-
pers.

® H. 2824 (1987):

O Requires an employer to con-
tinue the payment of a group
health insurance policy for a perm-
anent worker who incurs injury or
illness for which a claim is filed
until certain requirements are met.

O Requires insurers and self-in-
sured employers to audit bills for
all medical and hospital services.
Insurers also are required to main-
tain a premium audit program to
aid in achieving equitable pre-
mium charges to employers and for
the collection of creditable state-
wide data for ratemaking.

0 Clarifies criteria for determin-

Continued on next page



Dusiness Imsurance, SCPLEMDEY 13, 1J00 7 Jié

Continued from previous page
ing an employee’'s eligibility for vocational rehabilita-
tion.

States that a worker actively engaged :n rehabili-
tation training is entitled to receive temporary disabil-
ity benefits for a maximum of 15 months; however,
benefits may be extended by the dizsctor of the work-
ers compensation department whan gocd cause is
shown.

O Establishes a medical panel to zzndle :ssues deal-
ing with medical treatment, inclucing cla.ms for ex-
cessive care, inappropriate or ineffeztive “reatment or
treatment in violation of rules.

0 Adds new penalties relating ta meciczl reporting
requirements, failure to comply witk rules goJerning
medical services, revocatior or susgensicn of health
care licenses, malpractice and for failure o cintinue
the medical education program. Th= oill i mposes pen-
alties on an insurer or self-insurec employer for ini-
tiating a hearing for the purpose of delay or vaxation
or w:thout reasonable grounds. Mak2s nunerois other
changes.

O Revises the procedure and allotment Ebr payment
of attorneys’ fees.

Pennsyivania

® S. 1143 (1988):

O Makes provisions regarding the insohencys of an
insurer applicable to certain insurzrs unde: the Long-
shore and Harbor Workers Compensation Act. Speci-
fies that payment of compensatior. pursuant to the
Longshore Act will be made by the workars compensa-
tion security fund at the federal benzfit level or at the
state’s maximum weekly benefit level, wnickever is
lower.

Rhode Island

® S 3244 (1988):
0O Raises the annual allotment for cata co lection rel-
ative to the Second Injury Fund.

® S.8194 (1988):
O Extends the term of the Special Legislative Com-
mission studying appellate procedurss tc June L, 1989,

from June 1, 1988.

® H. 8464 and H. 8468 [1988):

0 Extends to Feb. 10, 1989. the existence of the Spe-
cial Legislative Commission that was originally estab-
lished to identify occupational diseases that pose a
major health threat to workers in the state of Rhode
Island.

® H. 9081 (1988):

O Amends the law by adding an addizienal fre-
quency level of 3,000 cycles per second for use in de-
termining workers compersation benefits for cccupa-
tional hearing loss; formerly. only levels of £0€, 1,000
and 2,000 cycles per secenc were considerec.

o H. 9560 (1988):

O Requires employers zo file a memo-ancum of
agreement with the workers compensation department
within 10 days of the in:tial payment for all injuries on
or before Feb. 28, 1986. Requires the employer to com-
ply with the early pay system for injuries occurring
on or after March 1, 1286, as the f:ling time Zor the
memorandum of agreement. Adds a new provision
regarding procedures that must be fallowed when fil-
ing a suspension agreemsant.

® H. 9566 (1988):

O Increases from to $450,000 from $32C,000 the
amount which the workers compensation d:rector is
authorized to use for data collecting regarcing second
injuries.

® H. 9569 (1988):

O Authorizes a fine of $100, formerly $50, per of-
fense against any employer for referring or neglecting
to report every personal injury sustained by tne em-
ployer’s employees. Fines will also be charged to any
insurance carrier or seif-insurer that refuses or ne-
gleets to give notice of issuance, cancellation or failure
to renew policies. Prov:des that all fines collected for
any violation will be pzid into the Second Injury In-
demnity Fund.

Continued on next page
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South Carolina

® S.421 (1988):

0 Permits an employer who
elects to be covered to withdraw
from coverage by notifying the In-
dustrial Commission or the insurer
in writing of an intention to with-
draw. Penalizes the insurer $1,000
if notification is not given to the
commission.

® S.747(1988):

O Provides that the 25% penalty
imposed on an employer or insurer
for improperly terminating or sus-
pending benefits to an employee
must be paid to the employee based
on the amount of the benefits
withheld, in addition to those ben-
efits withheld.

® S, 922 (1988):

0 Increases the period of disabil-
ity for the loss of an eye to 140
weeks from 110 weeks.

® S. 972 (1988):

0O Raises the burial allowance to
$2,500 from $400. Provides that
compensation for the surviving
spouse only in death cases where
there are two or more dependent
children is now based on 50%, for-
merly 66%%, of the deceased em-
ployee's average weekly wage.

@ S, 321 (1987):

0 Changes references of “Indus-
trial Commission” to “South Caro-
lina Workers Compensation Com-
mission.”

South Dakota

® H. 1163 (1988):

O Provides for annual cost-of-
living increases for individuals re-
ceiving permanent total disability
benefits for specific bodily in-
juries.

Tennessee

® S. 1836 (1988):

O Newly provides that fees
charged to a claimant by a phys-
ician or specialist for giving testi-
mony by oral deposition concern-
ing a claim are considered part of
the case and charged against the
employer when the employee is the
prevailing party.

® H. 1438 (1988):

O Makes employers liable for ad-
ditional compensation for tem-
porary total disability, in an
amount not exceeding 25% of a
temporary total disability claim,
for an employer’s failure to pay
benefits, unless it can be proven
that the refusal to pay was not in
good faith and inflicted additional
expense, loss or injury to the em-
ployee.

@ H. 1500 (1988):

0O Requires insurers to offer
medical benefits coverage for
paid-on-call and volunteer fire-
fighters. Further requires insurers
to cover members of rescue squads
on similar terms and conditions as
coverage is available to full-time
paid firefighters or emergency ser-
vices personnel.

® H. 1981 (1988):

0 Allows elective coverage for
subcontractors and a leased opera-
tor, and a leased owner-operator of
a motor vehicle, upon filing of
proper notification.

Utah

® S. 19 (1988):

O Creates the ‘“Workers Com-
pensation Fund of Utah” as an in-
dependent State agency estab-
lished to provide compensation
insurance at the lowest actuarially
sound price as determined by its
board of directors.

® H. 133 (1988): .

O Modifies and clarifies the defi-
nitions of “employer” and “‘em-
ployee.” The bill also amends re-

sponsibility of the Uninsured
Employers' Fund,

® H. 205 (1988):
0O Specifies that community ser-
vice workers are employees of state

and local governmental entities for’

workers compensation purposes.

® H. 218 (1988):

0 Clarifies that permanent par-
tial disability compensation entit-
lements are based on physical im-
pairment caused by an industrial
accident.

0O Establishes a statute of limita-
tions on permanent total disability
claims and provides for an offset
based on certain other income.

0 Modifies provisions regarding
awards from the Second Injury
Fund. The bill also amends the pre-
mium tax in support of the Second
Injury Fund.

O Clarifies the Industrial Com-
mission’s authority to control med-
ical care of injured employees. Pro-
vides an alternative method for

evaluating medical aspects of acci-
dents and amends the statutes of
limitations.

O Renames the “Second Injury
Fund” as the “Employers’ Reinsur-
ance Fund.”

Vermont

® H. 567 (1988):

O Allows elective coverage for a
sole proprietor or partner upon
submission of proper notification
of such election.

Virginia
® S, 26 & H. 740 (1988):

0 Redefines injury of the brain
as a severe injury that causes the
victim or employee to be perman-
ently unemployable in gainful em-
ployment; previously, defined as
an injury that resulted in incurable
imbecility or insanity.

® H. 79 (1988):

O Newly provides elective cover-
age by any county, city, town or
any political subdivision for its

volunteers or to any officers and
employees of any commission or
board of any authority created or
controlled by the local governing
body, or any local agency or public
service corporation owned,
operated or controlled by such
local governing body.

® H. 137 (1988):

0 Adds that any employee who is
sexually assaulted and who can
identify the attacker may elect to
pursue an action at law against the
attacker, even if the attacker is the
employee's employer or co-em-
ployee, in lieu of pursuing workers
compensation benefits.

Washington

® S.6396 (1988):

0 Computes compensation pay-
ments for registered apprentices or
trainees by using the actual wage
rate during employment.

® H. 1170 (1988):
0O Designates the Department of

Labor and Industry to develop
standards for conducting medical
examinations to determine the ex-
tent or percent of permanent dis-
ability. Requires the Department
to investigate the level of compli-
ance by self-insurers with insur-
ance reporting requirements and
monitor the quality and objectivity
of examinations and reports.

@ H. 1592 (1988):

O Requires the department to
furnish benefits to any worker or
beneficiary who may have a right
or claim for benefits under the U.S.
maritime laws resulting from as-
bestos-related disease under cer-
tain conditions.

® S. 5801 (1987):

0 Declares that respiratory and
heart disease is presumed to be oc-
cupationally related for fire-
fighters; however, this presump-
tion is rebutted by controversial
evidence that may include the use

Continued on next page
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of tobacco preducts, physical fi-
tness, hereditary factors and expo-
sure from other employment or
non-employment activities.

West Virginia
e S.591 (1988):

O Provides that any health care
provider who fraudulently secures
or attempts to secure payment
from the Workers Compensation
Fund is guilty of a misdemeanor
and subject to a fine of not more
than $10,000, or imprisonment of
not more than 12 months, or both.
Defines a health care provider.

® H. 4027 (1988):

O Adds chiropractors, osteo-
paths, podiatrists, optometrists,
vocational rehabilitation special-
ists, pharmacists, ophthamologists
and others who practice medicine
and surgery to the list of those per-
sons who render medical treatment
and services to injured employees
for which the workers compensa-

tion commissioner sets a fee sched-
ule for services.

Wisconsin

® S. 457 (1988):

O Increases the maximum aver-
age weekly wage for determining
compensation for scheduled per-
manent partial disability to
$181.50 from $175.50, resulting in
a maximum weekly benefit of $121
effective April 1, 1988. On Jan. 1,
1988, the average weekly wage will
increase to $187.50, resulting in a
maximum weekly benefit of $125.

O Amends the definition of “in-
jury” by deleting an injury that in-
cludes mental harm or emotional
stress or strain without physical
trauma, if it arises from exposure
to conditions or circumstances be-
yond those common to occupa-
tional or non-occupational life.

0O Includes dental services or
care among the types of medical
treatment that an employer is re-
quired to furnish an injured
worker. ®

U.K. appeals court says insurers
do not owe damages to banks

By STACY SHAPIRO

LONDON—Britain’s highest
court will decide whether an in-
surer can be ordered to pay dam-
ages to a policyholder if it fails to
disclose important insurance con-
tract information.

The case involves a landmark
September 1986 decision by the
British High Court. The court or-
dered insurers that wrote credit in-
surance for a group of banks to pay
the banks damages because an un-
derwriter who worked for the in-
surers failed to disclose to the
banks that cover notes were inac-
curately prepared by a broker.

The insurers—Skandia (U.K.) In-
surance Co. Ltd. and Westgate In-

A Court of Appeal in July overturned the High
Court decision, ruling that non-disclosure by an
underwriter can lead to the rescission of an
insurance contract and the return of premiums, but
under cannot lead to the payment of damages.

surance Co. Ltd., formerly Hodge
Mercantile & General Insurance
Co. Ltd.—were held liable for as
much as 53.8 million Swiss francs
($34.6 million at current exchange
rates) (BI, Oct. 13, 1986).

The credit insurance policies at
issue in the case were written to
guarantee loans on which the bor-

CAN HE REALLY HELPYOU

SEE WHAT’S AHEAD?

When other reinsurers tell you, “It's just like General Re,”
consider this: How did the leader get so far out front?

Innovation.

General Re was the first professional American reinsurer
to write facultative reinsurance in the United States, develop
excess of loss property reinsurance, pioneer rehabilitation

advisory services, author an umbrella form that serves as

a model for the industry, help clients capture exposure

information as a management tool, introduce tax-planning

models and the computer simulation tools ROSE ® PRIME®

and STRIPE® to aid clients’ forecasting, and offer CONFER?
See what's ahead. Reinsure with the leader.

Call General Re today.

General

& Re

THE LAMP OF EXPERIENCE®

HARTFORD, KANSAS CITY, LOS ANGELES, NEW YORK, PHILADELPHIA, ST. PAUL, SAN FRANCISCO, SEATTLE, MONTREAL AND TORCNTO

rower later defaulted.

However, a U.K. Court of Ap-
peal in July overturned the High
Court decision, ruling that non-
disclosure by an underwriter can
lead to the rescission of an insur-
ance contract and the return of
premiums to the policyholder, but
under English law cannot lead to
the payment of damages.

The Court of Appeal decision
allows plaintiff Banque Financiere
de Late Cite S.A., formerly Banque
Keyser Ullman, to appeal the rul-
ing to the House of Lords, Britain's
highest court.

Banque Financiere’s attorney,
Hopkins & Wood of London, cur-
rently is preparing the appeal, said
Barry Holding-Parsons, a partner
in the firm.

If the underwriter had informed
the banks the insurance was not as
it was represented and that it ex-
cluded coverage for losses result-
ing from fraud, the insurers would
not owe the banks any money,
High Court Justice Johan Steyn
ruled. °

The judge also concluded that
had the underwriter performed his
duty as required, the banks would
not have granted the loans.

Justice Steyn held Skandia U.K.
and Hodge responsible for dam-
ages equal to the value of four of
five loans.

“In principle, an insured can
claim damages from an insurer
arising from loss suffered by the
insured as a result of a breach of
the obligation of the utmost good
{faith) by the insurer,” Justice
Steyn ruled.

The judge’s decision marked the
first time a British court ruled that
insurers are liable for damage for
failing to give information to a pol-
icyholder that was relevant to an
insurance contract.

Skandia and Hodge appealed
Justice Steyn’s decision to the
British Court of Appeal, which
heard the case in May.

However, three days before the
end of the 24-day hearing, Skandia
withdrew from the proceedings,
announcing it had reached a settle-
ment totaling about 10 million
pounds ($18.6 million at the appro-
priate exchange rates) with several
of the banks. The value of the set-
tlement was roughly half of the
53.8 million Swiss francs the banks
had sought.

The Court of Appeal decision
does not affect the settlement with
Skandia, said Tony Armstrong,
managing director of Skandia
(UK.).

Hodge, from which the banks
were seeking damages of up to
10.75 million Swiss Francs ($6.9
million), refused to settle with the
banks (BI, May 30).

On July 27, three Court of Ap-
peal justices agreed with Justice
Steyn on the facts in the case,
which dates back to 1979 when
South American financier Jaime
Ballestero persuaded syndicates of
banks to enter into the first of five
separate loan agreements with four
companies he owned or controlled.
The value of the loans totaled 80
million Swiss francs ($51.5 tnillion
at current exchange rates).

The banks involved included
Banque Keyser Ullman in Switzer-
land, which changed its name after

Continued on next page
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Justice Steyn’s decision to La Ban-
que Financiere de Late Cite S.A.

Other banks originally involved
in the case before the Skandia UK.
settlement included two U.S.
Banks: Chemical Bank of New
York and American Fletcher Na-
tional Bank of Indianapolis.

Mr. Ballestero used as collateral
for each loan gems allegedly val-
ued at 198 million Swiss francs
($127.4 million at current ex-
change rates) and credit insurance
policies with total limits of 98.3
million Swiss francs ($63.2 million
at current exchange rates).

The policies were brokered by
Roy Lee, who was manager of the
Cardiff, Wales, office of Lloyd's of
London broker Ernest Notcutt &
Co. Ltd. Mr. Lee left the brokerage
in 1980.

The broker settled with the
banks for 10.5 million pounds be-
fore the original trial ($15.2 mil-

Had Mr. Dungate been accused of being deceitful
or fraudulent, then there would be recourse to sue
his companies for damages, the judges said.
However, a more passive non-disclosure, such as
Mr. Dungate’s, ‘does not amount to deceit in law.’

lion at the appropriate exchange
rates).

Mr. Lee allegedly placed the in-
surance for the loans with both
Hodge and Skandia U.K. through
Cyril Dungate, who prior to No-
vember 1980 was senior un-
derwriter for Hodge and subse-
quently worked as an underwriter
for Skandia U.K.

Mr. Lee allegedly issued cover
notes showing that the credit in-
surance for the first loan was 100%
placed, with Mr. Dungate writing
the primary layer, when in fact it
was not fully placed. The Court of
Appeal agreed with Justice Steyn

that Mr. Dungate knew about Mr.
Lee’s deceit and did not tell the
banks that the cover notes were
fraudulent.

The coverage specifically ex-
cluded losses due to fraud. The
banks, however, also were not told
of the exclusion.

Because the banks believed they
were fully covered for all subse-
quent loans, they granted four
more loans to Mr. Ballestero.

By 1981, the banks rejected Mr.
Ballestero’s request for further
loans.

Later that year, Mr. Ballestero’
companies defaulted on the loans

previously granted.

The gems offered as collateral
subsequently turned out to be
worth only 5 million Swiss francs
($3.2 million at current exchange
rates) rather thar the 198 million
Swiss francs that Mr. Ballesterc
had claimed they -were worth.

“The story, as the learned judge
(Steyn) said, is one of fraud on a
massive scale,” agreed the Court of
Appeal.

The appeal judges agreed with
Justice Steyn that although Mr.
Dungate and his companies are not
accused of fraud, he failed to tell
the banks about the fraudulent
cover notes or of the fraud exclu-
sion in the policies.

However, the :zourts differ on
whether damages can be paid by
the insurers to tke banks because
of Mr. Dungate’s non-disclosure of
fact.

Justice Steyn awarded damages
to the banks because there was a
clear duty on Mr. Dungate to in-
form the banks of relevant facts
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Simulators are vital for complete, safe training.
For example, there are 265 specific faults, systems
malfunctions or adverse conditions that can be
demonstrated in FlightSafety's newest simulators.

Incredibly, over 70% of those “problems”
are either impossible or unsafe to demonstrate

in the airplane itself.

Every year, FlightSafety trains over 25,000
pilots—an elite group with a superlative safety

One of FisghtSafely’s fleet of more than eighty flight simulators.
record. And we back up the quality of that training
by providing a free $50,000 accident insurance
policy to qualified FlightSafety Pro Card holders.

(It's a benefit that can rise to $100,000 with

repeated training sessions.)

If your responsibility for risk protection includes
business aircraft, contact FlightSafety for informa-
tion on training programs for your specific aircraft.

Write FlightSafety International, Dept. U-98,
Marine Air Terminal, LaGuardia Airport,

Flushing, N.Y. 11371 Telex 667573UW: or call
1-800-227-5656

{In New York, 718-565-4120).

intemational

, FlightSafety

The banks would not have sought
more credit insurance nor would
they have suffered damages had
they been apprised of Mr. Lee's ac-
tions, the judge ruled.

However, the Court of Appeals
ruled Justice Steyn’s decision on
damages “is a novel claim as yet
entirely unsupported by any deci-
sion of the courts of this country
beyond the judgment of the
learned judge. And indeed we have

_ been told that after research no au-

thority of any common law court
has been discovered which sup-
ports it.”

Had Mr. Dungate been accused
of being deceitful or fraudulent,
then there would be recourse to sue
his companies for damages, the
judges said. However, a more pas-
sive non-disclosure, such as Mr.
Dungate'’s, ‘‘does not amount to de-
ceit in law,” said the Court of Ap-
peal.

The banks, on discovery of non-
disclosure, had the right “to re-
scind the further contract of insur-
ance. . .and to 'demand the return
of the further premiums paid by
them,” the Court of Appeal said in
its decision.

However, “if the banks’ right to
full disclosure of material facts is
founded neither on tort nor on
contract nor on the existence of a
fiduciary duty nor on statute, we
find it difficult to see how as a
matter of legal analysis it can be
said to found a claim for dam-
ages."

The Court of Appeal said it real-
izes that its order for the insurers
to return the banks' premiums for
the credit insurance seems “inade-
quate” compensation. “This is un-
fortunate for the banks,"” the court
said.

However, the Court of Appeal
noted that the banks had recourse
against the broker for negligence.
The court said Notcutt was ‘‘vi-
cariously liable for the actions of
Mr. Lee.”

The banks also have recourse
against Mr. Ballestero ‘“‘and his
fraudulent associates (who) were
also liable for the loss which they
directly caused to the banks,” the
court said. m
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Rendez-Vous

Continued from page 1

“Reinsurers can make things
worse, but we can’t make them bet-
ter,” Mr. Dielmann said, referring to
the rating influ-
ence of rein- °
surers in a com- °
petitive market.

Obtaining and
maintaining re-
insurance busi-
ness also is a
problem for rein-
surers. U.S. in-
surers already
have assumed
large retentions,
thus draining premiums from rein-
surers in addition to any pricing
control.

“By and large rates are still pretty
good. The disappointment is in buy-
ing,” said Mr. Gordon, referring to
ceding companies’ continued com-
mitment to high retentions.

And, the reinsurance market con-
tinues to write
more excess-of-
loss reinsurance
than pro-rata re-
insurance, which
reduces premium
volume for rein-
surers while
creating larger
loss potential,
Mr. Gordon
points out.

Reinsurers
generally admit their premium vol-
umes will be down in 1989: for some
as much as 35% on a facultative
basis, although less erosion is ex-
pected on a treaty basis.

And, European insurers are ex-
pected to increase their retentions
after merging for strength in an-
ticipation of freer competition
among insurers in the European
Community beginning in 1992 (see
story, page 64).

Except in the London excess-of-
loss reinsurance market, not even
the largest losses in history—which
occurred in the past year—are ex-
pected to change these trends.

The $3 billion windstorm losses
in Europe in October 1987—known
as 87-J—and the $1 billion loss of
the Piper Alpha platform in the
North Sea in July are hitting the
London market hardest and are not
anticipated to spread significantly
to reinsurers in Europe or the
United States.

Although large losses, they are not
expected to curb competition for
general property business. But fears
of the U.S. tort system are keeping
European reinsurers from seeking
new U.S. liability business.

Despite predictions of a continu-
ing down cycle, reinsurers are rea-
sonably confident that their mar-
ketplace will not compete itself into
near-destruction as in the earlier
part of this decade, permitting rein-
surers to enter the next hard market
in better financial shape.

“The reinsurance market now is
relaxed, not soft,” said Arthur
Deters, president and chief execu-
tive officer of International Risk
Management Group Ltd. in Ber-
muda, which negotiates reinsurance
for its captive clients, including the
giant Hopewell pool.

“] don't see reinsurers doing stu-
pid things. I've seen slightly larger
lines, or reinsurers writing in areas
they had withdrawn from,” he said.

Reinsurers are looking for new re-
insurance opportunities, such as
reinsuring captive insurance com-
panies and financial reinsurance, he
added.

The mood throughout the week
of the 32nd Rendez-Vous was low-
key, reflecting flat market condi-
tions. With rates neither skyrock-
eting nor plummeting, there was lit-
tle for reinsurers fo get excited
about.

“There is concern among rein-
surers but not doom and gloom for
those who have managed their af-
fairs wisely. They are facing an in-
evitable return to lower rates,” said

£\ 4

r. Dielmann

Mr. Gordon

Mr. Dielmann of Hannover Re.

“The atmosphere is not one of
doom and gloom but equally not
one of euphoria,” said Victor Blake,
chairman of CNA Reinsurance of
London Ltd.

“Compared with the past, I don’t
feel that people have a lot of re-
solve one way or the other,” ob-
served LeRoy J. Simon, executive
consultant for Coopers & Lybrand
and retired senior vp of Prudential
Reinsurance Co. in Newark, N.J.

Reinsurers are not committed to
stopping the “inexorable downs-
lide,” but neither are brokers com-
mitted to beating down prices, he
said.

‘“We're observing the industry
going from not-so-bad to not-so-
good,” Mr. Simon continued. “1988
was not as great as 1987. On the
other hand, we're not looking for
next year to be a disaster,” he
added.

Instead, the current market is in
transition. “It’s a slow drift down
with no guarantee that it will ac-

celerate and no real promise that it
is going to change,” he said.

Jonathan Crawley, president of
Aneco Reinsurance Underwriting
Ltd. in Bermuda, suggested that
‘‘the atmosphere is like 1981 and
1982, which were
the first years of
that worst-ever
down cycle, but
people didn’t
know what was
going on.”

This year, “the
industry is not
crashing all over
the place. It’s a
normal confer-
ence. And it’s a
good thing that you don’t have any-
thing to get excited about—except
these losses that the industry will
absorbing,” he said, referring to the
October 1987 storm and the Piper
Alpha loss.

Mr. Simon attributed the current
apathy in part to reinsurers’ belief
that they have properly strength-

¢ L
Mr. Simon

ened reserves and they will not need
to do so again this year. As a result,
their earnings will improve, “which
leads to the temptation to write
some more good business,” he ex-
plained.

“The problem
this year is that
no one is posting
losses,'’ said
Tony Taylor,
managing direc-
tor of English &
American Group
P.L.C. in Lon-
don. ‘‘There is
probably enough
margin to still
make a profit
with small rate reductions.”

Many reinsurers, however, say
there is not enough good business
to write and they will reduce their
premium volume.

“Less and less good business is
available,” said Pierre Croizat, chief
executive officer of Scor U.S. Corp.
in New York. Good business already

Mr. Crawley

is placed with reinsurers and is not
being moved, while primary insur-
ers are keeping more business net,
he said.

SCOR U.S. expects its premium
volume in 1989 to be at best stable
and perhaps decline, said Mr. Croi-
zat. Scor U.S. wrote net premiums
of $103 million in 1987 and expects
to write about the same in 1988.

Premium volume in 1989 will
“depend on what happens in the
next few months,” Mr. Croizat said.
Recently, he has detected a leveling
off in rate decreases by primary in-
surers. ‘‘Whether that will last is too
difficult to say at this time,” he said,
adding “it can go one way or the
other.”

Skandia America Group in New
York expects its facultative pre-
mium volume to be down 15% and
its treaty premium volume to be
down 5% to 10% next year, said
John Engestrom, senior vp.

However, he said, “We are looking
for other types of reinsurance solu-

Continued on next page
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Rendez-Vous remains integral: Reinsurers

MONTE CARLO, Monaco—Reinsurers from around the wald
gather in Monte Carlo each September to touch base with their
colleagues and to take the temperature of glcbal insurance and
reinsurance market conditions.

Officially, the 32nd Rendez-Vous de Septembre began on
Monday, Sept. 5, and ended Saturday, Sept. 10. But this tinx
principality on the Mediterranean Sea began filling up with
reinsurance executives on Thursday, Sept 1. and began emp-
tying out on Thursday, Sept. 8.

Reinsurance underwriters and brokers met throughout each
day in hotel lobbies, restaurants and on the beach, Their meetings
can be as short as 15 minutes.

Holding a table in the Loew's lobby lounge or Hotel de Paris
bar becomes a challenge, with friends entrusted with a table
for short periods upon the promise to return it.

The lobby of the Loew's hotel, the largest and most modem
of Monte Carlo’s hotels, echoes with American and British ac-
cents. The hum in the Hotel de Paris lobby, the setting of
the first Rendez-Vous in 1956, is distinctly different, domin-
ated by French and German dialogue.

The rebuilt Cafe de Paris, which was in temporary quarters
last year, was again a popular meeting place for registrants
of all nationalities. Located across the sireet from the Hotel

de Paris and cn the path to Loew's, the Cafe de Paris is

an ideal spot to stop and catch an unscheduled appointment

as well as pre-arranged meetings.

The topics of conversation at the Rendez-Vous range from
specific business gpportunities to general assessments of the
S reinsurance market.

“In the balmy atmosphere of Monte Carlo,
one can often sclve problems that are unsolv-
able elsewhere,” said Theodor Dielmann, ex-
. ecutive vp of Hannover Reinsurance Co. and
Eisen & Stahl Reinsurance Co. “I always have
at least two or three meetings which alone
make the whole time worthwhile.”

. But unlike Rendez-Vous of earlier years,
less contract negotiation is conducted now.
The actual negotiations generally are left for

Mr. Chaloub the October meeting of reinsurers in Baden

Baden, West Germany.

Callum Stewart, chairman of Heath North American Rein-
surance Broking Ltd., a subsidiary of C.E. Heath P.L.C. in
London, agreed that less negotiation on renewals accurs at
the Rendez-Vous.

“Four or five years ago people used to do most of the nego-

tiation for rerewal here. But, as the renewal seasons have
gotten later and later. . less detailed negotiation is done,” he
said. But the Rendez-Vous is still important, Mr. Stewart said.
From a broker’s point of view, the Rendez-Vous “is the one place
where you can meet many of your clients in one place at cne
time," he said. *I have seven or eight meetings a day.”

The Rendez-Vous has changed in another way, according to
Henri Chaloub, chairman of MEPA Group. “There are more
and more young people coming to Monte Carlo. I remember
being told by ane employer that I couldn’t attend Monte Carlo
because I was under 35.”

With everyone trying to meet as many people as possible
for short or long discussions, the formal speeches are sparsely
attended. Conference organizers this year conceded to a low
turnout of only a couple of hundred people and moved the
site of the Tuesday morning addresses from the cavernous audito-
rium of the Monte Carlo Convention Centre and Auditorium to
the much smaller International Congress Centre.

For information on registering for the 33rd Rendez-Vous de
Septembre, to be held Sept. 4-0, 1989. contact Rendez-Vous
de Septembre, Direction du Tourisme et des Congres, 2a Boule-
vard des Moulins, 98030 Monaco Cedex.

—By Kathryn J. McIntyre

Rendez-Vous T oy

Continued from previous page
to 107%.”

Mr. Dielmann said that although
“casualty is somewhat better, rates
are slipping fast even in some
heavy classes.”

Mr. Dielmann predicts that both
property and casualty rates will
fall about 15% in the U.S. market.

“London will have to reduce
rates,” said Callum Stewart, chair-
man of Heath North America Rein-
surance Broking Ltd., a subsidiary
of C.E. Heath P.L.C. in London.
“There is more competition in the
U.S., which will probably lead to
property/casualty reductions of
about 10% to 15%."

Mr. Burbidge of Terra-Nova ex- !
pects to see reinsurance rates for
medical malpractice and other pro-
fessional liability lines to weaken |
because U.S. reinsurers are in- i
terested in the lines again.

Outside the U.S. market, prop-
erty rates are falling 15% across
the board, and casualty rates also
are falling, according to David
Springbett, deputy chairman of
PWS Group P.L.C. in London.

‘“‘Nobody is going to slash rates
and nobody is going to rocket rates
through the sky,” said Mr. Crawley
of Aneco Underwriting. “It might
have been different without 87-J
and Piper Alpha,” he added.

When will the reinsurance mar-
ket harden?

“I am not holding out a lot of
hope that competition will abate,”
said Mr. Dielmann of Hannover Re.
"By the end of next year we will
reach the point of no return. It will
be a loss maker. Currently, I don't
see anything which gives me hope
that it will work out differently.”

“The only slight hope that it may
be better this time is that primary
companies are keeping higher re-
tentions. As they have a greater
vested interest, they will have to
behave more responsibly,’”” he said.

Mr. Dielmann predicts the com-
petitive cycle will end in 1991.

Others are more optimistic. * 88
and '89 will not be good,” said Mr.
Engestrom of Skandia America
about the market in general. |
“Hopefully, '90 will be good.” |

“A lot depends on how the buy- !

|
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ing goes,” said Mr. Gordon of In-
tere. “When will buyers feel un- 1
comfortable with their higher i
retentions? There hasn't been a se- g
rious U.S. loss for three years,” he
noted, commenting that insurance
company managements have taken i
“a real gamble” with the higher f
retentions.

“If the market will quote more
realistically, they may consider
coming back,” Mr. Gordon said of
ceding companies’ reinsurance
buying.

“I'll believe the market will turn
when I hear people put a lid on the
amount of business they will do.
Then they are serious,” said Mr.
Simon of Coopers & Lybrand. -]
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Reinsurers fear trade barrier removal

MONTE CARLO, Monaco—Reinsurers are
concerned that more freedom of trade among
European Economic Community countries
will cost them business.

Insurance companies in EC countries are
expected to merge for strength to better
compete in 1992 and thereafter, when EC
countries will allow open competition among
their insurance companies (BI, May 16).

And the larger the insurance company, the
larger the retention it is likely to maintain,
reducing its need for reinsurance.

This is the general assessment of business
after 1992 for reinsurance companies, ac-
cording to reinsurance experts attending the
32nd Rendez-Vous de Septembre earlier this
month in Monte Carlo.

“The changing structure of the direct in-
surance industry may have an effect on ce-
dants’ reinsurance purchasing,” said John
Lock, general manager of The Mercantile &
General Reinsurance Co. P.L.C. in London.

Small and medium-sized companies—both

insurers and reinsurers—will “find life more
difficult,” he said. “I'd be surprised to find
new reinsurance companies formed.”

As more insurers in Eurcpe merge, creat-
ing larger and fewer rompanies, there li<ely
will be less reinsura‘.ce placed because com-
panies can afford (o retair more risk, said
Ronald Isles, chairman of Alzxander How-
den Reinsurance Brokers Ltd in London

John Engestrom, senior vp of Skandia
America Group in New York, predicts ‘it
will be a number of years beyond 1993 before
we know the full impact"” of open competi-
tion in insurance and reinsurance in tke ZC.

“People are scrambling Zor position,” he
observed, predicting ““more concentration,
bigger companies and less reinsurance.”

In addition, Mr. Engestrom foresees riore
excess-of-loss reinsurance purchased and
less proportional reinsurarecz ‘“Small re.n-
surers will have a hard time," he said.

David Springbett, deprLty chairman of
PWS Group in London, agrees that changes

in the market will zot be immediatz in 199:.
In itself, 1992 is “likely to bte tae biggest
non-event in kistorv It will takz a Zew morz
years to achiave what 1992 is zbout,” ka2
said.

Fatrick Peuzeot, chairman o Societ2
Commerciale d2 Resassurance in aris, savs
that the freer market wili nct d:rec:ly affect
reinsurers, though e agrees th> 2:ent bass
will be different due to mergers and acquiss
tions.

“Tk2 French reirsure-s are cocncernec '’
about the macket ziter 1992, ke caid, “but
they feel a un:ted Zurope is a gocd thing. It
will screngthen tke EBuropean merket ard
giva s an oppcrtucity to compete for better
businzss,"” he szid.

The larger celing comgaries seeking rein-
surance will want large- reinstrance pro-
grams, according toa Patrick Me-in, vp ef
Paris-oased reinsuzznce broker V.A.P. d'En-
treves & Co. S.P.A.

“It will be necessary for reinsurers to im-

crease their capacity on individual lines,” he
said. But, Mr. Martin also expects Europeans
to .ook beyond EC countries for new busi-
ness opportunities.

I think more European people will be
looxzing for U.S. business. People are looking
for premium and it is easier to find premium
in “he United States than anywhere else be-
cause it is such a large market,” Mr. Martin
said

Mr. Martin's role at V.A.P., which he
joined in August from La Licorne S.A. Com-
pagnie de Reassurances where he was a U.S.
prcperty insurance underwriter, is to attract
more business from the United States to
French reinsurers.

Currently, French reinsurers generally are
offzred U.S. business when a reinsurance
prcgram cannot be completed in London.
Mr Martin hopes to obtain U.S. business
dirzctly from the United States rather than
through London.

—By Kathryn J. Mclntyre

Ben-Zur family
may divest
stake in PWS

MONTE CARLO, Monaco—A “For
Sale” sign was publicly nailed to
Lloyd's of London broker PWS
Holdings P.L.C. on the eve of the
32nd Rendez-Vous de Septembre.

PWS released to the London Stock
Exchange on Friday, Sept. 2, a letter
to shareholders concerning ‘“‘con-
structive discussions” with former
Chairman and Chief Executive Ron-
nie Ben-Zur regarding the future of
his family’s 43% ownership in the
broker.

Mr. Ben-Zur, who resigned Aug.
4, indicated that he was willing to
sell the stake at the right price, ac-
cording to PWS (BI, Sept. 12).

On Sunday evening in the Loews
Hotel in Monte Carlo, all appeared
well in the PWS camp at the Ren-
dez-Vous as Deputy Chairman David
Springbett cheerfully welcomed
guests to the PWS cocktail party,
traditionally the opening party of the
gathering.

Meanwhile, scattered among the
champagne and hors d'oevres were
copies of the letter, written by Mal-
colm Pearson, PWS’s newly ap-
pointed chairman, outlining the
events that have unfolded since
PWS’s acquisition of San Francisco-
based Glenn, Nyhan & Associates
[nc. in February.

The acquisition, which was spear-
headed by Mr. Ben-Zur, likely will
lead to a 4.4 million pound ($7.5 mil-
lion) write-off, PWS announced in
the letter. Mr. Ben-Zur “took pri-
mary responsibility” and resigned as
chairman and chief executive, the
letter stated.

His successor, former Deputy
Chairman Ron Peet, said he resigned
Aug. 30 because other directors had
leaked information about the GNA
deal to two British publications and
he feared a “bitter personal battle
taking place in public between Mr.
Ben-Zur and certain members of the
PWS board."”

As a result of the resignations,
which included Brian Sounes step-
ping down as acting chief executive
to deputy chairman for health rea-
sons, the PWS board has been res-
tructured with Mr. Pearson as chair-
man; John Farmer and Mr.
Springbett as deputy chairmen; and
Peter English as chairman of the
PWS International and managing
director of the group. Stephen Dal-
ton-Morris also has been appointed
as a director.

Now the directors must sit and
wait.

After all, “the future of the com-
pany depends on who the (Ben-Zur)
stake goes to,” mused Mr. Springbett
in Monte Carlo. He added that mo-
rale at the company has not suffered
and business has not been lost.

—By Carolyn Aldred
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Technology may alter insurance markets

By CAROLYN ALDRED

MONTE CARLO, Monaco—The
introduction of high technology in
the London and continental Euro-
pean insurance markets could ra-
dically change the way business is
placed and processed, two rein-
surers agree.

A computerized claims facility
for more than 130 London insur-
ance companies will go on line
Nov. 7 in an effort to speed claims
handling in the London market,
said Victor Blake, chairman of
CNA Reinsurance of London Ltd.,
at the 32nd Rendez-Vous de Sep-
tembre in Monte Carlo, Monaco,
earlier this month.

Mr. Blake also is chairman of the
Policy Signing & Accounting
Centre Ltd., which was formed in
1977 to provide a policy signing

and accounting bureau for London
insurance companies.

PSAC—together with the Insti-
tute of London Underwriters,
Lloyd’s of London and a committee
of Lloyd’s brokers—is implement-
ing an IBM computer network to
provide electronic transmission of
data throughout the London mar-
ket.

PSAC’s part of the network will
start operation in November, said
Mr. Blake, who said he hopes
Lloyd's will announce similar
progress soon.

When the network is fully opera-
tional, all claims in the London
market will be handled and pro-
cessed by computers once the lead
underwriters approve the claim,
said Mr. Blake. Claims will no
longer be passed manually to and
from each underwriter on the risk,

which increases claim collection
times dramatically, he explained.

“Claims will be dealt with in
days rather than weeks or months.
It is not going to happen immedia-
tely, but when it does it should
make a dramatic difference,” he
said.

And, once the claims operation is
running successfully, PSAC will
consider introducing some form of
risk placement using the same net-
work, he said. “The potential of
using the same technique in the
placement of business is now on
the drawing board.”

Although the details are yet to be
drawn up, the proposed changes
will mean brokers will only have to
see the lead underwriters before
placing the rest of the risk via the
computer, according to Mr. Blake.

“The placement of risks by tech-

nology has the support of the mar-
ket at large. Leaders in the market
recognize that business has to
change and the London market
needs to be more streamlined,” he
said.

More importantly, the brokerage
community is not opposed to the
idea, he said.

“Brokers are extremely favor-
ably inclined, which is interesting
because people at first thought it
would be a threat. They now rea-
lize that without these cost-saving
techniques their very existence is
threatened,” Mr. Blake explained.

The changes that Mr. Blake fore-
sees will lead to less face-to-face
c¢ontact in the London market,
which will give many insurers the
option of moving out of London’s
expensive financial district. And,
with this partly in mind, Mr. Blake
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is proposing the establishment of a
reinsurance center to house up to
30 London reinsurers (BI, Sept. 5).

The underwriting center will
allow reinsurance companies to
maintain an underwriting presence
in the center of London while mov-
ing administrative staff outside of
London. The centralized facility
also will increase brokers’ access
to London’s reinsurance company
market, which currently is scat-
tered throughout London’s finan-
cial district.

The center will provide rein-
surers with more options, Mr.
Blake said, explaining the lead un-
derwriters will need to retain a
base in London while underwriters
that follow others’ leads will have
the choice of moving out of town or
maintaining some presence in Lon-
don.

More than 20 reinsurers—in-
cluding The Mercantile & General
Reinsurance Co. P.L.C., Excess In-
surance Group Ltd., and Victory
Reinsurance Co. Ltd.—have ex-
pressed interest in the under-
writing center, Mr. Blake con-
firmed.

Mr. Blake hopes to find a suit-
able building by the end of next
year. He also expects to be able to
offer a pilot computerized risk
placement program within a year.

“It is not a challenge from the
technological point of view and,
given the support of brokers and
Lloyd's, I can see it happening
within a year,” he said. ‘

In addition, as the freedom of
trade directive is implemented
within the European Community
by 1992, “there would be no reason
from the technical point of view
why business couldn’t be offered
throughout Europe with a broker
putting the risk on screen simul-
taneously in Europe and London,”
said Mr. Blake.

“A lot of people now recognize
the need to improve the market
mechanisms in the London market,”
agreed John Lock, general manager
of Mercantile &
General.

“Many of the
problems now in
dispute and run-
off in the London
market were
caused by ineffi~
cient market
mechanisms,” he
said.

‘‘By the year
2000 the way
business is transacted will probably
have changed,” he added.

Meanwhile, an electronic network
linking European reinsurers, known
as RINET, is expected to be opera-
tional sometime next year, said Mr.
Lock. The network will provide an
administrative and accounting
function, facilitating the flow of
money between Europe’s reinsurers
(BI, Nov. 16, 1987).

Among RINET's founding mem-
bers are M&G, Munich Reinsurance
Co. of Munich, West Germany;
Skandia International Insurance
Corp. of Stockholm, Sweden; Ne-
derlandse Reassurantie Groep N.V.
of Amsterdam, Netherlands; Societe
Commerciale de Reassurance of
Paris; and Swiss Reinsurance Co. of
Zurich, Switzerland.

The mechanism ‘“by which ac-
counting and balances will be han-
dled with the direct transmission
of data poses some questions for
brokers,” said Mr. Lock, who ex-
pects most of Europe’s reinsurance
industry to join the network. “If
the network is started successfully,
any company not part of it will be
at a disadvantage,” he said.

Although the system currently is
not “designed to be more than an
accounting system, clearly the con-
cept of transmitting data could be
used in an underwriting function,”
Mr. Lock said. a

\ ; P
r. Lock
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Catastro

By CAROLYN ALDRED

MONTE CARLO, Monaco—Man-
kind's technological and economic
progress creates ever larger risks for
the insurance in-
dustry to protect,
according to an
engineer, an
economist and an b
underwriter. o

““The higher X
the level of tech- o 4
nology, the lower ., A0
the margin of Fy
failure that can ‘ x
be allowed,” said P
Professor Orio MY ekl
Giarini, secretary general and
director of the International Assn.
for the Study of Insurance Econom-
ies in Geneva, Switzerland.

For example, one automobile ac-

cident is likely to be much more
damaging than several horse and
carriage accidents, he explained in
a panel discussion on catastrophe
risks during the 32nd Rendez Vous
de Septembre in Monte Carlo ear-
lier this month.

“The general human tendency to
think the future will be identical
to the past is a great mistake,” said
Herbert Tiedemann, engineering
consultant for the Swiss Reinsur-
ance Co. in Zurich, Switzerland, ex-
plaining that natural and techno-
logical catastrophes are increasing
in magnitude.

“It is a fact that cover for catas-
trophe risks occupies an increas-
ingly important role in the activity
of insurers and reinsurers and that
this tendency will continue in years
to come,” said Herve Cachin, assis-
tant director general of the Societe

Anonyme Francaise de Reassurance.
Modern technological errors and
malfunctions will produce greater
and greater economic and human
losses, all three panelists agreed.

In addition, in-
creased popula-
tion density and
increased con-
centrations of in-
dustry mean nat-
ural catastrophes
wreak far greater
havoc than they
did previously,
they agreed.

For example, a
repetition of the
1906 San Francisco earthquake
today would cause losses of between
$50 billion and $100 billion, and a
repeat of the 1923 Tokyo earth-
quake would probably cost about

(4

Mr. Tiedemann
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$250 billion, Mr. Giarini said.

And, Hurricane Betsy, which cost
$715 million in 1965, would cost
more than $10 billion today, due to
the increased value of property in
the areas of the United States hit by
Betsy, Mr. Cachin pointed out.

Indeed, in the last 12 months
alone, the insurance industry has
witnessed several major cata-
strophic losses, including the de-
struction of the Piper Alpha oil
drilling platform in the North Sea,
the October 1987 windstorm in Eu-
rope, the November 1987 explosion
of the Hoechst Celanese Corp.
chemical plant in Pampa, Texas,
and severe flooding in Natal and
Sudan, said panel chairman John
Lock, general manager of The Mer-
cantile & General Insurance Co.
P.L.C. in London.

However, the insurance industry
still is ignorant of the potential ex-
posures it is insuring, Mr. Tiede-
mann warned.

Using an analogy depicting the
insurance industry as an automo-
bile driver, Mr. Tiedemann pointed
out that the industry was relying
on its rear view mirror only, was
not wearing seat belts and was
oblivious to the possibility of being
involved in a multiple collision.

Mr. Tiedemann continued with a
graphic collection of photographic
slides to illustrate floods, fires, ex-
plosions, earthquakes and other
natural and man-made disasters
that have occurred throughout the
world in the last few decades.

As pictures of destruction fol-
lowed one another on the screen,
Mr. Tiedemann explained that the
scenario likely will get worse.

“We are going through the worst
climatic changes for the past few
years. In addition, man’s tampering
with the environment, for example,
in the form of land use has in-
creased the likely losses due to, say,
flooding,” he explained.

For example, cutting down for-
ests to make room for agriculture
increases flood risk five to 10 times
because of the decreased absorp-
tion level of the soil. Moreover, the
application of concrete reduces
water infiltration to zero, he added.

Insurers and reinsurers should be
‘‘prepared for an increase in catas-
trophes,” he warned.

In addition, safety engineering
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phe exposures are growing: Experts

frequently underestimates the true
extent of vulnerability, he said.

For example, designers of the
River Thames Flood Barrier—
erected at a cost of several hundred
million pounds in the early 1980s
to prevent flooding in London—
overlooked recent changes in the
world's climatology.

Similarly, most of the North Sea
oil rigs were designed to withstand
a 30-meter wave, or more than 98
feet, considered by experts at the
time of their design to be the largest
possible wave. However, a 60-meter
wave has been measured since.

“The Piper Alpha was only an
advertiser,” said Mr. Tiedemann,
referring to July’s destruction of the
North Sea oil platform, which likely
will produce insured losses of about
$1.4 billion (BI, Sept. 12, July 18,
July 11).

“A king-sized storm in the North
Sea would bring down quite a few
(rigs the size of) Piper Alpha as
well as flood the U.K. and Scan-
dinavia,” he warned.

“Now I know why insurers never
meet in places renowned for their
scientific learning but flock to gam-
blers’ paradises like Monte Carlo,”
Mr. Tiedemann concluded.

Mr. Giarini emphasized the in-
surance industry’s increased invol-
vement in the area of unpredict-
ability.

In addition, as scientific and tech-
nological development has in-
creased the element of risk rather
than reduced it, the social and eco-
nomic role of insurance has in-
creased, he said.

For example, if a manufacturing
plant blows up, the business inter-
ruption loss is often far greater than
the total property loss, he said.

This has caused a ‘“very impor-
tant cultural transition” for the in-
surance industry, he explained.

The Geneva Assn.,, which works
with international organizations
such as the United Nations Disas-
ter Relief Organization, is trying to
encourage the economic and insur-
ance understanding of risk manage-
ment among engineers in Europe.

Meanwhile, as the industry's ex-
posure to catastrophe risks rises,
awareness and monitoring of the in-
dustry’s maximum loss becomes
more important, Mr. Cachin noted.

“Progress has been made in this
area in recent years, but the situa-
tion is far from satisfactory in cer-
tain markets and for certain types
of risk,” he explained.

In the 1950s the Japanese market
recognized the value of zoning risks
according to geographic area when
offering earthquake coverage for in-
dustrial risks.

The Japanese ‘‘insurance com-
panies got together to evaluate and
to communicate to their reinsurers
their exposures in each of the 12
zones covering the country. They
also agreed to fix a maximum limit
for sums insured in each zone, for
each proportional reinsurance
treaty,” Mr. Cachin explained.

Similar zoning systems that allow
insurers and reinsurers to control
their maximum loss from any catas-
trophe in any one area have since
been adopted in Latin America and
California, Mr. Cachin noted.

“As far as storms and hurricanes
are concerned, progress made over
the last 10 years in the evaluation
of accumulations by direct insurers
and reinsurers has been much more
disappointing. Outside the U.S.A.
and Canada, accumulation informa-
tion in the possession of insurance
companies—and therefore their
reinsurers—remains largely insuffi-
cient,” he said.

“French, German and British in-
surers, and their reinsurers, cur-
rently have only a very imprecise
idea of the maximum loss they are
exposed to on a catastrophic storm
affecting one or more of their mar-
kets,” he added. ]
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Piper Alpha loss dominates Rendez-Vous

By KATHRYN McINTYRE
and CAROLYN ALDRED

MONTE CARLO, Monaco—Lon-
don and marine market represen-
tatives at the 32nd Rendez-Vous de
Septembre could talk of little else
than the July loss of the Piper
Alpha drilling platform and its ef-
fect on the London excess-of-loss
reinsurance market.

In addition to forecasting higher
LMX rates, several accurately pre-
dicted that the loss would encour-
age higher coinsurance in the LMX
market.

Many representatives from out-
side London were disinterested in
the estimated $1.4 billion loss, 90%
of which will be paid by the Lon-
don market.

Still, speculation surfaced that
while the bulk of the loss will be
paid by the London market, other
reinsurance markets eventually
will be affected. Not only will they
help pay the loss, but also reinsur-
ance renewals could be delayed as
London underwriters take longer
to set excess-of-loss rates. And, ex-
cess-of-loss reinsurance rates for
other markets could be higher.

Critics of the LMX market also
took the opportunity to point out
the weaknesses of the system (see
story, page 68).

The $3 billion loss from the Oc-
tober 1987 windstorm, dubbed 87-
J, that struck Southwestern En-
gland and Northern Europe also
was mentioned in some conversa-
tions, but not with the tones of
anxiety one might expect such a
large loss to evoke.

Large losses in London spiral
through the LMX market because

Lloyd's syndicates and London
companies reinsure each other.

Any one syndicate or insurer can
end up paying the same loss several
times on different layers of rein-
surance protection for other syndi-
cates and companies.

In addition to the Piper Alpha
and October windstorm losses,
losses from 1983’s Hurricane Alicia
and the 1985 crash of the Japan Air
Lines jumbo jet continue to spiral
through the LMX market.

The Piper Alpha loss, however,
was the straw that broke the
camel’s back.

LMZX rates quoted since the loss
have increased,
especially for
XL on XL, said
Ronald Iles,
chairman of
Alexander How-
den Reinsurance
Brokers Ltd. in
London. ‘“‘For
top layers, rates
have gone up
from 2% on line
to 5% on line,”
he said. (That
means the rein-
surer wants 5%
of the limit of
coverage as pre-
mium.)

Callum
Stewart, chair-
man of Heath
North American
Reinsurance
Broking Ltd.,
agreed: ‘‘Rates already are going
up dramatically in the marine XL
market with some top layers in the
rig XL market rising two to three
times what they were.”

Mr. lles

Mr. Stewart

Mr. Stewart added that ‘“‘a lot of"

people think the Piper Alpha loss
will be much larger than $1 billion.
You keep hearing of a lot of people
who are going to run out of cover
and [ think a lot of people are very
worried about it. My understand-
ing is that a lot of people are un-
sure what cover they will get and
renewals are going to be very
late.”

“We may find coinsurance in-

creasing,” Mr. Iles added.

Increasing coinsurance to a min-
imum of 10% from 5% was dis-
cussed at an informal meeting of
leading excess-of-loss un-
derwriters in the Lloyd's non-ma-
rine market on Sept. 12, the Mon-
day after the Rendez-Vous, sources
say.

“I personally will be looking for
10% co-insurance this renewal sea-
son and I expect many excess-oi-
loss underwriters in the non-ma-
rine market will do the same,” said
Derek Walker, underwriter for
syndicate 290, managed by Gooda
Walker Ltd.

“The time has come to raise
coinsurance” following the Octo-
ber windstorm and the Piper Alpha
losses, Mr. Walker said, noting that
5% coinsurance has been accepted
as a minimum at Lloyd's for sev-

eral years.

Mr. Iles also predicied that the
Piper Alpha loss could increase
rates for oil and gas risks, but that
it would not affect marine hull and
cargo rates.

“London will certainly hold
rates because of Piper Alpha
and 87-1," said Brian Johnson, un-
derwriter for Northgate Un-
derwriters Ltd., a unit of Eng-
lish & American Group P.L.C. in
London.

“But the German, Italian and
French reinsurers aren’t talking
about Piper Alpha even though
they are going to be thumped too,”
Mr. Johnson added.

Robert Woodthorpe Browne, a
consultant with Citicorp Insurance
Brokers Ltd. in London, predicted
that the higher rates prompted by
the Piper Alpha loss will be short-

lived.

“I believe Piper Alpha will push
up marine XL rates because the
XL underwriters need more addi-
tional premium,"” Mr. Woodthorpe
Browne said.

“But this could create more ca-
pacity as others might come into
the market because rates are hard-
ening. I don't think the up-cycle
will last beyond the renewal sea-
son,” he added.

To those outside London, the
Piper Alpha loss so far has been a
non-event,

“So far, the effect has been zero,
which is very surprising consid-
ering the size of the losses. It is not
a talking point in Monte Carlo,”
said Theodor Dielmann, executive
vp of Hannover Reinsurance Co.
and Eisen & Stahl Reinsurance
Co., both based in Hannover, West

Germany.

Rates also have gone up in
France and Norway in some areas
as a result of the loss, he said, but
not elsewhere.

However, Mr. Dielmann also
predicted that “‘all reinsurance
companies will end up paying some
of the loss because of the huge
capacity required for drilling
rigs.”

Ward Gordon, chairman of In-
tere Intermediaries Inc. in New
York, already has seen fallout from
the Piper Alpha loss in other mar-
kets.

“We're seeing some side effects
of it. Some speciality reinsurance
arrangements written as incidental
non-marine are up 20% to 25% in
rates,” he said.

“The U.S. market will pay some-
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Piper Alpha loss

Continued from previous page
how. Either syndicates won't be in business or they
will want more money,” Mr. Gordon predicted.

But Chris Burbidge, director of non-marine under-
writing at Terra-Nova Insurance Co. Ltd. in Lon-
don, predicted: “There w:ll be great resistance in mak-
ing the U.S. market pav for the losses” from Piper
Alpha and 87-J. “The U.S. has 2ad an extremely good

run on catastrophes since 1983, he explained, ad-
ding that “there will be some rate reductions in lower
levels of U.S. catastrophe programs.”

Mr. Stewart of Heath also expects U.S. clients to

INSURANCE MANAGEMENT LIMITED continue to look for rate reductions, which will

‘“squeeze’” Lloyd's underwriters in the middle, since
they will be paying higher XL rates.
London and Europe “will want to keep rates but

A company in the proximity of Lioyd's with

experienced staff equipped to manage all as- they won't be able to” for U.S. business, said Patrick
pects of insurance and reinsurance run-off. Martin, vp of Paris-based reinsurance broker V.A.P.
d’Entreves & Co. S.P.A.
® Claims negotiations “Rates in the U.S. market are down, particularly in
- z property business because there have been no big
@ Technical accounting losses in the United States since 1983,” he said.

Patrick Peugeot, chairman o Societe Commerciale

® Reinsurance recoveries de Reassurance in Paris, predicted the reinsurance

@ Financial and statutory reporting renewals will be completed late this vear because of
the Piper Alpha loss and 87-J.
Contact “London is being very silent at the moment and is

more concerned about paying the losses than pre-

Roy F. Yaxley, Director or paring for the renewal season,” he said.

Adrian Weir, Director, Since London leads the XL market, London's

Bankside House, ch.arges at ren_elxlwgl wil_ltthaveh to be lkl?ou;n before other
reinsurance will be written, he explained.

107/112 Leadenhall St" But Lloyd’s cannot afford to raise rates too much, or

London EC3A 4AD. else it will lose business, he adv:sed.

Tel: 01-283 6944. Mr. Iles of Alexander Howden pointed out: “Clients

Telex: 8814749 PINTOP-G have a lot of other places tc go. There is a sub-

stantial European markert as well as London.”
John Engestrom, senior vp of Skandia America

‘There is a growing concern of the
spiraling of some claims. It’s a bit
like passing the parcel—someone
will end up holding it,’
says John Lock.

Group in New York, speculated that as a result of
the Piper Alpha loss, “marine syndicates might reduce
their non-marine business,” thereby reducing compe-
tition for non-marine reinsurance.

The Piper Alpha loss also could reduce the popular-
ity of XL protection, some say.

“More traditional European reinsurers are saying
that they are going to be relying much more on long-
term proportional cover,” said Mr. Stewart of Heath.
“Proportional cover recently has become unfashion-
able but is now coming back to reduce fears of LMX
cover burning out. One of our major U.S. clients will
only buy proportional cover.”

As so many losses wind through the LMX mar-
ket, the age-old issue of whether the LMX reinsurance
system offers illusory capacity is being raised again.

John Lock, general manager of The Mercantile &
General Reinsurance Co. P.L.C. in London, com-
mented: “We don’t think it's a sensible market and we
write hardly any LMX business. There is a grow-
ing concern of the spiraling of some claims. It's a bit
like passing the parcel—someone will end up hold-
ing it.”

However, other London reinsurers and brokers ar-
gued that the LMX market provides important capac-
ity to the world's reinsurance industry.

“The LMX market is an effective way of distributing
risk,"” said Jim Payne, chairman of E.-W. Payne Cos.
Ltd. [ ]

A BRIEF MESSAGE ABOUT INSURANCE
PLACEMENTS FOR

'Excess-of-loss market
~ creates instability
In industry: Reinsurer

By CAROLYN ALDRED

For more than a decade Cover X Corporation has
continuously provided a stable insurance product
for the Security Industry. During that time many
companies and agencies professing to “specialize”
in this industry have come and gone. In today's
difficult insurance marketplace most are simply
gone. COVER X CORPORATION IS STILL

HERE, providing that industry with custom tailored
GENERAL LIABILITY, PROFESSIONAL LIABILITY
and WORKERS COMPENSATION.

If you have current or potential clients in the security industry whose long range
interests lie in obtaining a quality insurance product in a stable market then you owe
them a Cover X quotation,

For further information or applications call or write . . .

COVER X CORPORATION

P. 0. Box 5096, Southfield, Michigan 48086
Telephone: (313) 358:4010 — Telex: 23-5635

MONTE CARLO, Monaco—Increasing use of excess-of-loss rein-
surance is producing an unstable reinsurance industry, according to

“Even when direct insurers have developed a good accumulation
control system, the quality of available information deteriorates as
it passes along the chain of cover, from insurer to reinsurer, from
reinsurer to retrocessionaire, etc.,” said Herve Cachin, assistant
general director of Paris-based reinsurer Societe Anonyme Fran-

“Extireme cases are when reinsurers come in on the fourth or fifth
rung, notably when they cover portfolios of excess-of-loss treaties
on an excess-of-loss basis,” he pointed out in a panel discussion at
the 32nd Rendez-Vous de Septembre earlier this month in Monte

e Security Guards,

¢ Patrol Services, el o
¢ Detective Agencies,

e Armored Car Service, gl s
¢ Alarm Monitoring and

e Alarm Installation Sarle, Monage.

“It then becomes almost impossible to know the accumulations. In
this case, many reinsurers have no other choice than to rely on their
own retrocession protections, without being sure, in the majority of
cases, that these will be sufficient,” he added.

“It is in this manner that artificial capacity may arise, risking
collapse like a house of cards the day a major catastrophe happens,”
he said.

Mr. Cachin demonstrated that five reinsurance companies each

. with a net capacity of $10 million can—by way of mutual reinsur-
i ance—develop a capacity of $150 million, though their real capacity
" is only $50 million.

For example, company A can produce a gross capacity of $30
million with a net capacity of $10 million and by retroceding $20
million of buisness excess of $10 million to companies B and C.

Continued on next page
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Lost market share worries intermediaries

By CAROLYN ALDRED

MONTE CARLO, Monaco—The reinsurance industry is
going to have to adopt fundamental changes during the next
few years, say several London reinsurance brokers.

The reinsurance industry has been losing market share for
the last six or seven years as the emphasis on standard rein-
surance products has decreased, pointed out Jim Payne,
chairman of E'W. Payne Cos. Ltd. in London, at the 32nd
Rendez-Vous de Septembre earlier this month.

Reinsurers are “concerned about trends toward higher re-
tentions by ceding companies and more sophisticated buying,
together with a movement away from proportional -einsur-
ance, The professionals are wondering what products to come
up with in the future,” agreed Ronald Iles, chairman of Alex-
ander Howden Reinsurance Brokers Ltd. in London.

“Professional reinsurers are more worried about the next
five years than the current renewal season,” he noted,

The major direct insurance companies ‘‘are getting
stronger financially and better at running their own business,
Reinsurance is a cost. Insurers will protect their assets inter-
nally, if they can, rather than buy reinsurance,” said Mr.
Iles.

‘Alternative methods (of insurance) have
become a very intimidating fact in the
lives of reinsurers and reinsurance
brokers,’ says Jim Payne, chairman of
E.W. Payne Cos. Ltd. in London.

‘“Alternative methods (of insurance) have b2zome a very
intimidating fact in the lives of reinsurers and reinsurance
brokers,” according to Mr. Payne.

Meanwhile, as the reinsurance industry’s share of industry
revenues has declined, its cost base has consistently gone up,
he said. “Reducing income is leading to fierce pressure on
pricing, resulting in some fairly anxious (Rend2z-Vous) par-
ticipants,” said Mr. Payne.

However, “there is now a really solid core of industry peo-
ple who recognize the issues and are doing a lot to resolve
them, although I would love to see more collective thought”
among reinsurers, said Mr. Payne.

“We have got to win back the confidence of our customers
and we have got to deliver the products and services better
than we have done before,” he explained.

The reinsurance industry ““has made too many assumptions
about its indestructibility. We are in the business of being the
ultimate security of the insurance industry and as such we
should protect our clients,” he said.

Instead, ‘“‘the integrity (of the reinsurance industry) has
become bruised,” as more and more reinsurers have disputed
contract wordings, paid claims slowly or refused to pay
claims at all, he said.

‘“There will be a fundamental change in reinsurance. I
would be very surprised if we have not-gone a long way by
the beginning of 1990 in establishing new structures, new
agreements and new entities,” he concluded.

“The reinsurance broking of today will be unrecognizable
in 10 years’ time,” said another leading London reinsur-
ance broker.

“Brokers will operate on a fee basis as a true professional
working for a client,” rather than on a commission basis, the
broker said. In addition, the majority reinsurance for any
risk will be placed via a computer terminal, leaving a few
“brilliant brokers to produce the good ideas,” he said. w

Excess-of-loss

Continued from previous page

Similarly, company B can gen-
erate a total capacity of $30 mil-
lion by retaining $10 million of
risk and retroceding $20 million of
business excess of $10 million to
companies C and D.

In this way, if loss advices to a
lotal of five companies reach $150
million, each company will have a
net loss of $30 million, even though
their theoretical capacity is only
$10 million.

“These complex, circuitous ar-
rangements, whereby each is a
reinsurer of the others, lead to very
late advices in the event of a major
loss, and make it very difficult for
rach company to estimate its de-
finitive loss cost. It is obvious this
position is very dangerous,” said
Mr. Cachin.

Such was the case in the London
excess-of-loss market after 1983°s
Hurricane Alicia, losses from
which are still spiraling in 1988, he
explained.

Similarly, the October 1987
windstorm loss in Europe and
July’s loss of the Piper Alpha drill-
ing platform are likely to similarly
spiral in the LMX market, he said.

“I am sure that the progress
which will be made on this subject
will probably show that the capac-
ity available today for the cover
of catastrophe risks is an artificial
and innocent one, linked to the
opacity of the system of informa-
tion on accumulations,” he said.

Meanwhile, as direct insurers in-
crease their retentions on ordinary
risks, while decreasing their pro-
portional reinsurance and increas-
ing their non-proportional reinsur-
ance, coverage for catastrophe
risks is becoming an increasingly
important part of business ac-
cepted by professional reinsurers.

“On such risks, reinsurers are
faced with an increasing imbalance
between the reducing volume of
premiums ceded and heavier and
heavier potential liabilities,” said
Mr. Cachin.

For example, reinsurers paid
about 50% of insured damages in
England as a result of last Octo-
ber's windstorm and nearly 70% of
the insured damages in France, he
explained.

“This imbalance is all the more
worrying in that reinsurers on ca-
tastrophe layers have no guarantee
of continuity given the instability
of the non-proportional reinsur-
ance market today,” Mr. Cachin
continued.

Mr. Cachin noted after the pro-
gram that several European rein-
surers are wary of ceding business
to or accepting business from the
London excess-of-loss market.

Patrick Martin, vp of Paris-
based reinsurance broker V.A.P. o
d’Entreves & Co. S.P.A., also con- &}ﬁ?”
firmed that many European rein- e
surers are not willing to write
LMX business. @
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When a small miscalculation
hecomes a Federal case.

A misplaced decimal point. A confusing telephone

conversation. A missed deadline In the suit-happy '80s, these
are the things that errors and omissions claims are made of.
More and more businesses and service organizations are
finding that good management and good will may not be
enough. If someone loses money or is dissatisfied with service,
SOmeone’s going to pay.

Media/Professional Insurance, Inc. has designed

policies for a multitude of unusual or complex exposures.
Our on-staff attorneys, underwriters and claims experts work
as a team to ensure a comprehensive understanding of each
policy’s coverage. And by using only A-rated companies,
Media/Professional can offer thorough coverage at realistic
premiums.

Media/Professional is a leader in errors and omissions

and specialized coverages. For a lot of very sound reasons.

$o before your client’s seemingly small mistake

prompts a massive lawsuit, call or write Media/Professional.
We'll help you make a case for specialized coverage.

Media/Professional Insurance, Inc.

Two Pershing Square, Suite 800 - 2300 Main Street
Kansas City, Missouri 64108 - 816-471-6118
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SECURITY GUARD, DETECTIVE
AND PATROL AGENCIES—

Raise The Brownyard Umbrella:

$5 million
worth of
7 protection!

Liability limits are no longer a problem.
With our $1,000,000 General Liability Policy
and a new $4,000,000 Umbrella Liability Policy,

now your clients can enjoy $5,000,000 in
liability protection—an umbrella worth raising!
All from A+ Class XV insurance carriers, which
are fully licer.sed in all 50 states.

For complete information on liability coverage
—as well as Third Party Fidelity Bonding
for your clients—call toll free.

SECURITY IS OUR FIRST CONCERN, TOO!

B@WNYARD
BROTHERS

20 Fourth Avanue, Bay Shore, NY 11706
800-645-5820 (In NY 516-666-5050)

THE COLLECTION AGENCY
THAT GIVES “ASSURANCE” TO
OUR INSURANCE COMPANIES

STA — Stanley Tulchin Associates — is a national commercial
credit and collection service, bonded for $500,000. With 34
years of experience and a successful record of serving many
of the major insurance carriers in the nation, we provide the
insurance industry professional credit executives with the
fast, efficient service they demand...and need.

Our full-service offices in New York, Chicago, Los Angeles,
Atlanta and Dallas enable us to turn your receivables into
cash on hand-promptly-with integrity-nationwide. Mart
Grossman, Eric Levine, Elaine Haimes and our national staff
are available to respond to your questions and concerns.

Please fill in the coupon below or call Toll Free: 1-800-STA-PAYS.

New York: (212) 564-3740
Chicago: (312) 296-2280
Los Angeles: (213) 386-3600
Atlanta: (404) 321-5361
Dallas: (214) 831-5092

Stanley Tulchin Associates
WORLDWIDE CREDIT & COLLECTION CONSULTANTS

YES, WE WOULD LIKE TO KNOW MORE ABOUT THE STA “ASSURANCE"
Name
Title/Organization
Address
City State Zip
Phone

[] We would like STA to mail additional information about their
SEervices to us.
[J We would like an appointment with STA to discuss our particular goals.

Mr. Mort Grossman - President
Stanley Tulchin Associates, Inc.
591 Stewart Avenue, Garden City, New York 11530

Return Coupon To:

The Vista Palace Hotel, perched on the side of a hill, overlooks the Principality of Monaco.
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World’s reinsurers respond
to $350 million Hopewell loss

By KATHRYN J. McINTYRE

MONTE CARLO, Monaco—The reinsurance industry’s
response to the $350 million property loss faced by Ho-
pewell International Insurance Ltd. proves that the rein-
surance market can work smoothly and promptly.

All 200 reinsurers of the Bermuda-based pool have
paid claims filed to date on time, and renewing reinsur-
ance was easy—the coverage was oversubscribed.

“This shows that a lot of the condemnation of the
reinsurance market over the last five or six years was
not really accurate,” said Arthur H. Deters, president
and chief executive officer of International Risk Man-
agement Group Ltd., which manages Hopewell.

The oldest and largest property captive reinsurance pro-
gram for U.S. industrial risks suffered its largest loss last
November when a vapor cloud explosion destroyed a
Hoechst Celanese Corp. chemical plant in Pampa, Texas.
The combined property and business interruption loss is
estimated at $350 million (BI, Dec. 28, 1987).

The claim is not expected to be fully adjusted until six
months after the plant’s projected year-end rebuilding.

“We've been paid on the basis of expenditures to rebuild
the plant,” Mr. Deters said, which totaled $130 million
through the first seven months of 1988.

Every reinsurer has paid so far—$10 million in De-
cember, $55 million in February and $65 million that
was billed in May to be paid in July.

Hopewell, which provides unlimited property reinsur-
ance coverage to its members, maintained a total of $130
million in treaty and facultative reinsurance on the plant.

Under Hopewell’s reinsurance system, the loss exceed-
ing $130 million reverted to the pool’s $25 million basic
treaty underwritten by about 100 professional and 37 cap-
tive reinsurers (BI, April 18).

Following the catastrophic loss, International Risk Man-
agement analyzed all of its reinsurers to determine if any
were in financial jeopardy due to the loss. None were.

International Risk Management then set up a series
of meetings with its reinsurers to make sure they had
all the current information on the loss.

And, International Risk Management began to ana-

lyze what Mr. Deters describes as a former “structural
weakness” in the Hopewell program that required rein-
surers to pay “in excess of what was anticipated.”

The fact that Hopewell had inadequate facultative rein-
surance for the freak loss was “an embarrassment to us,”
Mr. Deters said, and prompted Hopewell to redefine its
loss estimates on specific locations under vapor cloud ex-
plosions and other highly improbable situations.

Hopewell then structured an expanded reinsurance pro-
gram so that if a loss of this magnitude occurred again, it
would be spread among reinsurers “in a much more effi-
cient way,” Mr. Deters said.

Hopewell has purchased additional excess facultative or
pro rata reinsurance on 100 to 150 of its 15,000 insured
locations, with maximum coverage on one location now up
to §1 billion.

Though Hopewell had expected its July 1 reinsurance
renewals to be the most difficult in its 15-year history, the
renewal process “turned out to be one of the best in the
last five or six years,” said Mr. Deters.

“Every treaty was oversubscribed by June 30,” he re-
ported. “We didn't lose a significant reinsurer to our pro-

While Hopewell's reinsurance costs increased on av-
erage about 20%, some treaties did not require a rate hike.

“The key to this renewal,” Mr. Deters said, “was if a
loss of this type occurred again, it would be fractiona-
lized in a more efficient way.”

“This is a market loss,” Mr. Deters said, observing
that if the loss had not been insured by Hopewell, it would
have been insured by one of the major industrial property
insurers and spread similarly throughout the world's rein-
surance markets.

Mr. Deters commented that this large a property loss
is easier for the reinsurance market to swallow than a
much smaller liability insurance loss because “You can
touch it, feel it and see it.”

Nor are Hopewell participants, who paid a share of
the loss, abandoning ship. After eight months of “in-
tensive discussions with all clients impacted by the loss,
we don't see any dramatic or significant fallout from this,”
Mr. Deters said. “No one went broke,” he emphasized. m
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Rendez-Vous provides business venue

By KATHRYN J. McINTYRE
and CAROLYN ALDRED

MONTE CARLOQ, Monaco—The
largest annual gathering of the
world’s reinsurers is an ideal venue
for announcing a new company
and seeking new business contacts.

The annual Rendez-Vous de Sep-
tembre also is a convenient time to
meet with existing or former rein-
surers and retrocessionaires to dis-
cuss business and iron out prob-
lems.

Following is a sampling of the
new ventures, specialized pro-
grams and specific issues discussed
at the 32nd Rendez-Vous de Sep-
tembre held earlier this month:

® L.CF Edmond De Rothschild
Insurance Services Ltd. in Ber-
muda was announced as a new fi-
nancial reinsurance broker and
consultant.

Graham C. Pewter, formerly gen-
eral manager of Cologne Reinsur-
ance Co. (Bermuda) Ltd., is presi-
dent of the new company, which is
part of the Edmond de Rothschild
Group, a European-based organi-
zation with large banking inter-
ests.

The new company also intends to
manage captive insurance com-
panies in both Bermuda and Lux-
embourg, place reinsurance for
captives and manage captives’
assets.

Mr. Pewter had been under-
writing financial reinsurance in
Bermuda for Cologne Re since
1983, making Cologne Re one of
the first reinsurers in Bermuda to
specialize in financial reinsurance
products.

““The quality of submissions I
saw from brokers was not good,”
Mr. Pewter said, noting a few ex-
ceptions from the half-dozen bro-
kers in the world who have the ex-
pertise to place financial
reinsurance programs.

As a result, there is a need for a
good financial reinsurance broker
and consultant, he said.

Captive management is an im-
portant aspect of the new venture,
also, Mr. Pewter said. Rothschild’s
banking clients include companies
that have yet to take advantage of
financing their risks through a
captive insurance company.

The new firm will hire someone
with captive management exper-
tise in Bermuda and contract for
management support services in
Bermuda from an existing Ber-
muda captive manager, Mr. Gra-
ham said, declining to name the
manager at this time.

In Luxembourg, where Roths-
child already has a bank, the firm
will hire a captive manager and
utilize the bank's existing support
services.

“We will promote Bermuda, but
if Luxembourg is the right domi-
cile, we will accommodate the cli-
ent,”” Mr. Pewter said.

Mr. Pewter, 35, has a minority
interest in the new firm.

® Capital Reinsurance Co. Presi-
dent Michael E. Satz met with re-
insurance company executives to
discuss opportunities in reinsuring
financial guarantee insurance.

Capital Reinsurance is a mono-
line financial guarantee reinsur-
ance company domiciled in Mary-
land and a subsidiary of Capital Re
Corp. in New York. The company
was formed in January in response
Lo a perceived shortage of capacity
in the financial guarantee insur-
ance market.

Capital Re has $150 million in
capital provided by institutional
investors including United States
Fidelity & Guaranty Co., Constel-
lation Investments Inc., Minnesota
Power & Light Co., SIBAG Finance
Corp., Capital Assurance Co. Inc.,
Alex. Brown & Sons Inc. and
McDonnell Douglas Finance Corp.

This year, Capital Re has rein-

sured primarily financial guaran-
tee insurance written for munici-
pal obligations, said Mr. Satz. The
company wrote $35 million in pre-
miums in the first six months of
1988 and hopes to end the year
with $50 million to $60 million in
premiums.

While reinsuring the monoline
financial guarantee insurers in the
United States, Capital Re also
wants to do more business with
large multiline insurers and rein-
surers.

Capital Re wants.to provide “ex-
pertise and credibility to enhance
the willingness of reinsurers to
participate in the financial guar-
antee market,” Mr. Satz said.

While focusing on the municipal
bond market, Capital Re has parti-
cipated in non-municipal transac-
tions, such as structured collater-

alized securities, he said.

“We are seeing a globalization of
these concepts,” Mr. Satz said,
noting, for example, mortgage
pools in the United Kingdom in-
sured by U.K. insurers.

Mr. Satz also suggested that
there are more companies in the fi-
nancial guarantee insurance busi-
ness than realize it, if it is broadly
defined.

The global definition of financial
guarantee insurance is a “guaran-
tee through an insurance interme-
diary of a third-party payment ob-
ligation,” according to Mr. Satz.

This definition would encompass
surety business and political risk
insurance, he noted.

Mr. Satz also stressed that Capi-
tal Re is “‘not taking on demonstra-
ble risk of loss. We are looking to
areas with a track record—an op-

portunity to enhance credit rather
than substitute credit.”

Financial guarantee insurers
need reinsurance for several rea-
sons, he noted: to manage their
portfolios; for capacity; to maxi-
mize use of their own capacity
under constraints from regulators,
rating agencies and the market;
and to manage their surplus and
earnings.

In talking to both U.S. and non-
U.S. reinsurers, Mr. Satz found
“‘quite a few are interested in talk-
ing” about financial guarantees.

However, it is ‘““an educational
process,” Mr. Satz said, stressing
“this is a long-term business.”

“1 don't expect to explode my
business over the next 18 months. I
have a strategy for five years. I am
trying to elicit companies with an
interest in that long-term vision.”

Mr. Satz acknowledged that in-
terest in financial guarantee rein-
surance is higher this year because
the traditional reinsurance market
has excess capacity and is looking
for new opportunities.

® The co-reinsurance agreement
between Hannover Reinsurance
Co. and Eisen & Stahl Reinsurance
Co., announced at last year’s Ren-
dez-Vous, has made the combined
companies the second-largest West
German professional reinsurer in
terms of gross premium volume,
said Theodor Dielmann, executive
vp of Hannover Re (BI, Sept. 7,
1987).

Under the agreement which took
effect at the beginning of 1988, all
business written outside of West
Germany is allocated 80% to Han-
nover Re and 20% to Eisen & Stahl.

Continued on next page
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The Loews hotel, a popular site for Rendez-Vous meetings, boasts a spectacular view of Monaco.

Reinsurance developments

Continued from previous page

Within Germany, 70% of business is underwritten by
Hannover and 30% by Eisen & Stahl, said Mr. Diel-
mann.

The combined gross premium volume for Hannover
Re and Eisen & Stahl in 1986-87 totaled 2.2 billion
deutsche marks ($1.39 billion)—more than the 1.86
billion deutsche marks ($1.18 billion) in premiums
written by Gerling Global Reinsurance Co., but trail-
ing the 11.95 billion deutsche marks ($7.71 billion) in
premiums written by Munich Reinsurance Co.

Hannover Re, which obtains about one-third of its
business from West Germany, one-third from the
United States and the other third elsewhere, plans to
increase its representation worldwide by developing
business in the Pacific Basin. Hannover Re already
has representatives or branch offices in London, South
Africa, Italy, Canada and Australia.

In addition, Hannover Re has expanded in Bermuda
(BI, Sept. 12).

Hannover Re is underwriting financial reinsurance
products with Belvedere Insurance Co. Ltd. in Ber-
muda, a subsidiary of New York-based Belvedere
Corp.

Hannover Re and Belvedere both have written finan-
cial reinsurance products, ‘“‘but jointly we feel we
can make a greater impact on this market,” Mr. Diel-
mann said.

“We are excited about this venture as in our view
financially oriented covers have a lot of prospects in
the years ahead,” he said.

Underwriting will be several, unless one partner
fronts for the other, Mr. Dielmann noted.

In addition, Hannover Re joined the captive line slip
in Bermuda organized by Belvedere, Brittany Insur-
ance Co. Ltd. and Hudson Reinsurance Co. Ltd.

Hannover Re already reinsures captive insurance
companies, but joined the line slip to “broaden our
business base,” Mr. Dielmann explained.

Belvedere President Colin O’Connor noted that the
line slip’s capacity of $1.5 million generally will be
provided as the first layer of protection purchased by
the captive. The attachment point will depend on the
individual captive, he added.

® Coopers & Lybrand’s 11 representatives at the
Rendez-Vous were easy to spot: Instead of the official
name badges, they sported badges depicting not only
their name but also an ice cream cone of varying fla-
VOrS.

The badges promoted the Coopers & Lybrand theme
that the firm offers more than “just vanilla accoun-
tancy.”

Coopers & Lybrand’s brochure developed for the
Rendez-Vous described its expertise in strategic plan-
ning, financial consulting, actuarial consulting, rein-
surance operations, management information, infor-
mation systems and legal and business support.

Coopers & Lybrand is the largest consultant to in-
surers of the Big Eight accounting firms.

® Insurance Corp. of Ireland Chief Executive An-
drew J.G. Banks met with reinsurers in Monte Carlo
primarily to discuss ICI's continuing business but also
to negotiate collections of reinsurance on its discon-
tinued business.

ICI is the Irish insurance company that was bailed
out of a 240 million Irish pounds deficit ($348 million)
in 1985 by the Irish government, which purchased the
company from its former bank owner and arranged a
100 million Irish pound ($145 million) loan at a prefer-
ential interest rate.

Mr. Banks stressed the difference between ICI's con-
tinuing and discontinued business.

On its continuing business, ICI is the third-largest
insurer in Ireland writing 60 million Irish pounds
($87 million) in net insurance premiums, about half
commercial and half personal lines. It is the largest
marine insurer in Ireland and writes the government's
export credit insurance program.

Also on a continuing basis, the London branch of ICI
writes about 6 million British pounds ($10.1 million) in
net reinsurance premiums, about 50% for U.K. risks
and 50% international.

ICI's continuing business has been profitable for the
last two years, Mr. Banks noted, including a 12 million
Irish pound profit ($17.4 million) in 1987 when ac-
counted for on an ongoing basis.

The discontinued business involves property/liabil-
ity business written in London in the early 1980s,
which produced large losses. The business was written
on both a direct and reinsurance basis.

Since that business was discontinued in 1985, ICI
has been trying to run off the business promptly,
explained Mr. Banks, who joined ICI 18 months ago.

ICI reinsured the business with financially sound
reinsurers in the United Kingdom and worldwide,
“‘so there is less bad debt than one might expect,” Mr.
Banks commented.

Most of the large retrocessional contracts have been
commuted or are in the final stages of settlement, he
said.

Soon ICI will begin focusing its efforts on collecting
from reinsurers that say they can’t pay. ICI has a de-
partment that does nothing else but collect reinsur-
ance, Mr. Banks said. “They don’t give up.”

At the end of 1987, ICI had collected more than half
of the net estimated recoverables on all retrocessional
programs on discontinued business. ‘“‘Recoveries so far
in 1988 have been on target,” Mr. Banks said.

ICI also is turning its attention to business assumed
and settling those accounts. ICI is offering discounts
for early settlements of its liabilities.

ICI does not separate its discontinued business from
its continuing business in reporting outstanding liabi-
lities.

“ICI may be seen to take a harder line on claims than
those with continuing business in the market,” Mr.
Banks commented.

ICI also takes a hard line on litigation. It has suc-
cessfully invoked the Foreign Sovereignties Immuni-
ties Act of 1976 in the United States when it believes a
plaintiff seeking coverage for pollution liability claims
has shopped for the best forum for its coverage litiga-
tion.

ICI can invoke the act because it is government-
owned. Invoking the act allows it to request that the
litigation be moved to a U.S. federal court from a state
court.

“We are not using it to get out of liability but to
adjust the jurisdiction if it is prejudicial to us,”" Mr.
Banks said.

Mr. Banks noted that his week in Monte Carlo was
spent about two-thirds on ICI’s continuing business
and one-third on reinsurance collection negotiations.

Another ICI employee was in Monte Carlo to “dive-
bomb those who don’t answer their telephone’ about
reinsurance collections, Mr. Bank said.

The Irish government is expected to sell ICI, but no
timetable has been set.

® A letter distributed to brokers at the Rendez-Vous
announced a change in ownership at London under-
writing agency Ridgwell, Fox & Partners (Under-
writing Management) Ltd.

According to a letter dated Sept. 5, Allstate Reinsur-
ance Co. Ltd. will acquire New Zealand Reinsurance
Co. (U.K.) Ltd.’s stake in the underwriting agency,

Continued on next page
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siving Allstate a 93.2% ownership
in Ridgwell.

Effective Dec. 31, David White
and John Condon, directors of New
Zealand Re, will resign as directors
of Ridgwell Fox. They will be suc-
ceeded by Ridgwell casualty un-
derwriter Paul Commerford and
property underwriter Robert Illius.

Donald Fox will remain chair-
man of Ridgwell until the end of
1989, according to the letter signed
by Managing Director Cliff Ridg-
well.

Meanwhile, both New Zealand
Re and Pohjola Insurance Co.
(U.K.) Ltd. will withdraw from the
agency’s 1989 underwriting stamp.
After Jan. 1, business written by
Ridgwell will be 77.5% insured by
Allstate, 15% by Assurances Gen-
arales de France and 7.5% by GAN
[ncendie Accidents of France.

® Directors of English & Ameri-
can Group P.L.C. discussed how
E& A raised an additional 5.75 mil-
lion pounds ($9.7 million) by issu-
ing 100,000 new shares to existing
shareholder Credit Suisse of
Zurich, Switzerland.

As a result of the Aug. 4 issue,
Credit Suisse now holds an 11.35%
stake in E&A.

The additional capital has al-
lowed E&A to “pay off a substan-
tial part of (its) borrowing,” leav-
ing it in a good position for
expansion, according to Managing
Director Tony Taylor.

In February English & American
formed Tower Training Ltd., a fi-
nancial and management training
company based in Gloucester, En-
gland, to add to its. runoff, captive
management and underwriting
agency services.

“It is our policy to expand into
any activity which is related to the
insurance and reinsurance indus-
try,” said Mr. Taylor, adding that
because most of E&A’s revenues

are fee-based, it is partially insu-
lated from the underwriting cycle.

Among the clients for which
E&A currently provides managa-
ment services are John Hancock
(U.K.) Insurance Co. Ltd., Kemper
Reinsurance London Ltd., Crombie
Insurance Co. (U.K.) Ltd. and City
Insurance Co. (U.K) Ltd.

Mr. Taylor expects other U.S.
companies will seek management
and underwriting services from
E&A as they seek to gain a foot-
hold in the European Community
in anticipation of freedom of trade
within Europe by 1992.

® Robert Woodthorpe Browne, a
consultant with London based Ci-
ticorp Insurance Brokers Ltd., said
he is developing Citicorp’s activi-
ties in Africa and the Middle East
where the broker hopes to offer
agricultural crop insurance.

CIB, which recruited more than
60 staff members, including four
divisional heads, from rival broker
C.E. Heath P.L.C. early last year,
doubled its brokerage revenues in
1987 and plans to sustain its
growth rate, said Mr. Browne.

® John Swain, manager of cor-
porate banking at the Bank of Ber-
muda Ltd., announced that the
bank has opened operations in two
more European captive domiciles.

The bank opened Bank of Ber-
muda (Isle of Man) Ltd. in June
with 20 employees after acquiring
a 100% shareholding in Arawak
Trust Co. (Cayman) Ltd. and its
subsidiaries in the Isle of Man in
Gibraltar. Arawak currently fo-
cuses on personal trust and private
banking sérvices, but the Bank of
Bermuda plans to develop banking
services for the captive industry in
the Isle of Man, said Mr. Swain.

In February, the bank, which has
had an operation in Guernsey since
1974, also established an office in
Luxembourg under the name Bank
of Bermuda (Luxembourg) Ltd. =
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Business and pleasure mix at receptions

MONTE CARLO, Monaco—Receptions at
the Rendez-Vous de Septembre are an essen-
tial opportunity to meet old friends and
make new business contacts.

And, of course, the hosts are always in-
terested in promoting their place in the rein-
strance market.

Among the first and largest of the 32nd
Rendez-Vous events were two Sunday eve-
ning receptions attended by several hundred
people: one given by PWS Holdings P.L..C. of
London, held in the foyer of the Grand Salon
at Loews, and another given by the New
York law firm of Kroll & Tract, held on the
terrace of the Hermitage hotel.

U.S. reinsurance broker William Delaney
hested his traditional Monday noon-time re-
ception in the Churchill Room of the Hotel
de Paris. A much smaller affair by design, it
also is distinguished by the invitation’s de-
scription as for “gentlemen only." Mr. De-
laney’s intention is to keep the reception
business-only, he explains.

Monday evening the Principality of Mo-
naco hosted a dinner dance at the Monte
Carlo Beach Club attended by 1,100 people.
They dined outdoors at tables surrounding
the pool and danced to two alternating
bands.

French agency and brokerage MEPA

The Bermuda reinsurance community’s traditional afternoon
reception added four sponsors this year, bring the total
number of sponsors to 20, while attendance broke a
record at 437, making it one of the largest industry
receptions at the Rendez-Vous de Septembre.

Group Holding S.A. invited more than 300
guests to a brunch around the Sea Club pool
on Tuesday. The guests, who dined on bar-
becued lamb and a selection of pasta dishes,
were entertained by a spectacular multilin-
gual display by Swiss ventrilogquist Daniel
Remy. Mr. Remy, who lives in Geneva, Swit-
zerland, and frequently performs in Las
Vegas, conducted his act in at least five dif-
ferent languages, hardly pausing for breath.

Arthur Young International hosted its first
formal reception at a Rendez-Vous this yvear,
held Tuesday evening in the Hermitage.

The Bermuda reinsurance community
hosted its traditional afternoon reception on
Wednesday at the Monte Carlo Sporting
Club. The sponsorship grew to 20 this year
from 16 last year and attendance broke a
record at 437, making it one of the largest

industry receptions.

As usual, the hosts sported Bermuda
shorts, which several changed into at the
club last they be seen walking the streets of
Monte Carlo in the British colony’s garb.

The 13 reinsurance company hosts were:
Aneco Reinsurance Underwriting Ltd., Bel-
vedere Insurance Co. Ltd., Centre Reinsur-
ance Holdings Ltd., Clarendon Insurance Co.
(Bermuda) Ltd., Forum Reinsurance Co.
Ltd.,, G.T.E. Reinsurance Co. Ltd., Hudson
Reinsurance Co. Ltd., Independence Insur-
ance Co. Ltd., National Underwriters (Rein-
surance) Ltd., Paumanock Insurance Co.
Ltd., Pinnacle Reinsurance Co. Ltd., Tate &
Lyle Reinsurance Ltd. and Victory Reinsur-
ance International Ltd.

Bermuda reinsurance broker hosts were:
Amberco Breokers Ltd.; H&H Reinsurance

Brokers Ltd. and Intere (Bermuda) Ltd.

Bermuda bank hosts were: Bank of Ber-
muda Ltd.; Bank of N.T. Butterfield & Son
Ltd. and Bermuda Commercial Bank Ltd.

Also hosting the Bermuda party was Coo-
pers & Lybrand Associates Ltd.

Wednesday evening, London broker C.E.
Heath P.L.C. took over the foyer of the
Grand Salon in Loews for its reception, alse
a large affair of several hundred guests.

In the Monte Carlo harbor, Lloyd’s broke-
Kinimonth Lambert Ltd. entertained guests
on several nights aboard the M.Y. Moonmai-
den II, a 128-foot motor yacht. The largest
party on the yacht, held Wednesday evening,
was attended by more than 200 people.

Smaller parties were held throughout the
week by reinsurers and brokers in hotels and
restaurants in and around Monte Carlo.

For many, the entertainment highlight of
the week is the Gala Dinner, always on
Thursday night at the Monte Carlo Sporting
Club and requiring black tie for men and
evening dress for women.

And yes, the weather was exceptionally
sunny and warm all week, providing ideal
conditions for those who could slip away to
the pool or the beach.

—By Kathryn J. Mclntyrz
and Carolyn Aldred

- Captives now developing in Europe

By KATHRYN J. McINTYRE

. MONTE CARLO, Monaco—Captive insurance companies
! “are just now developing as risk financing devices in Europe
as they did in the United States 20 years ago.
That was the assessment of captive managers and rein-
surers who attended the 32nd Rendez-Vous de Septembre
earlier this month in Monte Carlo.

John Engestrom, senior vp of-Skardia America Corp. in
New York, who will return to Stockholm next year to
manage all property/casualty reinsurance outside North
America for Skandia International Group as well as the
group’s worldwide life reinsurance operations.

Professional reinsurers are interested in reinsuring cap-
tives, Mr. Engestrom added.

Skandia America manages captives through its Skandia
International Risk Management Ltd./Hudson Under-

writing Ltd. subsidiary in Bermuda, and is opening a unit
in Vermont, to be headed by George A. Chaffee, a former
Vermont commissioner of banking and insurance.

Skandia Insurance Co. manages more than 25 captives in
Luxembourg through subsidiary Sinser (Luxembourg)
S.AR.L. (BI, April 18).

International Risk Management Group Ltd.—whose
founder, Fred Reiss, pioneered U.S. captive insurers—

“Captives will be a growth area” in Europe, predicted

Continued on next page
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forecasts growth in European captives, said Chief Executive Officer
and President Arthur H, Deters.

European Economic Community freedom of trade, beginning in
1992 and including insurance, will allow “people who thought
about captives before now to see solutions in practice available,”
Mr. Deters said (BI, May 186). -

“Clients will have a freer hand,” he said.

“Kurope is where the United States was 20 years ago,” Mr. Deters
said.

The acquisition of International Risk Management by Swiss Rein-
surance Co. has expanded the captive manager's opportunities to
serve clients internationally, Mr. Deters said (BI, June 13; March
14).

The image of continuity presented by Swiss Re is “very important
to Europeans,” Mr. Deters noted.

While Luxembourg is the most popular captive domicile in Eu-

rope now, Mr. Deters predicted that new European captive domi-
ciles will emerge, such as Denmark, which is considering modifica-
tions to its laws.

Optimum Risk Research (Bermuda) Ltd., a consulting firm, also
plans to “‘export the captive concept to Enrope " says Jean-Francois
Gelot, who is partner in the company with his wife, Francoise
Gelot.

Bermuda has the most technical expertise in forming and manag-
ing captives, but Luxembourg is emerging as a captive domicile, Mr.
Gelot said.

Optimum currently is negotiating with potential partners to open
a company in Luxembourg, he said.

Mr. Gelot previously was a director of the Overseas Group of E.W.
Payne Cos. Ltd., appointed to develop brokering operations in Eu-
rope.

However, his contract was not renewed at the end of July because
the company decided not to pursue European business development,
Mr. Gelot said.

Optimum also is continuing to consult on reinsurance coilections
and runoff strategies, noted Mrs. Gelot.

Phillip Hancock, director of Rostron Hancock Reinsurance Bro-
kers Ltd. in London, also is prcmotmg captive insurance companies
and rent-a-captives to businesses in the United Kingdom and Eu-
Tope.

“Most U.K. and European companies don't understand captives,”
Mr. Hancock said.

Rostron Hancock is talking to banks to contact potential clients,
he said, because “brokers won't help. U K. brokers aren't pro-cap-
tive.”

Professional reinsurers, Mr. Hancock said, “‘are very interested in
captives. The problem they have is getting in on it.”

Captive insurers will develop in Europe, Mr. Hancock predicted,
because any corporation with more than 500,000 pounds ($850,000)
in premiums will demand captive feasibility studies.

“Wherever you go in Europe, people want to talk about captives,”
he said. “What happened in the States in the last 20 years is just
happening here,” Mr. Hancock said.
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Employers stress flex plan communication

By ALISON KITTRELL

Employers with flexible benefits
take a more proactive approach to-
ward benefit communication and
are more likely to use the most ef-
fective communication methods,
according to a recent survey.

In addition, employers with flex
plans are more likely to assess how
well their communications pro-
grams work.

However, many employers—
whether or not they have flexible
benefits—are using a wide variety
of communication methods to in-
form employees about the compo-
sition and value of their benefits.

In its survey, “Corporate Benefit
Communication. . .Today and To-
morrow,” TPF&C, the benefit con-
sulting subsidiary of Towers, Per-
rin, Forster & Crosby Inc., queried

269 employers nationwide about
their employee benefit communi-
cation programs.

About one-third of these respon-
‘dents had somewhat flexible or
fully flexible benefit programs,
meaning that employees have a
choice of health care options, a

“spending account option or other
. benefit options.

Some 61% of the employers with
flexible benefits said their benefit
communication efforts were more
proactive than reactive, compared
with only 39% of the employers
that offer traditional benefits, in

‘Are communication efforts paying off? It's hard to
tell because. . . .Three-fifths of the entire group
make no attempt to find out what employees think
about benefits and benefit communication,’
say the TPF&C survey authors.

which employees have few, if any,
benefit choices.

“Flex respondents, by a wide
margin, see themselves as in charge
of the benefit communication pro-
cess,” the survey authors pointed
out.

And, those companies with flex
plans are more likely to perceive
their benefit communications pro-
grams as successful. For example,
73% of the employers with flexible
benefits said most employees un-
derstand the benefit program of-
fered by their company, compared
with only 59% of employers with
traditional benefits.

And, 49% of employers with flex
plans said most supervisors under-
stand the benefit plan, compared
with only 37% of employers with
traditional benefits.

Employers with flexible plans
also more often see their benefit
communication efforts as ade-
quate: Fifty-four percent said the
company’s expenditure on benefit
communication was sufficient con-

sidering the amount spent on bene-
fits, while only 44% of employers
with traditional benefits said their
communications spending was
adequate.

And, employers with flex plans
are more likely to see the computer
as the benefits communication tool
of the future. Sixty percent of the
flex employers said the future of
benefit communication lies with
computerization, compared with
only 45% of employers with tradi-
tional benefit plans. However, half
the employers overall agree that
computers will be an essential
benefit communicatiors tool in
years to come.

“Perhaps the most telling sign of
communication sophistication
among flex respondents is the fact
that they do a better job than the
traditionalists of evaluating their
communication efforts,” the survey
authors say.

Fifty-three percent of the com-
panies with flexible benefits—
compared with only 34% of the re-

spondents with traditional benefits
—periodically survey employees
about their benefits and/or their
benefit communication efforts.

And, the survey authors say, that
general lack of effort to measure
the communications program is a
major problem.

“Are communication efforts pay-
ing off? It's hard to tell because
only two-fifths of the (total) re-
spondents do anything to deter-
mine the impact and effectiveness
of communication programs.
Three-fifths of the entire group
make no attempt to find out what
employees think about benefits
and benefit communication,” the
survey authors said.

However, most employers know
what they want to accomplish with
their benefit communication pro-
grams.

Eighty-two percent said commu-
nications efforts should increase
employee understanding of their
benefit plan provisions, and 81%
said their communication eiforts
should increase employee appre-
ciation of the benefit program.

The survey authors add, “Sur-
prisingly, though, less than half of
the group (just 41%) focus pri-
marily on telling employees how
much the company spends on
benefits—even though such dol-
lars-and-cents information may
help underscore the value of bene-
fits.
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“Also surprisingly, given corpo-
rate interest in health care cost
control, is the fact that only 36%
said a primary communication ob-
jective is to gain employee support
in controlling benefit costs.”

Sixteen percent of the respon-
dents said a major benefit commu-
nication objective was to encour-
age employees to take
responsibility for their own finan-
cial security, and an equal number
said a main objective was to main-
tain the company’'s commitment to
open employee communication.

Whatever their primary objec-
tives, employers use a variety of
media in their benefit communica-
tion efforts.

Virtually all use memos (94%)
and special brochures (91%). Some
88% use employee handbooks, 86%
use small group meetings, 84% use
personalized benefit statements,

83% use letters to employees’
homes and 80% use companywide
publications.

Other media used by a majority
of the total respondents are live
slide shows or overhead projection
presentations, 77%; large group
meetings, 76%; bulletin boards,
76%; videotapes, T4%; summary
plan descriptions that are not part
of employee handbooks, 69%; em-
ployee annual reports, 58%; slides
and audio tapes, 57%; supervisory
training sessions, 56%; and indi-
vidual discussions with supervi-
sors, 55%.

Other methods, used by fewer
than half of the respondents, were
benefit newsletters, 38%; telephone
hot lines, 35%; electronic commu-
nication, 11%; and films, 10%.

However, the authors note, “The
media that companies consider the
most effective are not the most
prevalent.”

The three most effective commu-
nication media, according to sur-
vey respondents, were personalized
benefit statements, small group
meetings and videotapes.

Again, employers with flexible
benefits were more likely than
their more traditional counterparts
to use the communication methods
believed to be most effective. For
example, 91% of the flex com-
panies used personalized benefit
statements, compared with 80% of
the companies with traditional
benefits; and 84% of the employers
with flexible benefits used video-
tape presentations, compared with
68% of the traditional employers.

“‘Overall, the flex companies
seem to have greater communica-
tion savvy than the traditionalists.
But is this savvy the product of ex-
perience with flexible benefits? Or
did having first-rate communica-
tion programs in place make it ea-
sier for these companies to adopt
flexible benefits in the first place?”
the survey authors ask.

“Although there's no way to be
sure, the flex factor clearly has a
major impact on communication
practices and philosophy,” the au-
thors conclude.

®
Copies of the survey, “Corporate
Benefit Communication. . .Today
and Tomorrow,” are not avatlable
to the public.
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GIC market

Continued from page 2

BICs, which are technically a
time deposit open account, claimed
an estimated $150 million out of
the total of $21 billion invested in
GICs in 1987, according to Wyatt.

“] think they're going to grow
significantly,’” said Mr. Boyen, re-
ferring to BICs. He estimates about
20 banks now offer BICs, compared
with the roughly 50 to 60 insurance
companies in the GIC market.

Mr. Boyen said that while insur-
ance companies have been domi-
nant in the GIC market since the
mid-1970s, their ability to satisfy
the increasing demand for GICs is
“questionable,” because:

® Surplus requirements limit
the amount of business that insur-
ance companies can write.

® The availability of invest-
ments that insurers can tap is be-
coming limited. “The decline of the
private placement market has hurt
insurance Lompanies somewhat in
the GIC area,”” Mr. Boyen said.

® Some msmms also cite diffi-
culties measuring the profits that
can be earned by issuing GICs.

“The result of all this is that the
demand for GICs/BICs is begin-
ning to exceed the supply,” said
Mr. Boyen, which is forcing down
the GIC yields that a defined con-
tribution plan sponsor can obtain.

“The spread between GICs and
BICs and (Treasury securities) of a
comparable maturity has narrowed
considerably in the last five years,”
he explained.

Five years ago, the interest rate
on a GIC exceeded Treasury bills’
by an average of 150-200 basis
points, or about 1.5 to 2 percentage
points, Mr. Boyen ‘und, Today, the
spread is only 50-75 basis points.

Among the reasons banks are be-
coming more active in the market,
according to Mr. Boyen, are:

® “Narrowing spreads allow the
banks to be more competitive.”
With greater spreads, “‘the banks
were not as competitive with the
insurance companies as they can
be now."

® Plan sponsors want to diver-
sify their investments beyond the
insurance industry. “‘As a general
policy, diversification is good,”
Mr. Boyen said.

© The banks offer additional
protection via coverage offered by
the Federal Deposit Insurance
Corp. “It's very attractive to plan
sponsors,’”’ because it enhances
their ability to communicate the
security of BICs to plan partici-
pants, he said.

The FDIC guarantees funds on
deposit in member banks up to a
maximum of $100,000 per deposi-
tor. Banks interpret this to mean
that each defined contribution
plan participant is entitled to
$100,000 of FDIC coverage, said
Stacy Bowman, a Manufacturers
Hanover vp who also spoke at the
briefing.

® Banks have a tendency to deal
with shorter maturities, which are
vel‘y popular in the GIC market.

“A bank by its very nature has
short-term liabilities,’”” Mr. Boyen
said. Insurers, however, tend to
deal with long-term liabilities. As
a result, banks can offer better
rates in the one-to-four-year ma-
turity range, Mr. Boyen said.

In addition, many defined con-
tribution plans now are purchasing
GICs that use floating rates in an
effort to keep abreast with the
overall market. Participants be-
come dissatisfied when interest
rates go up while their plans are
still paying older, lower rates.

By their very nature, “banks are
more familiar with floating rate-
type agreements,” Mr. Boyen said.

‘“As banks become more com-
fortable with this marketplace, I
think they'll see it as a valuable
source of funds,” he said.

Manufacturers Hanover’'s Ms.
Bowman said the bank began bid-
ding on GIC deals early this year
and expects it to write between

$100 million and $200 million in
contracts by year-end.

While the bank is looking at con-
tracts with a length of one to seven
years, most of the contracts it has
written have maturities of five
years or less, she said.

The minimum size of a contract
the bank will write is about $1
million to $5 million, with a maxi-
mum size of $200 million.

Among the issues raised con-
cerning banks’' growing involve-
ment in the GIC market is credit
quality, Ms. Bowman pointed out.

Observers have noted that while
many insurers have triple-A rat-
ings from credit agencies, few

banks do. While Manufacturers
Hanover's BIC product per se is not
rated, the bank has an A-minus
rating from Standard & Poor's
Corp. for its senior long-term debt,
and a Baal rating frcm Moody's
Investor Service, she said.

While banks’ ratings overall are
lower than insurers’, some ques—
t-on whether the ratings are “‘truly
comparable” because of the dif-
ferences in their businesses, said
Ms. Bowman at the briefing.

Overall, said Ms. Bowman, the
decision whether to purchase a
GIC from an insurer or a bank
“must come down to whether the
company is comfortable with the

institution.” Also important is the
size, expertise and commitment, as
well as the “general trend” of the
particular institution, Ms. Bowman
said. For instance, “Is it getting
stronger?’ she asked.

Banks and insurers can work
well together in the GIC/BIC mar-
ket, according to Ms Bowman.
Pointing to banks' strength in
short-term contracts, Ms. Bowman
said each type of institution offers
a competitive advantage within a
certain segment of the yield curve.
At different times, one or the other
can be more aggressive, she said.

As time goes on, it could develop
that each institution is more suited

to one particular type of GIC con-
tract than another, she said.
Ancther GIC observer, Brian
Ternocy, who heads A. Foster Hig-
gms investment services practices
in Princeton, N.J., said that while
he is glad banks are entering the
GIC market, he is ‘“‘somewhat con-
cerned that the banks don’t know
how to underwrite these things.”
“Right now, I'd have to say the
banks are weaker'’ than the insur-
ance industry in underwriting, Mr.
Ternoey said. Among the factors
that must be taken into considera-
tion in writing GICs are limits bn
the defined contribution plans’
Continued on next page
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GIC market

Continued from previous page
ability to move funds from the GIC
to other investment instruments
and caps on the amount of money
the plan can invest in the GIC.

“The FDIC is very nice, but no-
body wants to use it,” Mr. Ternoey
said, noting that FDIC involvement
would be a last-resort scenario
that all parties want to avoid.

High credit ratings are impor-
tant to plan sponsors, he said.
Some want a minimum triple-A
rating, while others want a dou-
ble-A, he said, “and a lot of them
won't go down to an A-rating at
this point.”

And, while the concept of diver-
sification is valid, plan sponsors
also can diversify among insurance
companies rather than among
lower-rated banks.

In general, Mr. Ternoey added,
he would advise his clients to di-
versify if the industry ratings were
“more equal.” But while individ-
ual banks may have higher ratings
than specific insurance companies,
on an industrywide basis ‘“the in-
surance industry still looks on av-
erage better than the banks."

But more employers with defined
contribution plans may turn to
banks because GIC demand is
growing quicker than supply.

According to a Foster Higgins
survey of 31 insurers that represent
more than 80% of 1987 GIC sales,
the insurance industry’s capacity
for GICs in 1988 is 12% to 15%
higher than in 1987. But at the
same time, plan sponsor require-
ments for GICs will increase an es-
timated 16% to 22% this year. This
means relative capacity may de-
crease by 1% to 10% in 1988.

This will lead to “‘tight" capacity
for maturities of 3% years or less,
Mr. Ternoey said.

Supply and demand will be
about equally balanced for GICs
with maturities ranging from 3%
years to 6% years, while there will
be adequate supply for maturities
of greater than 6% years, accord-
ing to the survey.

The imbalance between supply
and demand for short-term ma-
turities also will mean a bigger
year-end rush to place GIC busi-
ness.

Demand is increasing for GICs
even though creation of new 401(k)
plans and 1988 401(k) payroll de-
ductions has slowed, Mr. Terncey
said. However, he noted that many
contracts initiated in the early
1980s have matured, and these
funds must now be reinvested.

Among other factors fueling de-
mand was the Oct. 19 stock crash,
which increased the flow of funds
into GICs, “though it wasn't any
kind of stampede,” Mr. Terncey
said.

Of the insurers surveyed by Fos-
ter Higgins, 10 said they feel a
greater need to allocate or ration
their GIC capacity this year com-
pared with 1987, while 18 said they
were not planning to ration capac-
ity and two were not sure.

Of those that plan to allocate ca-
pacity, seven said they would
tighten underwriting require-
ments, while six cited they would
aim for higher profit margins.

@

To obtain a copy of the Foster Hig-
gins survey, contact Tamara Bey,
Investment Services, A. Foster
Higgins & Co. Inc.,, 212 Carnegie
Center, Princeton, N.J. 08543; 609-
520-2616.

Managed care liability

Continued from page 1

physician suggested surgical treatment, and Medi-
Cal’s utilization review program authorized the sur-
gery and a 10-day post-operative inpatient stay.

Just prior to the patien:'s scheduled discharge from
the hospital, the attending physician requested an
eight-day extension, but Medi-Cal’s physician re-
viewer approved only a four-day extension.

Several days after she was discharged, the patient
required emergency amputation of her right leg.

The patient, Lois Wickline, sued Medi-Cal, alleging
that it was negligent in refusing to grant the eight-day
hospitalization extension, which caused a premature
discharge and the resulting amputation.

A trial court ordered Medi-Cal to pay a judgment of
$500,000. But that decision was later reversed by a
California state appellate court, which ruled that the
decision to discharge a patient from a hospital is the
ultimate responsibility of the attending physician, not
that of a third-party payer like Medi-Cal.

However, the court stressed that a third-party payer
could be liable for injuries resulting from an arbitrary
or unreasonable decision to deny medical care.

“This has made everyone realize that the real re-
sponsibility for a patient's care rests with the phys-
ician. The decisions made by utilization review com-
panies or in managed care seitings are not over
whether or not a person should go to the hospital, but
how—once they need treatment—we can maximize
their benefi:s,” explained Dr. Robert J. Becker, presi-
dent of Niles, Ill.-based HealthCare COMPARE Inc.,
one of the nation’s oldest utilization review firms.

But while the Wickline decision is considered a vic-
tory for third-party payers, experts warn employers of
the potential for liability in the event an employee is
harmed by a provider in a managed care program.

“There is definitely the potential of liability for em-
ployers if they channel patients from one physician to
another,” such as by offering employees financial in-
centives like waived or reduced deductibles to use
doctors in a preferred provider organization, said
Douglas L. Elden, an attorney with the Chicago-based
firm of Altheimer & Gray. Mr. Elden also is president
of the American Assn. of PPOs in Washington, D.C.

“Employers could be held liable for negligent care
delivered to employees in managed care programs

Continental crash

under the legal theory known as corporate negligence
That theory says that if you have a credentialing sys-
tem for choosing vendors —or in this case health care
providers—and you do not follow or enforce that sys-
tem, then you could be liable if an employee is harmed
by a provider,” he explained.

A credentialing system should include provisions
mandating that PPOs: require providers be board-cer-
tified, require that providers carry their own medical
malpractice insurance, not contract with providers
with a history of malpractice or use other safeguards.

The employer’s PPO selection or credentialing sys-
tem should require that the PPO monitor its par-
ticipating providers and enforce compliance with these
credentials, Mr. Elden said.

“The fact that you as an employer encouraged the
employee to select a particular provider does not cre-
ate the liability. It's the fact that a provider does nof
follow the credentialing system and that you or the
PPO does not enforce the system that creates the lia-
bility,” Mr. Elden said.

“In a well-run operation, the liability issue is not a
problem. And, to stay out of managed care because of
the risk of third-party malpractice liability is not the
answer,”’ because managed care programs often ar-
range appropriate, quality care, he said.

“I see a lot of potential risk, but nothing that can't
be managed,” said Langdon Collins, deputy general
counsel for the Blue Cross & Blue Shield Assn. in Chi-
cago.

“A lot of managed care programs are very responsi-
bly operated. However, employers and managed care
programs must make it clear to employees that the
administrator of the program—whether it be the in-
surer or the employer—is not actually providing health
care, but is providing benefits to cover that care,”
leaving the ultimate decision about the care to the em-
ployee and his or her physician, Ms. Collins said.

Some legal experts say that employers’ liability for
the care delivered in managed care programs is ex-
tremely limited.

“A tremendous legal obstacle to an employee suing
the employer as a third party for harmful care deli-
vered in an HMO sponsored by the employer is the
independent contractor doctrine,” said Peter Senuty, a
partner and leader of the insurance practice of the Los
Angeles law firm Knapp, Petersen & Clarke.

Continued on next page
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firm of Speiser, Krause & Madole.
Settlement amounts were sealed by
the court, he added.

The jury trial in December will
decide who is liable for the crash
and whether punitive damages can
be awarded. When that trial ends,
all the lawsuits will be sent back to
U.S. District Courts in the states
where they were filed. Those courts
will determine compensatory dam-
ages—including economic and
non-economic damages—according
to their state laws.

However, punitive damages will
be determined according to either
Texas or Colorado law, depending
on the outcome of the trial.

At the pretrial conference earlier
this month, Judge Finesilver said
consolidating the cases into a sin-
gle jury trial to determine liability
and whether punitive damages can
be assessed “‘will streamline pro-
ceedings” and ‘‘avoid unnecessary
costs and delay and prevent incon-
sistent results.”

Attorneys also point out that
compensatory damages could also
be higher in the cases to be tried in
Texas than in Colorado since de-
fendants in Texas can be held joint
and severally liable while those in
Colorado cannot.

Under another Colorado law en-
acted in 1986, a defendant is not
liable for a larger share of any
award than his or her percentage
of responsibility if other defen-
dants are not financially able to
pay their share of damages.

However, Texas law says a de-
fendant is liable for payment of an
entire award if its percentage of
responsibility is greater than 20%
of the total damages and greater
than the responsibility of the
plaintiff. A defendant also may be
ordered to pay an entire award if
the plaintiff has no responsibility
for the damages and the defendant
is more than 10% responsible.

Brokers and underwriters have
estimated that liability costs from
the crash could exceed $50 million.

At the time of the crash, Texas
Air had up to $600 million of lia-
bility insurance covering its $8.8

billion fleet. In addition, Texas Air
hulls were insured for a maximum
of $60 million each.

The fleet was insured under one
aviation hull and liability insur-
ance package placed in the United
States by Frank B. Hall & Co. Inc.
and in London by Hall affiliate
Leslie & Godwin P.L.C.

About 20% of the coverage was
placed in the London market, led
by Lloyd's of London’s Ariel syn-
dicate. In the domestic market,
about 25% was placed with U.S.
Aircraft Insurance Group in New
York; 15% with Associated Avia-
tion Underwriters in Short Hills,
N.J.; and 5% with Aviation Office
of America in Dallas.

French insurers, including La
Reunion Aerienne and CAMAT,
also are believed to have partici-
pated in the coverage.

Continental and Texas Air den-
ied in papers filed at the pretrial
conference that they were negli-
gent or guilty of any wrongdoing
that could have caused the crash.

Instead, the defendants said,
plaintiffs’ “injuries, damages and
losses, if any, were caused by the
acts, omissions and/or fault of
third parties over whom Continen-
tal and TAC had no control or right
to control.”

Those third parties were named
by the defendants in the papers as
the city and county of Denver, the
Federal Aviation Administration
and any others “‘to whom the trier
of fact attributes a percentage of
comparative responsibility.”

City and county employees failed
to properly monitor runway snow
conditions or clear or close the
runway when conditions war-
ranted, the defendants charged.

They say the FAA, among other
things, failed to delay takeoffs on
the runway until it could be in-
spected, plowed or treated and did
not accurately report wind di-
rection information to the crew of
the doomed flight.

Continental attorney Robert
Harris of the Denver firm Hall &
Evans said the city, county and the
FAA have not been named as de-
fendants in any of the suits. ]
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‘“Under this doctrine, when
someone renders service to you and
there is a harmful effect, you can’t
go after the organization that
directed you to the provider or
vendor,” Mr. Senuty said.

“I think that the likelihood of
employers being held liable in
these cases would be very remote
for the reason that it would have to
be shown that the employer acted
negligently in selecting and offer-
ing the HMO,"” said Mark Joffe, as-
sociate counsel for the Group
Health Assn. of America, a Wash-
ington-based trade group for
health maintenance organizations.

However remote the possibility
of third-party malpractice liabil-
ity, attorneys, benefit consultants
and some insurers and utilization
review vendors advise employers to
act cautiously, especially given
today’s litigious environment,

“Certainly, we think the poten-
tial exists for employers to be held
liable in malpractice cases arising
from managed care situations, but
we're confident that there are
things employers can do to protect
themselves,” said Pat Richter, a
consultant in the Lincolnshire, I11.,
office of Hewitt Associates.

“One of the major things an em-
ployer must do is to go through a
very well-documented selection
process to show that they have ex-
ercised conscientious selection of
providers or vendors,” she said.

“The important thing about hav-
ing a documented selection process
is so that the employer will be able
to demonstrate in court that you
went through some due diligence
in this process,” said Mr. Meister
of Foster Higgins.

“And, if you are actually putting
financial performance require-
ments on the managed care pro-
vider,” such as requiring the ven-
dor to keep costs below a certain
cost level, “I think an attorney
could have a field day with that
should he or she have access to the
plan proposals, ete.,”” Mr. Meister
said.

He explained that as employers
work to create cost-effective bene-
fit plans, they also must demon-
strate that they are acting in the
best interests of employees by
carefully selecting vendors and
monitoring their performance.

Other experts also stressed the
importance of careful selection of
vendors.

“We are trying to convince our
clients to research any managed
health care vendor carefully and
are encouraging them to select the
more established and competent
firms," said Ronald Summerville, a
consultant in the Washington of-
fice of The Wyatt Co.

“The most important thing an
employer has to do is to make sure
that they work with reputable ven-
dors and make sure that those or-
ganizations take the right steps to
weed out the negligent providers,”
suggested Frank Choromanskis,
vp-group corporate for the Pru-
dential Insurance Co. of America
in Roseland, N.J.

In addition to traditional group
health indemnity products, Pru-
dential also offers HMOs, PPOs
and utilization review programs.
The insurer is voluntarily undergo-
ing the managed care program cre-
dentialing process now being con-
ducted by the Chicago-based Joint
Commission on Accreditation of
Health Care Organizations, Mr.
Choromanskis said.

“Look at the credentialing pro-
cess and make sure the providers
have malpractice insurance and
board certification. Also, make
sure the organization has a quality
assurance program in place,” Mr,
Choromanskis said.

Contracting with HMOs, PPOs
and utilization review vendors is
“just like any other part of your
business. Someone will find a lia-
bility somewhere, and you just
have to be diligent about the ven-
dors you do business with,”’ he

added.

Another step employers can take
to Limit their liability exposure is
to institute a hold-harmless agree-
ment with the managed care ven-
dor or be named as an insured on
the vendor’s liabilitv insurance
policy, some experts said.

However. while employers may
feel more comfortable with their
malpractice exposure through the
execution of a hold-harmless
agreement with managed care ven-
dors—especially utilization review
vendors—some experts warn that
employers should not depend only
on these agreements as protection.

“There are two different strate-
gies to approaching the problem of
third-party liability,” pointed out
Hugh M. Cone, a senior vp with
Cost Care Inc., a utilization review
firm in Huntington Beach, Calif.

““The first strategy is for the ven-
dor to have indemnification and
for us to provide a hold-harmless
agreement so that we would hold
the employer harmless in the event

of a lawsuit,” he explained.

However, Mr. Cone stressed that
Cost Care and its employer clients
are best protected from lawsuits by
the fact that physician consultants
contact attending physicians
“100% of the time in the review
process."

Utilization reviews offered by
some vendors are handled by regis-
tered nurses who have access to
physician consultants should they
need a physician’s opinion.

While HealthCare COMPARE
believes the integrity of the review
process is the best protection
against liability exposures for the
firm and its employer clients,
“when an employer asks that we
name them as an insured, we will
do that,” Dr. Becker said.

Prudential, as well as major na-
tional HMOs like United Health
Care Corp. in Blue Bell, Pa., and
U.S. Health Care Corp. in Minne-
tonka, Minn., do not include hold-
harmless agreements in their con-
tracts with employers.

“We don’t have these agreements
because we really don’t feel com-
fortable assuming anyone else’s
risk,”” Mr. Choromanskis said.

Some consultants say that hold-
harmless agreements often are not
very meaningful in protecting an
employer.

“We attempt to get as broad an
indemnification from managed
care vendors as is possible, The
problem is that some utilization
review firms and PPOs are so small
and have so little in assets, that a
hold-harmless agreement really is
meaningless,” said Mr. Summer-
ville of Wyatt. A plaintiff looking
for deep pockets will turn else-
where—such as to the employer—if
the recovery from the vendor is not
great enough to cover damages.

“Hold-harmless agreements are
only as good as the organizations
that give them, so it really depends
on who you are doing business
with,” Mr. Elden said.

“Check the creditworthiness of
the vendor, and if you can get a

certificate of insurance, that's
great,” he added.

Both Mr. Elden and Ms. Collins
of BC/BS pointed out that profes-
sional liability insurance for
HMOs, PPOs and utilization re-
view firms can be difficult to find,
since this is a relatively new area
of liability.

Some consultants suggest that an
employer involve its risk manager
when selecting and contracting
with managed care vendors.

“The people who are knowledge-
able in liability exposures, like risk
managers, need to be more in-
volved in this process,”” said
Wyatt’s Mr. Summerville. How-
ever, he said he does not know of a

.case in which a risk manager has

been involved.

“I haven't seen any involvement
by risk managers in contracting.
But, it’s a good idea for employers
to look at the effects of managed
care programs on their overall lia-
bility program,” said Mr. Meister
of Foster Higgins. [
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Ad agency rlses from the ashes

Crain News Service

BLOOMFIELD HILLS, Mick.—
On Saturday mornings, advertising
agency owner Joe Kidd likes to
stop by his office for a few kours to
pick up mail and clear his desk of
paperwork.

On Saturday, Aug. 6, that rou-
tine suffered a disruption: A zas
explosion leveled part of the
Bloomfield Centre building in
Bloomfield Hills, a Detroit suburb,
causing at least $400,000 of dem-
age. The blast reduced the offices
of Mr. Kidd's agency, J.K. Kidd &
Co., to a smoldering pile of rubble.

Mr. Kidd arrived in time to
watch smoke and flames engulf
what had not already been blown
to bits. Artwork, tapes, awards,
furniture, machines, supplies, per-
sonal belongings—alomost all of
the material compiled in the
agency's ll-year-history—ware
destroyed.

In the aftermath of the six-hour
blaze, Mr. Kidé's media buyer and
office manager, Susan Sweetman,
salvaged enough singed paperwork
to fill two smal_ cardboard boxes.

Ms. Sweetman's find was the
first step in th= small ad agency's
struggle to get itself up and run-
ning by Moncay morning. Two
days later, those boxes stood in the
corner of a small conference room
at WKBD-TV/Channel 50, where
the agency had set up temporary
quarters, and Mr. Kidd’s staff
members were dusy calling clients,
writing scripts and buying media.

It appearec to be a rout:ne
workday despite the crampad,
makeshift setting.

Mr. Kidd recalled the initial
shock of his near-miss: ‘I could
have easily been putting my key in
the door wher. it happened,” he
said. “The building was nct there
anymore. I just stared at the hole
for a while, thinking: ‘What is this?
Why is this? And why me? It Zelt
like I was watching a scene on the
11 o’clock news happening to
somebody else in some other city.”

J.K. Kidd & CZo. is a full-service
advertising agency that specializes
in producing £nd placing broad-
cast advertising. The agency—
whose major clients include J.C.
Penney Co.—had been headquar-
tered in the Bloomfield Centre
building for six years.

Soon after Mr. Kidd arrived at
the scene of the explosion, he -an
into Thomas Rcnayne, the agency’s
vp. Mr. Kidd’s wife had called Mr.
Ronayne. She was confident that
her husband had not been injured
—he hadn’t had time to reach the
office when she received a phone
call from the police about the 2x-
plosion—but ske wanted Mr. Ron-

Photo: Dwight Cendrowski

Joe Kidd surveys the ruins of the former site of his advertising agency in a Detroit suburb.

ayne there when Mr. Kidd did ar-
rive.

“She was worried he might have
a heart attack when he saw it,” M=,
Ronayne said.

Mr. K.dd was only dazed for a
short time. H2 was consoled by tae
fact that tkere were no injuries,
whizh Bloomfield Eills police say
was amazing considaring the mag-
nitude of the blast and the buil=-
ing’s preximity to Woodward Ave-
nue one of he busiest streets in
the Detroit z1ea.

Mr. K:dd zoon became resignad
to tae fact that thers was little re-
maining of the material portion of
an zdvertising agency with $3 m: -
lion in annua. billings.

That the agency’s six employees
were safe mattered most to him.
“Orly people are irreplaceable,”
Mr. Kidd saic.

Taen the disaster recovecy
began. Mr. Kidd and Mr. Ronayne
went back t¢ Mr. Kidd’s house to

begin drawing up the -hings that
need=d to be done.

Tooping that list were making
cal's to the agency’s insurer, staff
members, the agency's bank, the
telephone company, tke post office
and, most importantly, clients like
J.C. Penney and Church’s Lamber
Yard.

But calling big clier:ts proved to
be unnecessary. Advertising repre-
sentztives from Church’'s and Pen-
ney Fad heard about tke blaz= from
media reports and called Mr. Kidd
and Mr. Ronayne at home.

“No one asked, ‘“Where's my
tape” ' Mr. Kidd saic. “They just
wanted to be sure everyone was all
right.”

Cn Sunday morning. Mr. Kidd
and several agency staffers met at
the site for what he called a “post-
morterm look-see.”

“We'd been there for six years,”
he 2xplained. “You just don’t walk
away and forget it.”

Do you have to return it?

If vou're mt ing through this issue of Business [nsurance
hecause you have to rvrm'n it s00n,

why not have your own personal subscription?
Use the card in this issue or the counon to
SUBSCRIBE TODAY.
Business Insurance
Circulation Dept. 965 E. Jefferson Detroit, Ml 48207

prevention, risk financing and benefit management. Every ~ "ame (Sl priv)
week. Annual subscription (52 issues) in L.S. dollars. — :
E?heck hee) Surface Mall By Air ta thleptone
SA [ $68 [ $145
Canada 0 §100 0 $155 company
Bermuda (air only) J §150 .
United Kii m O $140 or £78 T :
Europe/Middle East 0 $140 nature of business
All other foreign 0O $100 Rates on request 5 5 5
O new subscription. O] “enewal. [J payment enclos:d. LT
Obillme O b'ill Compz.my‘ . ity statedcoutry zip/pcstal code
O Please send information on your special 20%-cff graap O | prefar not to receive information or advertising by mail
rate for five or more subscriptions. from companies not affiliated with Crain Communications.
. Mail to: Business Insurance, Circulation Dept., 965 E. Jefferson Avezp_etroit. MI 48207 4CoL8

Business [nsurance gives you total news ccverags of loss

It was then that Ms. Sweetman
spied two blackened file cabinets
that workers from Consumers
Power Co., the Detroit-area elec-
tric utility, had pulled from the
rubble after the blast. The still-hot
cabinets contained active client
files, the agency’s checkbook and
its accounts receivable/payable
ledger—all singed but readable. It
was a heartening find.

The agency’s financial reports
and tax information were compu-
terized and kept at the account-
ant’s office, another plus.

A search of the parking lot
turned up one of Mr. Ronayne’s
pipes, pipe cleaner still intact, and
a coffee mug—the only personal
effects that had blown free of the
explosion.

Mr. Kidd said that Hartford,
Conn.-based Hartford Casualty In-
surance Co. wrote a commercial
property policy for the agency that
included contents insurance with a
limit of $10,000.

“I probably should have been
more heavily insured,” said Mr.
Kidd, noting that the policy co-
vered only such items as office fur-
niture, file cabinets and desk cal-
culators.

A major problem was solved on
Sunday afternoon when a sales
representative from WKBD offered
the ad agency temporary housing
in the station’s building in the
nearby suburb of Southfield.

“That was the first of the turn-
around good news,” Mr. Kidd said,
adding that representatives from
all Detroit television stations made
the same offer, but Channel 50
made it first.

“This town has a lot of sensitive
people. Everybody’s been great,”
said Mr. Kidd, a native of North
Carolina who moved to Detroit in
1953 and started his own agenecy in
1977.

On Monday morning, Mr. Kidd
met with his staff at Channel 50.

““We shook our heads, looked at
each other, then shook hands all
around,'” said Mr. Kidd. ‘‘The

shock had kind of worn off. Every-
body was just happy to be there.”

He then had the staff make lists
of everything they remembered
being in the office before the ex-
plosion.

“They added to the long list that
I had already made.” Mr. Kidd said
shortly after the blast. “We won’t
really know for sure everything
that’s missing until a client calls
up and says, ‘Dig out all the tran-
sparencies you have for such-and-
such a project.” Then we'll have to
say, ‘Sorry, they were destroyed.’

“But you can't sit around in the
doldrums worrying about any of
this. Business goes on. I'm making
ads, producing commercials. I've
got layouts to make, storyboards to
draw.”

Master tapes for commercials are
kept at production studios, so Mr.
Kidd and his staff had most of the
components they needed to make
the radio and television ads that
had been scheduled for production
at the time of the explosion.

Copywriter Bob Monement had
taken home a slew of scripts, incl-
uding what was the agency’s next
big project: television ads for
Church’s Lumber Yard to be run
on a local station as part of the
lumber yard’s sponsorship of the
Summer Olympics coverage.

By Monday afternoon, in fact,
Mr. Kidd and his employees were
in full swing, conducting business
from Channel 50's offices.

Mr. Ronayne, the agency’s vp,
had called all clients and pros-
pective clients to assure them that
the agency’s operations would con-
tinue without skipping a beat,
And, he said he doubted the
agency’s temporary displacement
would hurt its chances with pros-
pective clients.

Kidd & Co. staffers were writing,
producing, buying—in short,
everything that they normally
would have been doing had their
offices not been leveled two days
earlier.

“It is kind of like when we
started the business,”” Mr. Kidd
said. “We were all at a little round
table that somebody had loaned us
—only now we have clients and
we're in a very directed position.
We know where we are.”

Ms. Sweetman, the media buyer
and office manager, said the most
bothersome details following the
explosion concerned the telephone
company and the post office.

The phone company insisted that
the agency maintain a phone line
at the site. “I try to explain that
we've been blown up,” she said the
week after the explosion. ‘It
doesn’t sink in.”

In addition, the post office
wanted the agency to declare a
change of address, even though it
didn’t have a new address.

Mr. Kidd is looking for new of-
fice space, most likely in Birming-
ham, another Detroit suburb just
south of Bloomfield Hills, while
still operating from Channel 50’s
building. He had been planning to
move the business in October any-
way, because Jonna Realty Ven-
tures, Kidd’s landlord, was slated
to demolish the Bloomfield Centre
building to make way for a new of-
fice building.

Mr. Kidd said he doesn’t plan
any extra precautions against fire
or another catastrophe. If his brush
with disaster has changed his work
or lifestyle at all, he's not owning
up to it.

“I'm not the philosophical type,"
Mr. Kidd commented. “If I do any-
thing different, it’ll probably be to
take more work home from the of-
fice.”

]
Business Insurance Associate Edi-
tor Mark A. Hofmann contributed
to this story.
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| loyd's may appeal Oakeley Vaughan ruling

By STACY SHAPIRO

LONDON—LIloyd’s of London is
considering whether to appeal a
British High Court decision that
orders the market to release a dis-
ciplinary report that led to the sus-
pension of three former executives
of Oakeley Vaughan (Under-
writing) Ltd. in 1981, said Lloyd’s
Chief Executive Alan Lord.

During a preliminary hearing
last month, the High Court ruled
that more than 40 members of syn-
dicates formerly managed by Oa-
keley Vaughan could read the 1981
report prepared by Lloyd's un-
derwriter Henry Chester.

The members are suing Lloyd’s
for breach of duty, claiming
Lloyd's “failed to take any satis-
factory steps to protect” the mem-
bers (BI, Sept. 5; Feb. 15).

The members claim that had
Lloyd’s released the report, they
would not have remained on the
syndicates and thus would have
avoided heavy losses incurred by
the syndicates in the 1982 and 1983
underwriting years.

Lloyd’'s had to file a ‘‘leave to
appeal” in the High Court to re-
serve its right to appeal, which the
market has done, Mr. Lord ex-
plained.

Meanwhile, the Council of
Lloyd's has enacted the Member's
Agents (Information) Bylaw and
has approved the code of practice
booklet “Know Your Principal—
Guidelines for Members’ Agents at
Lloyd's.”

The bylaw and code of practice
satisfy five of the 70 recommenda-
tions made by the quasi-govern-
ment committee headed by Sir Pa-
trick Neill that investigated
self-regulation at Lloyd’s.

Willis Faber profits

Willis Faber P.L.C., which was
rocked by its turbulent merger
with fellow Lloyd’s of London bro-
ker Stewart Wrightson Holdings
P.L.C,, reported a flat pretax profit
for the first six months of 1988
ended June 30, the company an-
nounced last week.

Pretax profits for the first six
months totaled 45.2 million pounds
($77.2 million at the appropriate
exchange rate), down only slightly
from 45.5 million pounds ($73.6
million) for the six-month period
ended June 30, 1987.

However, the figures are not
directly comparable because the
1988 numbers include Stewart
Wrightson results, while the 1987
do not. Stewart Wrightson's results
were consolidated with Willis
Faber's from Sept. 1 last year.

First-half revenues jumped
87.2% to 144.5 million pounds
($246.8 million) from 77.2 million
pounds ($124.8 million) in the first
half of 1987, reflecting the acquisi-
tion.

Also at Willis Faber, Chairman
David Palmer, 62, will retire at the
end of next month, as previously
announced. Mr. Palmer was named
Willis Faber's chief executive in
1978 and chairman in 1982,

Mr. Palmer's last day as chair-
man will be Oct. 31, when he gives
a speech in Brisbane, Australia, to
the National Insurance Brokers
Assn. of Australia conference.

Mr. Palmer will be succeeded at
Willis Faber by Chairman-elect
Roger Elliott.

“It’s been an eventful few years”
as chairman of Willis Faber, Mr.
Palmer said last week.

His highlights as chairman were
the merger with Stewart Wright-
son, which he has always favored;
the divestment of the company’s
Lloyd’s underwriting agencies,
which he termed as difficult; and
the 1982 acquisition of Lloyd's re-
insurance broker Carter, Wilkes &
Fane (Holding) Ltd.

I London |

Mr. Palmer emphasized that the
merger with Stewart Wrightson—
which was considered volatile and
led to numerous defections by key
Stewart Wrightson executives—
has at last settled down. More than
600 employees have been cut from
the merged company, and 30,000
square feet of office space has been
vacated, which helped save the
company 11.5 million pounds (19.6
million) this year, Mr. Palmer said
(BI, June 20).

Legal reform

Improved public access to the
English legal system is being urged
by prominent British lawyers in a

new independent report.

The Marre Report, named after
Lady Marre, who chaired the com-
mittee, examines the future of the
legal profession in England and
Wales.

Among its proposals, the report
recommends further research into
the possibility of introducing con-
tingency fees for lawyers, which
currently are prohibited in En-
gland.

There have been calls recently
from consumer activists and some
lawyers in the United Kingdom to
introduce some form of contin-
gency fee system (BI, June 27).

“We recommend that contin-
gency fees should not be intro-

duced at present, but that they
should form the subject of further
research and discussion,” the
Marre report says.

Meanwhile, both the Law So-
ciety and the Bar Council, the as-
sociation for British trial lawyers,
have set up working parties to ex-
amine contingency fees.

The Marre report also recom-
mends further study of the “‘possi-
ble advantages of a government-
funded investigation to establish
liability where there is a multiplic-
ity of plaintiffs involved.”

According to the report, “‘recent
disasters and medical negligence
cases_have highlighted the diffi-
culty of determining fault or liabil-
ity in a disaster or any other case
where there is a multiplicity of
plaintiffs,” partly because of the
high litigation costs.

Boardman suspended

Ian Michael William Boardman,
former director of Lloyd's under-
writing agency R.J. Bromley (Un-
derwriting Agencies) P.L.C., has
been suspended irom Lloyd’s of
London for 12 months.

The action prohibits Mr. Board-
man from conducting any business
with Lloyd’s and from entering the
market.

Mr. Boardman has been disci-
plined by Lloyd's Council for
falsely overstating his basic salary
on a mortgage application form
and forging the signature of R.J.
Bromley, chairman of the under-
writing agency.

Lloyd’s had sought a two-year
suspension for Mr. Boardman, but
the Lloyd’s Appeal Tribunal re-
duced the suspension to a year. =

For a complimentary copy of “Worldwide
Property Insurance,” the “OVERVIEW” 6-page
brochure, and a list of Member Companies,
call or write Mrs. P. A. Sasso, Industrial Risk
Insurers, 85 Woodland Street, Hartford,
Connecticut 06102 (R03) 520-7412.

IRI Insures Some 66,000 Properties in More Than 70 Countries throughout all
continents, except Antarctica. In short, Industrial Risk Insurers is ready to handle
your property insurance requirements just about anywhere in the free world. And,
working with agents and brokers of your choice, we can offer you a wide range of
coverages. These include: Fire. Lightning. Wind and hail. Leakage from fire protective
equipment. Explosion. Smoke. Aircraft and vehicles. Molten material. Sonic shock
wave. Riot and civil commotion. Vandalism. Business Interruption. Builder's risk.
Difference in Conditions. Boiler/Machinery. All-Risk.

Property Insurance, However, Is More Than Just The Policy. That's why it
makes sense to take a careful lock at the financial stability of the property under-
writer. (IRI is backed by more than 40 of the world's leading insurance companies,
and we'd like to send you the list.) Also, be sure to determine how much underwrit-
ing capacity is available at any one time. And, most important, try to evaluate the
pecple and their experience. Since 1890, IRI has offered underwriting, claim han-
dling and loss prevention services to business and industry throughout the United
States and more recently overseas. These services are provided by IRI Account
Tearns who work with you to help protect your property, production and profits.

IRI Account Teams Are Available to Help You from more than two dozen
regional and district offices in the United States. Also, we offer the assistance of loss
prevention consultants from four locations outside the U.S.: London, England,;
Frankfurt, West Germany; Sydney, Australia; and San Juan, Puerto Rico. These
offices are staffed with nationals who are familiar with their country’s loss preven-
tion regulations, and who know local customs, currency and business practices. In
addition, they are trained in IRI's OVERVIEW philosophy, which is a total manage-
ment program for loss prevention and control,
and which has been introduced into numerous
countries around the world.
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AMRECO rehabilitation plan approved
| Around the states |

CHICAGO—American Mutual Reinsurance
Co. is being rehabilitated according to a plan
approved Sept. 9 by a Cook County Circuit
Court in Chicago.

The innovative plan calls for the Lisle, Ill.-
based reinsurer to pay an annually determined
percentage of all outstanding liabilities in cash
and the remainder with the use of a new, inter-
est-bearing financial instrument that is similar
to a note, said Debra Anderson, general counsel
with the Illinois Insurance Department’s Office
of Special Deputy Receiver.

Cedants have until Oct. 21 to report to the
rehabilitator claims due through April 30, 1988.

While the reinsurer has not been formally
declared insolvent, actuaries have estimated
that AMRECO has a $74 million reserve defi-
ciency.

The rehabilitation plan calls for progressive
redemption of the instruments so that, ulti-
mately, obligations may be paid in cash.

“As AMRECO’s assets accumulate and fu-
ture losses become more predictable, the plan
projects periodic future increases in the per-
centage of cash payment of all losses,” accord-
ing to an Insurance Department statement.

‘‘Based on current projections, AMRECO
should be able to pay the initially determined
percentage to all cedants as claims are pre-
sented. The plan provides that along with the
increase in the percentage of cash payments in
future years, additional cash payments will be
made on previously settled claims,” the state-
ment says.

While there is no guarantee that all cedants
will be compensated in full, it is possible under
the plan, Ms. Anderson said.

The plan stipulates that all interest-bear-
ing instruments mature by the end of 2041.

AMRECO operated primarily as a mutual
reinsurer and was owned and managed by its
reinsured members, many of which were also
retrocessionaires of the AMRECO pool.

It ceased accepting new or renewal busi-
ness Feb. 28, 1985, and was placed in reha-
bilitation in February 1988.

AMRECO wrote net premiums of $14.5 mil-
lion in 1985, according to A.M. Best Co.

—By Meg Fletcher

lllinois HMO seized

CHICAGO—The Illinois Insurance Depart-
ment is analyzing about 14,000 claims against
Cooperative Health Plan Inc., a health mainte-
nance organization seized by regulators last
month because of complaints about unpaid
claims.

The claims review was launched after a Cook
County Circuit Court judge approved a depart-
ment request to declare the Northbrook-based
HMO insolvent and place it in conservation, ac-
cording to Edward Hahn, chief administrative
officer in the Insurance Department’s Office of

the Special Deputy.

Cooperative may face about $2.6 million in
unpaid claims, although up to half of that
amount may be inflated due to duplicate claims,
Mr. Hahn added.

The court order also restrains health care
providers from bringing or prosecuting an ac-
tion or claim against the 10,000 to 11,000 enrol-
lees of Cooperative, except for applicable co-
payments or deductibles or fees for health care
not covered by the plan.

All Cooperative members were enrolled in
the MultiCare Inc. HMO in Chicago on May
1. The move was not ordered by the Insur-
ance Department.

Cooperative remains responsible for covered
-health services provided to these enrollees prior
to May 1.

—By Meg Fletcher

South Carolina pool

COLUMBIA, S.C.—The South Carolina In-
surance Commission will seek creation of a
health insurance pool for high-risk uninsureds
during next year’s General Assembly session.

The health care proposal was one of sev-
eral legislative initiatives approved by the com-
mission earlier this month. Other actions in-
cluded adoption of the National Assn. of In-

surance Commissioners’ model law on renta
car collision damage waivers and technica
amendments to state insurance regulations.

Joe P. Barnett, assistant to Chief Commis-
sioner John G. Richards, said that both house:
of the state Assembly have passed legislatior
creating a high-risk health insurance pool in the
past. However, such legislation has neve:
passed both houses in the same year.

“The cost got in the way,” Mr. Barnett saic
of past efforts.

However, the most recent program is ex-
pected to cost less than $2 million during it
first two years and probably less than thal
later, he said. Under the proposed plan, in-
surance companies would pay the losses in-
curred by the pool according to their share o
the state's health care market and will be able
to deduct them from their premium taxes anc
other tax liabilities, Mr. Barnett said.

Participation in the plan would be limitec
to those who can pay for healtt
insurance—Medicaid and Medicare recipient:
are specifically excluded—but who are eithes
considered uninsurable by health insurers o
who cannot be insured for what Chief Commis-
sioner Richards called an “affordable price.”

The plan would aid diabetics, heart disease
patients and others with chronic illnesses whc
have difficulty buying coverage, but it woulc
not be aimed at providing coverage for illnesses
related to acquired immune deficiency syn-
drome, said Mr. Barnett.

—By Mark A. Hofmanr
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RATES AND CLOSING TIME:

Rates: Display classified is $92.75 per column inch, minimum of one inch. Straight classified is
$7.50 per line, minimum of 5 lines. Count 34 characters per line (include each space and
punctuation as a character). Additional $15.00 charge for all blind box ads. Only those reponses
which fit into a business size envelope will be fowarded. Responses are fowarded daily.

Closing: Published every Monday. Copy must be in typewritten form by noon Tuesday, 6
days preceding publishing date. No verbal phone copy accepted. Prepayment required for
straight advertisements. Mail ads to Margaret Hikido, Classified Advertising, 740 N. Rush
St. Chicago, IL 60611. For more information call 312-649-5340.

Consultants, Inc., a major
international actuarial and
employee benefits consulting firm,

[

Fora \

has an exceptional rtunity for H

an experienced Employee Benefils conc’se
Consultant. and

The ideal candidate must have i

strong technical skills and 3-5 years ','og' Ca’
expenence as an underwriter or

group insurance actuary. AppfoaCh
Knowledge of health insurance and to

of contemporary developments in R k

health care delivery and financing 1S!

are of primary importance.

Excellont writen and orsl Managemeﬂt
communication skills, s 11
confidence and the ability to act Recruiti ng

independently are critical.

We offer a competitive salary,
outstanding bonus program as well
as an excellent company paid
benefits package.

Please send resume to George L.
Berish, FSA, Field Office Manager,
Buck Consultants Inc., 1001 Bishop
Street, Suite 1313, Honolulu,
Hawaii 96813. An equal opportunity
m/f/hiv employer.

Buck

LASIC

Associates, Inc.

EXECUTIVE SEARCH
CONSULTANTS

170 Broadway
New York, N.Y. 10038

Insurance MEcchELmEs (" DIRECTOROF
MALPRACTIC GROUP UNDE
Employee BRIGHT, ENERGETIC. MOTIVATED INDIVID- _U _ll RWRITING
. UAL. MALPRACTICE BACKGROUND ESSEN- | | Columbia Life Insurance Company, a
Benefits TIAL. EMPHASIS ON TELEPHONE SaLes. | | Life. Acciui, "sea;th H Gisably o
SALARY PLUS COMMISSION AND BENE- | | pany is seeking an experienced an
Consultant FITS. TREMENDOUS POTENTIAL. NEW higt!:!{ q"a,';iﬁede;"d""ﬁ“a' for ttheb;:_t:;)ve
H YORK CITY LOCATION. position TOV! management ability a
Honolulu, Hawaii CALL 800-NAPI-NOW. necessity, Competitive salary with excel-
The Honolulu Office of Buck lent benefits. Send resume to:

CAROLYN Davis
ASSOCIATES, INC.

STAFFING CONSULTANTS
TO THE INSURANCE INDUSTRY

V.P. OF
FINANCE/ACTUARIAL
SERVICES
Columbia Life Insurance Company, a
Life, Accident, Health & Disability Com-
pany is seeking an experienced and
highly qualified individual for the above
position. Proven management ability a
ity. Competitive salary with excel-

701 Westchester Avenue

el o S
m . Co. , i
P.O. Box 1189 W hitegl;f.lg;;;&ém

\_ Naugatuck, CT 06770 J

lent benefits. Send resume to:
President
Columbla Life Ins. Co.
P.O. Box 1189
Naugatuck, CT. 06770

Consultants, Inc.

)
\\(212 27278000 /

VICE PRESIDENT, PROPERTY/CASUALTY CLAIMS

A growing, New Jersey based Excess/Surplus Lines Insurance Carrier has
an opening at its home office for a Senior Vice President, Property/Ca-
sualty Claims. This position reports to the President of the Company.
Responsibilities include: directing and coordinating the entire Property
and Casualty Claims Operation, supervising a staff of 25 exempt and
non-exempt employees including one Vice President Claims Counsel; de-
veloping and implementing Company reserve philosophies to achieve
operating goals, guiding the development and implementation of claims
payment procedures, with ultimate responsibility for 70 plus million claims
dollars. This position interacts with all levels of staff personnel and outside
industry contacts. Applicants for this position must have a minimum of 10
years experience in Property and Casualty Claims and commensurate
managerial skills.

For consideration forward your resume detailing salary requirements to:
Human Resources Department, Jefferson Insurance Group
Harborside Financial Center, Suite 702, Plaza No. 3
Jersey City, New Jersey 07311-3892
An Equal Opportunity Employer M/F

Are you having Program Placement

RISK CONTROL
REPRESENTATIVE
Progressive, non-profit, captive
insurance company seeking
professional in the field of
property & casualty loss con-
trol to develop nationwide loss
prevention programs to public
housing authorities. Applicant
must have a college degree,
preferably in engineering, 5-7
years loss control experience,
preferably in the public sector.
Candidate must be willing to
travel nationwide 40%. Oppor-
tunity for growth as the Com-
pany expands. Send Resume

and salary history to:
Housing Authority
Insurance Company
P.O. Box 189

PROBLEMS?

“We are Insurance Speclalists in Program
Placement, Development and Control.

* We also have binding facilities to meet
your every need.

Contact Bax 2401, Business Insurance,
L. 740 Rush St, Chicago, L. 60611-2500. J

The
Professional
Marketplace

TARGETS

your BEST
JOB

e b et Candidates

GENERAL LIABILITY UNDERWRITER
Aviation underwriting opportunities
exist with industry leader for moti-
vated individual with 3-5 years general
liability underwriting experience;
Municiple general liability or aviation
background a plus. Positien could lead
to managing a book of business. Inter-
personal and management skills impor-
tant for negotiating with brokers and
clients. Excellent benefits and profit
sharing. Salary commesurate with ex-
perience. Please send resume and sal-
ary i‘u'slur{ in confidence to: Box 2462,
Business Insurance, 740 Rush St., Chi-
cago, IL 60611-2590

RISK MANAGER

$53,748-$65,196/yr
Assn. of Bay Area Govts. seeks Risk
Manager for its two public liability/
property insurance pools. Exciting op-
por{“unity, excellent fringe benefits and
pleasant working conditions. Req. 5
yrs. professional experience in risk
mgmt. Agency application form req.
Write or call: ABAG, PO Box 2050,
Oakland, CA 94604-2050, (415) 464-
7919. Apgltcatiuns accepted until posi-
tion filled. EOE

BANK BOND/D&O CLAIM REP

C. L. Frates and Company is a successful and growing Southwestem firm.

This newly created position involves handling large Financial Institution Bond

and D&O claims in a multi-state area. Ability to deal effectively with bank

officers and directors on complex cases a must. Three to five years experi-

ence in a similar capacity desirable.

Compensation includes a competitive salary program, car and expenses plus

benefits.

If you are looking for a tremendous challenge with excellent opportunity
to grow with us, we would like to talk to you. Please send resume to:

Sharon Rickey, Personnel Manager
C. L Frates and Company, P.0. Box 26967
Oklahoma City, Oklahoma 73126
405/524-7811

DIRECTOR, PAYROLL AND BENEFITS -
UNIVERSITY OF WISCONSIN SYSTEM:
Position responsible for directing pay-
roll services for 10,000 faculty/staff
and 11,000 student employes and man-
aging the benefit program affecting 26
institutions and statewide extension
service. Qualifications: significant ex-
gerience in a large, complex payroll/
enefit operation; automated data sys-
tems; negotiating benefit contracts; su-
pervising support staff; developing and
monitoring departmental budgets.
Bachelor's degree with seven to ten
years of experience required, Salary
commensurate with demonstrated edu-
cation, experience, skills, training. Let-
ter of application and resume detailing
experience, salary history and educa-
tion with names, addresses and current
phone numbers of three professional
references should be sent to: Associate
Vice President Wallace Lemon, Univer-
sity Personnel Relations, 1766 Van
Hige Hall, 1220 Linden Drive, Madison,
W] 53706 no later than October 19,
1988. An Equal Opportunity/Affirma-
tive Action Employer.

Business Insurance

Circulation
Breakdown*

Commercial Consumers

Administrative:

CEO's Presidents and Owners
...................... 2,621
Vice-Presidents, General Manag-
ers and Other Administrative Per-

SORmel: ok s e e 3,657
Financial:

Chief Financial Officers and Vice-
presidents of Finance. . . . .. 2,993

Secretaries, Treasurers, control-
lers and other Financial Personnel
...................... 4,454

Risk/Employee Benefits:

Vice-presidents, directors, manag-
ers, and other related department
personnel of: insurance, risk, em-
ployee benefits, personnel, com-
pensation, pension, safety, secu-
rity, industrial relations, human
resources and employee/labor re-
aHoNS v s Sssn B 10,994
Sub-total. ............. 24,719

Associations . ............ 477
Government, Unions and Educa-

tional Institutions . ... ...... 979
Commercial Consumers
Sub-total. ............. 26,175

Insurance Agents and Brokers

.................... 10,557
Insurance Companies ... .. 7,380
Actuaries, Attorneys, Adjusters,
Appraisers and Consultants . 3,843
Others Allied to the Field . . . 2,991
TOTAL . oo s i 50,946

* Source Business/Occupational |
breakdown of qualified circulation,
May 30, 1988 issue, as submitted
to BPA for June 1988 BPA Pub-
lisher's Statement.
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Managed care tailored to work comp field

Cost Care Inc. is introducing a
totally managed care program for
workers compensation claims in
California that company officials
say will contain medical and in-
demnity costs as well as reduce lit-
igation.

The program, called TriNet,
offers employers an exclusive pro-
vider organization, inpatient and
outpatient utilization review and
case management.

In addition to treating patients,
providers also coordinate return-
to-work programs and treatment
plans with employers and Cost
Care, helping to speed the patients’
return to productivity.

Comp-Eval, Cost Care’s workers
comp case assessment system, re-
views all claims at the beginning of
treatment and provides the client
with a description of the injury or
illness, screens for medical com-
pensability and appropriateness of
treatment, and projects frequency
and duration of treatment along
with the duration of disability.

TriNet's case managers work
with employers, physicians, claims
payers and injured workers to co-
ordinate all aspects of treatment.
For example, through TriNet’s
preadmission review, catastrophic
cases are identified at the time of
admission, ensuring the case man-
ager’s early intervention.

The program initially will be of-
fered in California, where employ-
ers have the legal right “to deter-
mine the place of care for injured
employees within the first 30 days
of an injury,” according to Dr.
Lester Sacks, Cost Care's medical
director for workers compensation.

Cost Care plans to expand the
program nationwide. In those
states where employers cannot dic-
tate the choice of providers, the

company will offer UR, bill audit- |

ing and second opinion services.

For more information contact
Hugh M. Cone, Cost Care Inc.,
17011 Beach Blvd., Suite 400, P.O.
Box 2738, Huntington Beach, Calif.
92647; 714-848-4120.

Care use assessor

The National Center for Health
Promotion has introduced a new
way for employers to assess and
control health care costs.

Using a sophisticated computer
model, the Lifestyle Cost Index in-
terprets information about a com-
pany’s employee health care utili-
zation and provides a detailed
analysis of costs related to smok-
ing, hypertension, non-seat belt
use, alcohol use, diet and mental
health problems.

“With LCI, companies can take a
proactive rather than reactive ap-
proach to controlling their health
care costs,” said Michael H. Sa-
muelson, president of the health
promotion center.

For example, if a company dis-
covers that a major portion of its
claims dollars are spent on smok-
ing-related diseases, the addition
of a smoking cessation program
may be needed and financed as
part of the benefit plan design, Mr.
Samuelson said.

“LCI is a mapping tool that
allows companies to direct atten-
tion to specific problem areas
rather than using a shotgun ap-
. proach,” Mr. Samuelson said.

The program also gives com-
panies a tool to measure the effec-
tiveness of health promotion pro-
grams by using financial data, he
said.

LCI is designed for companies
with more than 250 employees to
provide an adequate statistical
base, according to the center.

For information contact the Na-
tional Center for Health Promo-
tion, 3920 Varsity Drive, Ann
Arbor, Mich. 48108; 800-843-6247.

I Products & services |

Lifestyle costs

Employers can assess the health
and lifestyles of employees nearing
retirement with a new health risk
profile introduced by Northwestern
National Life Insurance Co.

The profile, developed to help em-
ployees in the 50-to-64 age group un-
derstand the relationship between
lifestyle and health, provides employ-
ees a computerized, confidential re-
port detailing health risks. Employ-
ers also receive a report on the health
risks their employee populations face
as a whole.

The profile also suggests steps an
employee can take to manage po-
tential risks that could lead to trau-

matic illness as well as financial ruin
from inadequate health care coverage
after retirement.

“The LifeScope Profile T program
is an excellent snapshot of a person’s
health habits and preparation for re-
tirement,” said Mike Conley, senior
vp of NWNL's employee benefit divi-
sion.

The program ‘“‘also glves the em-
ployer information that can be criti-
cal to managing a company'’s retiree
health care costs,” Mr. Conley said.
“That’s important at a time when
health care benefits for retired work-
ers may equal as much as 12% of'a
company’s payroll.”

To create the profile, employees
complete a 180-part questionnaire

and optional blood analysis, the re-
sults of which are issued in a confi-
dential, computer-scored and eva-
luated report.

The questionnaire covers a vari-
ety of topics, including nutrition, ex-

. ercise, stress, knowledge of Medjcape

and retirement planning.

The program, designed by John-
son & Johnson Health Management
Inc. in Santa Monica, Calif., was de-
veloped with the aid of health indus-
try experts throughout the United
States.

The health risk profile is part of
NWNL's program of LifeScope prod-
ucts and services designed to help
employees prepare for health and fi-
nancial needs during their working
and retirement years.

Employers also can purchase the
profiles separately on a per-employee
basis.

For more information, contact
Susan Jepson, Manager of Health In-
formation Consulting Services,
Northwestern National Life Insur-
ance Co., P.O. Box 20, Minneapolis,
Minn. 55440; 612-372-1138.

Stress reduction

A new stress-reduction system
that employs vibration and music
therapy has been developed by
Profit Technology of New York.

The Genesis system, which is de-
signed to help employees learn to
relax their muscles, release tension
and strengthen their stress toler-
ance levels, consists of an alumi-
num-titanium space frame with a
horizontal body rest equipped with
audio speakers and specially de-
signed biosensors.

Continued on next page

Tried & True

When it comes to delivering
target markets, Business
Insurance runs true to form —
delivering a qualified audience
and supplying it with the news
and information that makes
readers loyal and responsive.

Business Insurance
Proudly Announces
IncreasedFFrequency
or

In 1989 the Business Insurance
Demographic Sections will run
12 times each as integral parts
of the newsmagazine — giving
readers and advertisers a
targeted environment they can
rely on — every month.

Week after week, we bring to
our readers timely and topical

features — and to our AgentJBroker Topics to advertisers. Reach agents
advertisers we bring an Reaching a target audience of | and brokers and/or insurance
important and influential 44,551* insurance agents and | and reinsurance companies,
audience of responsive readers. | brokers, Agent/Broker Topics directly through special

) . hi provides specialized news demographic sections — at
xi‘:l?a;?n;m}?:smvs\}i kn owg geared to those who sell rates much below full-run.
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for their media dollars. .
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Demographic Sections

reinsurance company
executives, Insurer Topics
reports on issues of special
interest to insurance and
reinsurance company
executives. This section covers
specific issues such as
commercial underwriting
techniques, reserving practice,
relationships with insurance
distribution systems and
policyholders, and techniques
used by other companies.

Demographic Sections ... an
advantage to loyal readers and

Business
Insurance

New York: 212/210-0228
Chicago: 312/649-5276
Los Angeles: 213/651-3710
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Genesis also includes a biosensor
control console that “reads” vibra-
tional frequencies the employee's
body emits, while a computer mea-
sures the body’s reaction to the
music, adjusting the volume, den-
sity, frequencies and equalization.

The more the employee relaxes,
the more spacious and full the
music’s tonal quality music be-
comes. A graphic display screen
shows the relaxation and inter-
action levels, and an optional
printer produces a readout.

After repeated use, a participant
can learn to reach his or her maxi-
mum state of relaxation without
being on the machine by recalling
the Genesis experience, according
to the company.

“Genesis represents the most sig-
nificant breakthrough in the his-
tory of stress management and re-

laxation therapy,’ said Profit
Technology President Orest Bedrij.

“It is the ultimate manifestation
of our aim to improve human con-
ditions, whether in or out of the
workplace,” he said.

The system has been endorsed by
Dr. Clancy D. McKenzie, director
of the Philadelphia Psychiatric
Consultation Service.

Profit Technology provides a
three-day Genesis training course
for qualified personnel as well as
field support, on-site preparation,
installation, music compositicn,
and sales and marketing advice.

The system, which is available on
a purchase or lease basis, can be
installed in workplace wellness
and fitness centers, as well as in
health clubs, hospitals, resorts/
hotels and even in private homes.

Profit Technology was founded
in 1983 to develop, assemble and

market high-technology products
and software aimed at increasing
employee productivity, effective-
ness and health.

For more information on Gen-
esis, contact Profit Technology, 17
Battery Place, New York, N.Y.
10004; 212-809-3500; 800-223-
4628.

Blood bank cover

Up to $1 million in general lia-
bility insurance—with optional
coverage for AIDS-related risks—
is available to blood banks and
pheresis laboratories from Classic
Syndicate Inc. on the Illinois In-
surance Exchange.

“Unfortunately, the nation’s
blood supply is not yet AIDS-
proof, despite significant advances
in tests to detect” the presence of
the virus, said Charles Podczer-
winski, a Classic underwriter.

Although 48 states have passed
laws protecting blood banks from
liability for tainted products in

cases where blood diseases cannot
be detected or eliminated, the laws
do not bar lawsuits on grounds of
negligence by a blood supplier, Mr.
Podczerwinski said.

To minimize the possibilities of
such lawsuits, ‘“we ask detailed
questions about the blood proces-
sor’s practices, including its test-
ing programs, number of donors,
storage and delivery methods and
training and experience of person-
nel,” he said.

Policies cover such risks as in-
fection from hepatitis and other
blood-borne diseases and some on-
premise injury. They do not cover
professional liability or errors and
omissions, Mr. Podczerwinski said.

In addition to blood banks, the
policies are available to pheresis
labs, which specialize in the ex-
traction of blood platelets.

Maximum coverage is $1 million,
and premiums start at $25,000, Mr.
Podezerwinski noted.

AIDS-risk coverage is available
by endorsement with a sub-limit of

annually on pro [‘ ertﬁwsuélty

he executives listed in the

Business Insurance

Directory of Corporate Buyers
represent a segment of this
powerful multi-billion dollar
market. The executives who are
directly responsible for the

purchase of commercial

insurance premiums are listed
in the most valuable resource

tool you'll ever find.

Business
Directory
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Corporate Buyers
of Insurance, Benelit Plarﬁes
and Risk Management Servi

= sales or assets

— personnel

pdated and expanded, the
1988-89 Directory includes
information on more than 2,200
companies of all sizes located
throughout the U.S.
Plus, vital statistics on all
companies listed including:

* primary type of business

* number of employees
« title of financial officer
= executives directly responsible for
the purchase & management of:
— employee benefits
— pension/retirement plans

)
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To gain access to these
important buyers or to
identify your corporate
counterparts, order the 1988-89
Business Insurance Directory of
Corporate Buyers today in print
or on tape.

To order your copy complete

the coupon below or to charge

— risk & insurance management
— property/casualty insurance
— international employee
benefits and/or risk
management

THE 1988-89 BUSINESS INSURANCE
DIRECTORY OF CORPORATE BUYERS

your order by phone call:
313/446-04717.

For tape sales or information call:
Sharon Huffman 313/446-0476.

Business
Insurance

Reserve_____ copies " ”
For further information, or
name
$75 each. All orders must be prepaid. to charge your order by
Make check payable to: _ phone, please call:
Business Insurance Directory title (313)446-0477
Total enclosed: $ Mail to:
Sy Business Insurance Directory
or chargemy [IVisa [IMastercard Single Copy Sales
address 965 East Jefferson Avenue
Account # Detroit, MI 48207
Exp. Date city state zip o
| Business
R phone Insvrance

$250,000.

All policies require self-insured
retention and are written on a mo-
dified ISO claims-made form, Mr.
Podczerwinski said.

For more information contact
Chuck Podczerwinski, the Illinois
Insurance Exchange, 175 W. Jack-
son Blvd., Suite 1234, Chicago, Ill.
60604; 312-922-7966.

Loss reserve data

A new personal computer soft-
ware system that converts raw loss
and claims data into loss reserve
information is available to insur-
ance professionals.

EXHIBITMAKER 5 replaces
manual calculations and lengthy
programming with streamlined
loss reserving procedures, accord-
ing to Tom Johnson, an actuarial
assistant with Coopers & Lybrand
of Seattle, Wash.

The system contains 48 actuarial
methods designed to assist users
with accurately estimating loss re-
serves, Mr. Johnson said.

EXHIBITMAKER 5 also allows
users to produce management re-
ports and graphs to present concise
results of loss reserves, according
to Mr. Johnson. He said the system
is user-friendly, menu-driven and
requires no computer program-
ming knowledge.

The software’s applications in-
clude:

® General liability.

® Automobile liability.

® Workers compensation.

® Professional liability.

® Surety and fidelity.

® Property lines.

The system, which is in its fifth
generation, is the product of Coo-
pers & Lybrand’'s Casualty Ac-
tuaries & Insurance Consulting
Group, Mr. Johnson said.

For more information contact
Tom Johnson, Coopers & Lybrand,
Suite 1800/First Interstate Center,
999 Third Ave., Seattle, Wash.
98104-4098; 206-622-8700. ®

Retirees sue
Singer, CEO

NEW HAVEN, Conn.—A
suit filed earlier this month in
federal court in New Haven
against Singer Co. and its
chief executive officer de-
mands that the company set
aside assets to assure that re-
tirees continue to receive free
lifetime health and life insur-
ance benefits.

The suit, filed by a Singer
retiree on behalf of the 9,000
Singer retirees and their de-
pendents, says that Singer
promised retirees free lifetime
health and life insurance ben-
efits.

However, Singer eliminated
free coverage on Jan. 1 for em-
ployees under 65 retiring after
that date, the suit alleges. In
addition, Singer now is selling
“most or substantially all” of
its assets, which is the funding
source of its retirement health
and life insurance benefits,

~according to the suit filed by
the New York law firm of
Sipser, Weinstock, Harper &
Dorn.

“Upon the sale of such
assets, . .there will not be suf-
ficient operating revenues nor
Singer assets to fund these
benefits,” the suit said.

The suit seeks, among other
things, restoration of free ben-
efits for all retirees and the
attachment of assets that
would be actuarially neces-
sary to guarantee lifetime
health and life insurance cov-
erage to Singer retirees.

A spokeswoman for Stam-
ford, Conn.-based Singer said
the company had not received
a copy of the suit and would
not comment.
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Mission hearing

Continued from page 1

. who is shot by a bullet in each temple. In Mission’s
i case, one bullet was the failure of Mission’s reinsurers
. to honor their commitments, while the other was the
- huge losses produced by business written by Mission.

These sharply opposing views were aired at 11 hours
of hearings held last week by the investigations sub-

. committee, chaired by Rep. John Dingell, D-Mich.

While the hearings focused on the collapse of Mission,
they also dealt with the insolvency of Integrity Insur-

" ance Co.

Mission was ordered liquidated by a California court
in February 1987 after being placed in conservation in
October 1985 (BI, Feb. 9, 1987; March 9, 1987).

The latest estimate of the Mission insolvency now is
put at more than $1.5 billion, making it the largest
insolvency of a commercial property/casualty insurer
(see related story).

Paramus, N.J.-based Integrity Insurance Co. was
placed in liquidation in March 1987. At that time, an
Integrity official said the biggest problem facing the
insurer was reinsurance recoverables from Mission (BI,
March 2, 1987).

The Integrity insolvency is estimated by the subcom-
mittee’s staff at $300 million.

In both the Mission and Integrity insolvencies, the
subcommittee found evidence of intentional deception,

conflicts of interest and abusive management prac-
tices, Rep. Dingell said without elaboration.

Citing the financial wrongdoings uncovered in the
savings and loan industry, Rep. Dingell said that a
“relatively few scoundrels and incompetents can cause
immense harm to an important industry if they are not
stopped by honest people in the industry and by appro-
priate regulation.”

Indeed, subcommittee member Rep. Michael Oxley,
R-Ohio, asked if the Mission case is the insurance in-
dustry’s equivalent of the insider trading scandals that
have rocked Wall Street.

Rep. Ron Wyden, D-Ore., said after reviewing the
evidence that the principal goal of Mission appeared to
be “line your pockets first. . . .It is a ‘Mission Impossi-
ble' case.”

However, former Mission officials denied any
wrongdoing or responsibility for the collapse of Mis-
sion.

“I1 performed my job adequately, within industry’s
standards,” said Robert L. Marsh, a former chief un-
derwriter for Pacific Reinsurance Management Corp.,
the Mission unit that managed the reinsurance pool
that accepted risks that Mission wrote.

Ronald Bengsten, the former president of PRMC, de-
scribed the Mission collapse as “unfortunate’ but not
something he was embarrassed about.

E. Richard DeRosa, who retired in November 1983 as

Continued on next page

House panel warns insurers
‘about contracts with MGAs

Update

By JERRY GEISEL

WASHINGTON—Indiscriminate
use of managing general agencies
may be “dangerous” to insurers’ fi-
nancial health, the House Over-
sight and Investigations Subcom-
mittee says.

“The use of MGAs by insurance
companies to write business on
their behalf is an industry practice
that can be exceedingly danger-
ous,” the subcommittee staff said
in a memorandum released at a
hearing last week (see story, page
1).

“In effect, the insurance com-
pany hands over responsibility for
its business to the MGA, granting
the agent power to underwrite
business, obligate the company,
handle claims and even arrange for
reinsuring the business written by
the MGA in the company’s name,”
the memo said.

In addition, that fact that MGAs
are compensated by commissions
on the amount of business they
produce results in ‘“‘an inherent
conflict for MGAs between writing
quality business and earning com-
missions on the volume of business
written,” the memo said.

The business practices of Mission
MGA Sayre & Toso Inc. and Pacific
Reinsurance Management Corp., a
Mission affiliate that acted as an

MGA for a reinsurance pool to
which Mission retroceded risks, as
well as the 80 MGAs used by the
now-insolvent Integrity Insurance
Co. led to the demise of Mission
and Integrity, according to the
memo.

“Underpricing and minimal or
poor underwriting by their MGAs
were leading contributors to the
failure of both companies,” the
memo said.

A spokesman for the American
Assn. of Managing General Agents
could not comment on the commit-
tee staff’s memo. Representatives
of the National Assn. of Profes-
sional Surplus Lines Offices Ltd.
could not be reached.

The memo also notes that the re-
insurance system was abused in
the Mission and Integrity cases.

“Both companies abused the sys-
tem by using complex arrange-
ments involving hundreds of rein-
surers around the world to transfer
most of the risk on the extremely
unprofitable business they were
writing to other companies.

“When huge losses started to ac-
crue, Mission and Integrity were
required to pay the entire amounts
because their reinsurers refused to
pay their shares. The reinsurers
have alleged fraud and misrepre-
sentation as justification for not
paying, but the ultimate result was

to force Mission and Integrity into
bankruptey because of their in-
ability to collect reinsurance pro-
ceeds,” the memo said.

The memo acknowledges that the
concept of reinsurance is a sound
one, but adds that there is no for-
mal system to regulate the solvency
of reinsurance companies or the
system of letters of credit and trust
funds intended to secure the per-
formance of reinsurers.

The memo also noted that re-
serves established by Mission and
Integrity were inadequate.

“The IBNR (incurred but not re-
ported) reserves have proven to be
deficient by several hundred per-
cent. The result of this massive
under-reserving was to falsely and
materially inflate their reported
profits, while extending the time
these companies operated, even
though they were actually insol-
vent,” according to the memo.

Other common causes of the Mis-
sion and Integrity failures, accord-
ing to the subcommittee staff
memo, are:

® Rapid growth and expanding
market share during a competitive,
soft market.

® Excessive underpricing and
minimal or poor underwriting.

® Reckless, incompetent man-
agement and inadequate operating
controls.

Mission insolvency increases

WASHINGTON—The size of the Mission Insurance

billion. When a “doubtful debt reserve”

of $498.8

Co. insolvency keeps growing and may make it the
largest property/casualty insurer collapse in U.S. his-
tory, a California Insurance Department official says.

The Mission insolvency now is estimated at more
than $1.5 billion, up from the $300 million estimate
made as recently as May and $520 million made in
February 1987 when the California Insurance Depart-
ment decided to liquidate it (BI, May 16; Feb. 9,
1987).

But the insolvency could become even larger if Mis-
sion liquidators are unsuccessful in collecting rein-
surance recoverables owed to Mission, according to a
paper submitted to the House Oversight and Investiga-
tions Subcommittee.

That paper, prepared by William S. Price, a special
deputy insurance commissioner appointed to oversee
the Mission liquidation by the Los Angeles Superior
Court at the request of California Insurance Com-
missioner Roxani Gillespie, warns that losses to former
Mission policyholders and other claimants could soar
depending on the outcome of legal battles.

“Unfortunately, the legal maneuvering being em-
ployed by many reinsurers to avoid paying their obli-
gations at all, and certainly not on a timely basis,
makes the losses to policyholders, claimants and other
creditors immediate and potentially greater,” Mr.
Price said in his paper.

Mission's consolidated Liquidation Balance Sheet,
dated June 30 and presented to the subcommittee,
shows that reinsurance recoverables equal $2.26

million is subtracted, the remaining $1.76 billion in
reinsurance recoverables still dwarfs Mission’s cash
and cash equivalents.

Referring to this huge amount of reinsurance recov-
erables, Mr. Price noted: “The success of the Mission
liquidation, therefore, hinges on the success of collect-
ing from the reinsurers.”

“The commissioner, as liquidator, and her special
deputies and their staff are committed to accomplish-
ing our objective of maximizing the assets so as to
minimize the losses to policyholders and to other cred-
itors,"” Mr. Price added.

Mission’s total liabilities of $3.5 billion exceed its
assets by $1.56 billion, according to the consolidated
liguidation balance sheet.

The lion's share of Mission's liabilities is direct poli-
cyholders’ claims: $2.1 billion. The second-biggest lia-
bility is the $1.2 billion payable to ceding reinsurers.

Other liabilities include claims settlement expenses,
deposits from ceding companies and amounts owed to
state guaranty funds.

Mr. Price noted that even if Mission collects all the
reinsurance recoverables, the assets still will fall about
$261 million short of paying direct policyholders’
claims.

As a result, ceding insurance—which have a lower
creditor priority than direct policyholders—may re-
cover nothing from the liquidation, according to Mr.
Price.

—By Jerry Geisel

Mentor creditors record dismay

Continued from page 2

Joint liquidators Charles Kempe and Michael Arnold, also of
Arthur Young, were unavailable for comment.

The resclution, which stated ‘‘that the creditors lack confidence
in the proposals and views set out in the liquidators’ report of July
20, 1988, and that the report should not be implemented,” was pro-
posed by attorney Francis Mackie of the London law firm of Clyde
& Co., who represents several London-based creditors (BI, July 25).

It was seconded by Michael Adamson, an accountant with H.S.
Weavers (Underwriting) Agencies Ltd., also representing several
London creditors.

Several creditors are unhappy with the length of the liquidation
and the lack of progress made so far in recovering assets, said
Mr. Mackie. In addition, there is growing concern over the amount
of money being spent in legal fees and liquidation costs, he said.

Asbestos makers to revamp

PRINCETON, N.J.—Members of the recently dissolved Asbestos
Claims Facility will vote this week on the formation of a new claims
handling organization that will not include insurers.

The new facility will include 22 to 26 asbestos producers and will
be operated similarly to the Asbestos Claims Facility, which was
officially dissolved Sept. 1 (BI, Sept. 1; Aug. 1).

Insurers will not be involved in the day-to-day operations of the
claims handling organization but will fund it. The new facility will
negotiate settlements on behalf of its members and then bill insur-
ers according to a predetermined liability share allocation formula.

Insurers will retain a significant amount of control over the new
facility: They will be represented on the board of directors and will
audit the new facility, according to Lawrence Fitzpatrick, acting
chief executive officer of the former Asbestos Claims Facility.

Formation of the new facility became a virtual certainty after
New York-based Keene Corp. and GAF Corp. of Wayne, N.J.—two
of the Asbestos Claims Facility’s largest producers—agreed to join
earlier this month.

Suit names Delta, pilot

DALLAS—The first lawsuit stemming from the crash of a Delta
Air Lines jet last month charges that the airline failed to inspect
and repair the plane and that the pilot improperly reacted to pre-
flight warnings.

The suit was filed on behalf of surviver Alicia G. Hayes of Dallas
and seeks an unspecified amount of damages from Delta and Capt.
Larry Lon Davis, the pilot of Flight 1141. The jet crashed Aug. 31
on takeoff at Dallas/Fort Worth International Airport, killing 14
and injuring more than 30 others. Some 94 survived (BI, Sept. 5).

Ms. Hayes sustained neck and back injuries and “emotional rami-
fications” from the accident, said independent Dallas plaintiff's
attorney Frank L. Branson.

The suit charges that Delta and Capt. Davis failed to exer-
cise the care a reasonable airline and a pilot would under the same
or similar circumstances regarding inspection, maintenance and
repair of the aircraft, and preflight checks. The suit charges the
pilot failed to ‘“‘timely and appropriately react to indications and
warnings that the aircraft was unsafe for takeoff and flight.”

Delta would not comment on the case.

Nicolet to omit property claims

PHILADELPHIA—Asbestos producer Nicolet Inc. has amended
its liquidation plan so that none of the company’s assets can be
used to pay asbestos property damage claims.

Nicolet originally planned to pay both asbestos property damage
claims and bodily injury claims with its assets. However, Nicolet
now says there is not enough money to pay both types of claims.

Ambler, Pa.-based Nicolet faces more than 200 asbestos property
damage claims seeking more than $2 billion and more than 61,000
asbestos personal injury claims seeking an estimated $133 million."
Nicolet has only $15 million in liability insurance remaining to
pay all of these claims. The company estimates that its assets fol-
lowing liquidation will not exceed $1.5 million.

In its amended plan of reorganization, filed on Aug. 26., Nicolet
asks the bankruptey court to lift the automatic stay of litigation
imposed by the court to allow the property damage claimants to sue
Nicolet’s insurers. Nicolet said this was “the only viable means for
treating these claims.”

In addition, Nicolet says the property damage claimants can look
to other asbestos manufacturers for satisfaction of their claims.

Two-thirds of both sets of claimants must approve the plan be-
fore it can be confirmed by the bankruptcy court.

Briefly noted

The U.S. Environmental Protection Agency last week issued reg-
ulations that establish construction guidelines for new under-
ground storage tanks and requires some owners and operators to
shore up existing tanks. The law, which becomes effective in mid-
December, also mandates that all tanks be monitored for leaks and
that local EPA authorities be notified if a leak occurs. . . .The Pen-
sion Benefit Guaranty Corp. reaffirmed last week that it will not
accept an LTV Corp. proposal to give the agency $700 million in
stock and $300 million in debt offerings in exchange for taking over
LTV's $2 billion in pension liabilities as part of a reorganization
plan. . . .Ashland 0il Coe. could be fined up to double the monetary
loss suffered as a result of last January’s oil tank spill if the com-
pany is convicted of violating federal environmental laws as
charged in an indictment issued last week (BI, Jan. 11). . . .Premi-
ums paid by U.S. companies to Bermuda-based insurers and
reinsurers would be exempt from federal excise taxes until Jan. 1,
1990, under a tax treaty approved last week by the Senate Foreign
Relations Committee.
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You won't hear that from Zurich-American. With
Zurich-American, you get your own account man-
agement team. A team of decision makers, specifically
responsible for all your risk management needs.

So when it comes to solutions, at home or
abroad, you're assured of the kind of expertise and
responsiveness that's uniquely Zurich-American.

Which is just one more creative approach to
better insurance. And one you can depend on.

From Zurich-American.

=
ZURICH-AMERICAN
American Creativity. Swiss Dependability.

ZURICH-AMERICAN INSURANCE GROUP
Zurich Insurance Company - American Guarantee and Liability Insurance Company - Schaumbu rg. IL6GO196

A MEMBER OF THE WORLDWIDE ZURICH INSURANCE GROUP



