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$48 million punitive award

trimmed by judge to $2 million

SAN DIEGO—Finding a $48 million pu-
nitive damage award assessed by a jury
excessive, a state court judge slashed to $2
million the judgment against three compa-
nies that made leaky polybutylene pipe
systems or system parts.

A trial court jury in April awarded puni-
tive damages of $48 million to Coles De-
velopment Co. Inc. and $190,000 to home-
owners in the largest of a series of verdicts
against Shell Oil Co., Hoechst Celanese
Corp., Eljer Industries Inc. and an Eljer

Continued on next page

corporate  Health reform’s side effects

capital
guidelines
stress
balance

By ALINE SULLIVAN

LONDON-—Guidelines re-
leased last week by Llovd's of
London on the introduction of
corporate capital strike the
“right balance" between the in-
terests of existing members and
those of prospective corporate
investors, Chairman David
Rowland contends.

The 305-year old insurance
market, in a revolutionary
move, is planning to admit its
first corporate investors on Jan.

e

Corporations that become
members will have limited lia-
bility for their underwriting
losses at Lloyd’s, while individ-
ual members will continue to
face unlimited Liability.

Lloyd’s officials say the rules
released last week in a docu-
ment titled “A Guide to Corpo-
rate Membership" address con-
cerns that existing members
may be squeezed out in favor of
the new corporate investors.

However, Mr. Rowland noted
that potential corporate inves-
tors have expressed a similar
fear that traditional Lloyd’s

“ names will have their pick of
the best syndicates.

“‘We have striven to achieve
equity befween members,” said

Continued on page 13

Workers comp
integration plan
may cut costs

By MEG FLETCHER

CHICAGO—President Clinton’s proposal to
integrate workers compensation medical care
with a reformed general health care system may
offer insurers and employers better opportuni-
ties to control workers comp medical costs.

While they are receptive to the idea, most ob-
servers still have many questions about how—
and if—the proposal would work.

Labor representatives generally applauded
the plan, under which workers would still re-
ceive first-dollar medical coverage, though one
official said he had hoped the workers comp
and general medical systems would be merged.

The Clinton proposal does not go that far,
however. Workers comp insurers and self-in-
sured employers would still pay for the cost of
workers comp medical care, but that care would
be delivered through qualified health plans set
up by regional health care alliances or by com-
panies with more than 5,000 employees.

Continued on page 53

Proposal w

By JERRY GEISEL

WASHINGTON—In one fell swoop, President
Clinton’s health reform plan would essentially
kill most corporate flexible benefit programs.

The knock-out punch comes on page 239 of
the 239-page draft of the administration pro-
posal: “Section 125 plans (so-called ‘cafeteria
plans’) are amended to exclude employee con-
tributions for health benefits.”
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If it becomes law, that provision would de-
stroy nearly all types of flexible benefit plans
set up under Section 125 of the Internal Reve-
nue Code: These include:

e Premium conversion plans, in which em-
ployees make pretax contributions to cover
their portion of the health care premium.

These plans now blanket Corporate America
because they add virtually nothing to employ-
ers’ administrative expenses while lowering em-

Firms to lose
much control
over programs

By CHRISTINE WOOLSEY

WASHINGTON—While employers may bog
themselves down looking at tiny details of the
Clinton health reform plan, the biggest shock
may be in the big picture: Companies will lose
basic control over their health care plans.

Even companies with more than 5,000 em-
ployees, which would be allowed to establish
their own health purchasing alliances rather
than join regional alliances with smaller em-
ployers, still will have relatively little freedom
to design their own plans.

Turning over the reins of health care man-
agement is particularly worrisome for employ-
ers because they have little faith that they will
reap the savings the Clinton administration is
promising.

In fact, if the Clinton plan is adopted, it
could wipe out any gains employers have made
from creating innovative programs to control
their health care costs.

Continued on page 61

ould kill flex plans

ployees’ true cost by reducing workers’ actual
taxable income.

» Flexible spending account plans, in which
employees reduce their salaries to make pretax
contributions to pay for uncovered health care
expenses, like medical plan deductibles, or a
benefit the employer does not offer at all, like
vision care.

Although it's not explicit, the proposal prob-

Continued on page 57
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By GAVIN SOUTER
and JAMES M. BURCKE

Reinsurers calm despite cats

Property rates will rise, but little change expected in casualty market
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MONTE CARLO, Monaco—The only
way to go is up for commercial property
insurance and reinsurance rates during
year-end renewals.

How far up, though, will depend on
which side of the ocean you're standing.

The severe shortage of catastrophe rein-

surance capacity, the resulting high cost of -

cat coverage and the determination of re-
insurers to stiffen terms and conditions for
both proportional and excess-of-loss
property reinsurance contracts should
lead to increased prices for property cov-
erages, executives meeting here earlier
this month agreed.

While some reinsurers and brokers are
expecting healthy rate increases for pri-

37th
Rendez-Vous

de Septembre
© o6 ¢

mary property insurance in Europe, prop-
erty insurance rates in the United States
will not increase by much unless the risk
includes a catastrophe component.

And, casualty rates, particularly in the
United States, will remain soff for at least
another year, insurance and reinsurance

executives agree.

A mood of calm seriousness-and a will-
ingness to compromise to find solutions
was reported by many of the insurance
and reinsurance industry executives at the
37th Rendez-Vous de Septembre, the an-
nual gathering of the world’s reinsurance
industry held Sept. 6-11 in Monte Carlo.

That was a marked change from one
year earlier, when Hurricane Andrew—
which had ripped through southern Flor-
ida days before the meeting began—and
its effect on property catastrophe coverage
were virtually the only subjects of conver-
sation.

Property cat coverage still was the focus
of this year’s meeting, though discussions
usually drifted to a related topic: the huge
flow of capital to the new monoline prop-

Continued on page 36 J
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Big punitive award slashed

Continued from previous page
subsidiary (BI, April 26).

Both the developer and the homeowners attributed flood dam-
age and other problems to faulty plumbing systems. The jury
found the companies liable for damage and guilty of fraud for
producing a product they knew was defective.

If Coles does not accept the reduced award, the judge said he
will order a new trial. Coles’ atforney could not be reached.

Shell will ask the judge to reconsider the award based on a new
California Supreme Court ruling that proving fraud requires a
showing that plaintiffs actually relied on misrepresentations, said
David Ring, an attorney with Fabris, Burgess & Ring in San
Francisco who represents Shell.

Eljer said Travelers Indemnity Co. of Illinois, Eljer’s first-layer
excess insurer from 1982-86, has paid about $6.9 million in claims
related to the Qest plumbing system after a U.S. appeals court
granted coverage (BI, Aug. 24, 1992). Eljer said it may pay its
share of the $2 million punitive award out of that reimbursement.

Travelers has notified Eljer that its limits for 1982-83 are ex-
hausted. Several insurers that wrote coverage excess of the Trav-
elers layer are disputing coverage in Illinois state courts.

State liable in toxic dump case

RIVERSIDE, Calif —The state of California is liable for dam-
ages caused by chemicals it allowed to leak from the Stringfellow
Acid Pits, a jury found in the first trial in the largest toxic dump-
ing personal injury suit in the nation.

After a seven-month trial, a Riverside County Circuit Court
jury found the state liable but awarded residents of the commu-
nity of Glen Avon only $160,000 of the $3.1 million sought.

The trial involved claims by 17 of 3,800 residents of the rural
community 50 miles east of Los Angeles. The next trial is tenta-
tively set to begin in 12 months.

Besides the state, the only remaining defendant was a defunct
metal plating company that the jury acquitted. Earlier 10 other
defendants had settled claims out of court (BI, March 8).

Meanwhile, attorneys for Montrose Chemical Corp. and Admi-
ral Insurance Co. have completed briefing prior to California Su-
preme Court review of Montrose vs. Admiral, one of three major
coverage suits related to Stringfellow dumping. The insurer
sought high court review after an appeals court granted coverage
under a continuous trigger theory (BI, March 9, 1992).

Montrose vs. Superior Court, the second coverage case involv-
ing the duty to defend issue, also is awaiting Supreme Court re-
view. Oral arguments in that case have been scheduled for Oct. 5
in Los Angeles. The third coverage case—Montrose vs. American
Motorists—also is up for Supreme Court review.

Insurance oversight battle

WASHINGTON—The House Banking Committee is scheduled
to vote this week on an anti-redlining bill that contains a provi-
sion granting the Federal Insurance Administration the power to
regulate the solvency of foreign insurers and reinsurers.

H.R. 1287 was introduced by Rep. Joseph P. Kennedy II, D-
Mass., in response to alleged redlining in inner-city areas (BI,
March 1).

Another anti-redlining bill, introduced by Rep. Cardiss Collins,
D-Ill., won approval of the House Energy and Commerce Com-
mittee last week. HR. 1188 does not include solvency language.
The Collins measure sets up pilot projects to gather data about
the availability of commercial insurance in five cities.

The dueling redlining bills represent a battle for oversight of
the insurance industry between two powerful congressmen, Com-
merce Committee Chairman John D. Dingell, D-Mich., and Bank-
ing Chairman Committee Henry Gonzales, D-Texas. By the end of
last week, some predicted that if the Kennedy measure wins com-
mittee approval, Rep. Dingell will move swiftly to get at least part
of his controversial insurance solvency bill, H.R. 1290, enacted to
retain jurisdiction over the industry.

Du Pont appeals Benlate award

LITTLE ROCK, Ark.—E.I. du Pont de Nemours & Co. is appeal-
ing a Sept. 3 jury verdict that it pay more than $10 million in
damages to 23 Arkansas farmers whose crops were found to be
damaged by Du Pont fungicide Benlate DF.

The award, issued Sept. 3 by a U.S. Distriet Court jury in El
Dorado, Ark., will be paid from a $500 million reserve excess of
insurance the company established in 1991 to pay claims related
to Benlate 50 DF, according to Dianna Smith, corporate insur-
ance manager for Wilmington, Del.-based Du Pont.

Meanwhile, another Benlate trial continued last week in Bro-
ward County Circuit Court in Hollywood, Fla.

Plaintiffs in these and more than 400 other lawsuits a]lege that
the fungicide, pulled from the market in 1991, caused billions of
dollars in damage to crops and ornamental plants (BI, June 21).

Du Pont settled a Georgia case—the first Benlate 50 DF suit to
reach trial—for $4.25 million on Aug. 12 (BI, Aug. 16). ;

Updates contmued on page 62

Errors & Omlssmns

s Richard Clayson. former govemmental insurance’ adwser in

the Bahamas, left that post earlier this year when' his contract ex-'
pired. He was not dismissed as stated in the Sept 13 issue Bus:* -

ness Insurance apologzzes for the error.

Investigation of two insurers
spans the U.S. and Cayman

By DOUGLAS McLEOD

JUPITER, Fla.—Two Cayman
Islands insurers operated by a
Florida businessman are targets
of investigations and regulatory
action in the United States and
Cayman.

Cayman officials last month re-
voked the license of Association
Insurance Co. Ltd.,, a self-de-
seribed group captive operated by
Delta Management Inc., which is
a Jupiter, Fla.-based company
headed by Anthony J. Damoulis.

Charles Scott, an official with

the Cayman Financial Services
Supervision Department, would
not say why AIC’s license was re-
voked but noted that Cayman
government officials are conduct-
ing “an ongoing investigation” of
the insurer’s operations.

The probe is not being con-
ducted by insurance regulators,
but Mr. Scott declined to say
which government agency is
investigating AIC.

He also would not say whether
the inquiry is related to a gov-
ernment investigation of Gilbert
Connolly, Cayman deputy in-

spector of financial services who
was suspended from his job last
month (BI, Sept. 13).

Bob Meek, detective chief in-
spector with the commercial
crime branch of the Cayman po-
lice, also declined to comment.

Meanwhile, Mr. Damoulis’ ac-
tivities have attracted regulatory
attention in the United States:
Florida regulators are attempting
to seize the assets of Delta Man-
agement and several of Mr,
Damoulis’ other companies,
charging that they are alter egos

Continued on page 24

Buried in the budget law

Benefit managers must deal with medical support orders

By NANCY P. JOHNSON

WASHINGTON—Thanks to a
little-noticed provision in the re-
cently approved budget law, bene-
fit managers may increasingly find
themselves right in the middle of
domestic disputes.

Benefit managers, who have
long complained about having to
administer court orders that divide
up the savings and pension plan
assets of divorcing spouses, say
new budget rules on health plans

will create even more problems.

Since Aug. 10, plans have been
required to honor “qualified medi-
cal child support orders,” known
as QMEDs, which courts may issue
to require a divorcing spouse to
provide coverage for his or her
children (BI, Aug. 23).

Plans were already required to
honor ‘““qualified domestic re-
sponse orders,” or QDROs, the or-
ders that divide savings and pen-
sion plan assets, and benefit con-
sultants and benefit managers

chorus that the new orders are
“QDROs all over again.”

Under the new rules, employers
are required to develop and have
on file written procedures for de-
termining if a QMED is valid, as
well as procedures for dealing
with QMEDs. Employers will be
required to keep track of depen-
dents’ names and addresses, which
will be especially important when
mailing COBRA notifications.

The QMED orders “have the po-

Continued on page 25

AIDS compensation

Canadian victims
of tainted blood

weigh settlement
By GAVIN SOUTER

OTTAWA—Insurers and pro-
vincial and territorial govern-
ments are offering $130 million
Canadian ($99.1 million) in com-
pensation to people who con-
tracted HIV from infected blood.

The offer, which requires the
vietims to drop all suits against all
defendants and promise not to file
additional lawsuits in the future,
covers people who received

tainted blood before screening
started in 1985.

This proposal would replace a
federal program that paid in-
fected people $30,000 Canadian
($22,800) per year. Insurers—
which would pay $30 million Ca-
nadian ($22.8 million)—and the
Canadian Red Cross are partici-
pating, and all the provinces and
territories except Nova Scotia,
which has a more generous plan.

The program would:

e Pay $30,000 Canadian
($22,800) a year for life for people
infected with HIV or AIDS.

e« Pay $20,000 Canadian
($15,200) immediately to an in-
fected person or a surviving

spouse.

» Pay $20,000 Canachan a year
for four years for surviving
spouses.

* Pay $4,000 Canadian ($3,046)
a year for four years for each sur-
viving dependent child.

Hemophiliacs have brought
about 120 lawsuits in provincial
courts against federal, provincial
and territorial governments; doc-
tors and hospitals; the Red Cross;
and drug firms, said John Plater, a
vp of the Canadian Hemophiliac
Society in Toronto.

Neither the companies nor the
governments are admitting liabil-
ity. Victims are currently consid-
ering the plan. Bl |

Business Insurance to publish RMIS directory

Inside

Business Insurance will publish its annual di-
rectory of risk management information system
vendors in the Dec. 6 issue, which will include a
report on trends in risk management automation
systems and analysis.

There is no charge to be listed in the directory,
but companies wishing to be included in the direc-
tory must fill out and return a questionnaire pro-
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vided by Business Insurance.
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KWELM
proposal
receives
nod from
creditors

By ADRIAN LADBURY

LONDON—Major policy-
holders of Walbrook Insurance
Co. Ltd. and four other insol-
vent insurers are giving their
initial approval to a proposed
scheme of arrangement for the
companies.

The plan, drafted by the in-
surers’ provisional liquidator,
Coopers & Lybrand, proposes
payments over time of up to
40% of the claims owed to
100,000 policyholders and
creditors, 90% of which are
U.S.-based.

The total claims owed by the
insurers, collectively known as
the KWELM companies and
which were members of the
line slip managed by H.S.
Weavers (Underwriting) Agen-
cies Ltd., could amount to $9
billion by the year 2033 (BI,
Sept. 13).

Members of the informal
creditors committee, a repre-
sentative sample of creditors
and policyholders and some of
the biggest claimants, prefer
the scheme of arrangement to a
formal liquidation because the
scheme will pay out more
money more quickly at a lower
cost.

A spokesman for one U.S.
firm, which bought tens of mil-
lions of dollars of coverage
from the companies, said he
hopes the scheme can be used
as an example of how insolvent
U.S. insurers can be run off.

“I think that the scheme rep-
resents a very positive step for-
ward for creditors of the
KWELM companies and also
other companies because in a
sense we have created the
wheel which I hope can be used
in other instances by other pol-
icyholders,’’ said Bob Poy-
ourow, assistant general coun-
sel for GAF Corp. GAF was a
member of the creditors com-
mittee until it recently ceded
its seat to the International
Policyholders Assn., a group
representing the interests of
policyholder in insurer insol-
vencies (B], Feb. 10, 1992).

The U.K. Policyholders Pro-
tection Board, itself a key
member of the KWELM credi-
tors committee, also backs the
scheme.,

The PPB manages a guaranty
fund, financed by British in-
surers, that was established
under Policyholders Protection
Act of 1975 to compensate pol-
icyholders and creditors of
failed U.K. non-life insurers.
The PPB in July reluctantly ac-
cepted a House of Lords ruling
that it must pay at least part of
the claims of overseas policy-
holders of failed UK. insur-
ance companies (BI, July 19).

Chris Hughes and Ian Bond,
the Coopers & Lybrand part-
ners responsible for the
scheme, estimate that KWELM
policyholders that qualify for

Continued on page 4

PBGC premium hike considered

Agency must undergo reform to survive, current and former directors agree

By MARK A. HOFMANN

WASHINGTON—An inter-
agency task force will recommend
that the Clinton administration
propose legislation raising premi-
ums employers with underfunded
pension plans pay to the Pension
Benefit Guaranty Corp., adminis-
tration officials said last week.

The task force, comprising offi-
cials from several federal agencies,
as well as the PBGC, also will rec-
ommend faster funding schedules
for employers with underfunded
pension plans.

In addition, the task force will
propose that employers pro-
vide—in a simpler format—infor-

mation to plan part.cipants about
the financial condition of their
pension plans and the limits of
PBGC benefit guarantees.

These proposals, if accepted by
Labor Secretary Fobert Reich,
would be included ir: PBGC reform
legislation the administration ex-
pects to send to Congress soon.,

“Current law is not working,” an
administration official said, noting
that present funding rules are too
weak, exposing the 2BGC to esca-
lating liabilities.

Meanwhile, the cucrent executive
director of the PBGC and his im-
mediate predecessor agree on at
least two things: The PBGC isn't
soon going to collapse, but it still

must undergo significant reforms.

But current Executive Director
Martin Slate and James Lockhart,
the PBGC’s chief during the Bush
administration, disagree on the se-
verity of the PBGC'’s plight.

Mr. Slate insists the agency “has
more than substantial revenues
and assets on hand to make benefit
payments as they come due for the
foreseeable future.”

But Mr. Lockhart says that if the
PBGC were a private insurer, it
would long ago have been taken
over by state regulators.

In fact, Mr. Lockhart, who is
now a managing director of Smith
Barney Shearson in New York,
said that if the PBGC were a prop-

erty/casualty insurer, its combined
ratio over the past three years
would have been 184%—far worse
than that of many insurers that
have become insolvent.

Nevertheless, Mr. Lockhart said
the “pensioners will continue to get
their checks, even if they come
from the taxpayers, as those of de-
positors in the (savings and loan
associations) did.”

The “PBGC was modeled after
the departed Federal Savings &
Loan Insurance Corp. They share
the same moral hazards of a gov-
ernment insurance program that
ignores the marketplace and actu-
ally encourages losses through un-

Continued on page 20

Market-share
liability rejected
in lead paint case

By JOANNE WOJCIK

BOSTON—Individuals injured by lead paint con-
tamination in their homes cannot sue manufacturers
under a market-share liability theory in Massachu-
setts, a federal appellate court has ruled.

In its Sept. 10 ruling in Santiago vs. Sherwin-Wil-
liams Co., the 1st U.S. Circuit Court of Appeals fol-
lows the recent trend in rejecting market-share
claims in lead liability cases.

Market-share liability has been limited primarily to
cases involving DES, an anti-miscarriage drug pre-
scribed to women during the 1940s through 1970s
that was later found to cause birth defects. The the-
ory was first applied by the California Supreme Court
in 1980 and has since been adopied by appellate
courts in California, Florida, Hawaii, New York and
Washington state.

While the plaintiff in the Massachusetts case tried
to draw parallels between the DES cases and her own
situation, the 1st Circuit cited two critical differences
between the cases.

First, DES was found to cause identifiable and
unique harms. But the symptoms of lead poisoning
are similar to harm that could be caused by heredi-
tary, social or other environmental factors.

Second, DES was not present in products that were
common in homes or the environment. Lead, how-
ever, is ubiquitous, the court found.

The court also stated that market-share liability
was an inappropriate theory to apply to bulk suppli-
ers of ingredients that cannot control the design and
marketing of the final product.

In 1987, Monica Santiago, now 20, sued Sherwin-
Williams, NL Industries Inc., Eagle-Picher Industries
Inc., Atlantic Richfield Corp. (as successor to Interna-
tional Smelting & Refining Co.) and SCM Corp. (as
successor to Glidden Co.) for negligence, breach of
warranty and concert of action.

Ms. Santiago alleged that these companies manu-
factured and marketed all—or virtually all—of the
white lead pigment used in lead paints sold in the
United States between 1917—the year in which her
childhood residence in Boston was built—and 1970.

She claimed that between Nov. 9, 1972—the day
she was born—until 1978—the day her family
moved—she ingested lead paint that had been applied
in layers to the walls and woodwork of her home at
various times between 1917 and 1970,

As a result, Ms. Santiago’s blood had high levels of
lead by the time she was 1 year old, and by age 4 she
had to undergo chelation therapy to remove the lead

Continued on page 18
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LACTC Risk Manager Abdoul Sesay negotiated the pollution wrap-up program.

Wrapping up risk

L.A. subway project covers pollution exposure

By JOANNE WOJCIK

LOS ANGELES—Contractors for the
Los Angeles subway project, digging
deep below the surface of the nation’s
second-largest city, can rest assured they
will be covered for any liability should
an environmental mishap occur.

And, it'’s a sure bet that tunneling as
deep as 100 feet below the heart of this
one-time boom town will provide any
number of surprises, pointed out Abdoul
R. Sesay, risk manager for the Los Ange-
les County Transportation Commission.

“We've found hydrocarbons, solvents,
underground storage tanks,” he said.

Contractors, of course, prepare for
possible environmental risks by taking
s0il samples and examining historical
documents like property ownership rec-
ords and newspaper accounts of fires
and hazardous chemical spills. Still, “it’s
very unpredictable what you'll find,” Mr.
Sesay said. “We are building a construc-
tion project in an old, metropolitan city.”

Oil wells once dotted the landscape
szveral blocks north of Wilshire Boule-
vard and a pocket of naturally occurring

methane gas leveled a department store
not far from the famous La Brea Tar Pits
less than a year before the construction
crew’s first pick breached the city’s
crusty surface.

Modern technology will take care of
the methane gas problem, said Mr.
Sesay, and modern insurance—an envi-
ronmental liability wrap-up program
that may be the first of its kind—will
protect contractors from pollution risks.

Contractors working on the Los Ange-
les Metro Rail project have $20 million in
pollution liability coverage through the
owner-controlled program underwritten
by Zurich-American Specialties.

Architects and engineers on the project
carry another $5 million in errors and
omissions pollution liability coverage,
also underwritten by the New York-
based Zurich-American Insurance
Group unit.

The coverages, which attach above a
$500,000 self-insured retention, were
brokered by Willis Corroon Corp. of Los
Angeles working with Willis Corroon’s
Environmental Insurance Services

Continued on page 59

Late notice of claim voids pollution cover

By SARA MARLEY

ATLANTA—Liability insurers
are entitled to deny coverage to a
policyholder that fails to give no-
tice even after it becomes aware of
pollution and, in fact, hires a firm
to clean it up, a federal appeals
court has ruled.

A panel of the 11th U.S. Circuit
Court of Appeals affirmed a lower

court's summary judgment that
Canadyne-Georgia Corp. did not
give prompt written notice to
Continental Insurance Co. and
American Universal Co. when the
company became aware of con-
tamination at two sites.

The two insurers named in Ca-
nadyne’s appeal were among sev-
eral that wrote primary and ex-
cess liability coverage for the Fort

L IELTRNE A

Valley, Ga.-based chemical com-
pany from 1965 to 1984.

Both state and federal environ-
mental authorities had repeatedly
notified the company of pollution,
the court said. And Canadyne also
acknowledged the pollution by its
actions and in letters and memos,
though it did not tell insurers un-
til years later,

“Canadyne knew or should have

known from the numerous stud-
ies, warnings and other events un-
dertaken throughout the 1980s
that the pesticide contamination
making its way through the soil
and into the ground water at both
(sites) could cause extensive prop-
erty damage both on- and off-site:
and that Canadyne would most
likely be responsible for the

Continued on page 26
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KWELM scheme

Continued from page 3

PPB protection, primarily profes-
sional partnerships like law and
accounting firms, could be owed
up to $1 billion by the KWELM
companies.

The PPB would pay 90% of the
claims owed to these policyhold-
ers and then attempt to recover
funds from the scheme managers.

The PPB spokesman said last
week the scheme satisfies all the
requirements laid down by the
Policyholder Protection Act and
that it is “clearly preferable to
liquidation for the policyholders
and creditors.”

If the response from sample pol-
icyholders and creditors
KWELM creditors committee is
representative of the entire group,
the scheme could well be ap-
proved by creditors at a Nov. 17
meeting in London.

Apprm al requires the votes of
of all creditors and 75% of
reditors in terms of claims owed.

“We think the agreement
reached is acceptable and we in-
tend to vote for (it), especially af-
ter an examination of what the al-
ternatives might be. We cannot
speculate on the outcome (of the
vote), but this is certainly the best
option available,” said a Hart-
ford, Conn.-based spokesman for
ITT/Hartford Group Inc., a mem-
ber of the creditors committee
that ceded and assumed reinsur-
ance to and from the KWELM
companies.

The spokesman listed three key
reasons why the scheme should be
approved: more assets will be
available under the scheme than
through liquidation; some claims
will be paid much more quickly;
and claims will be resolved “in a
more orcerly fashion.”

“My thought is that it will be

accepted,” said Phillip Rocher,
partner with Wilde Sapte, the
London law firm that has repre-
sented FOJP Service Corp., which
oversees the risk management
programs for several large Jewish
hospitals in New York. FOJP is
also on the creditors committee.

“The people on the creditors
committee represent a very large
proportion of the claimants by
value, and it is a ve
section of the polic
type. For instance, Hartford acted
as both inwards and outwards re-
insurer, the International Policy-
holders Assn. represents many of
the big industrial policyholders,
and my clients represent the med-
ical malpractice and liab:lity side,
plus a good mix of short- and
long-tail credito he said.

The IPA, which represents
about 15 KWELM credifors that
bought hundreds of millions of
dollars of coverage from the com-

panies, also supports the scheme,
said Marialuisa S. Gallozzi, an at-
torney with Covington & Burling
in Washington, which represents
the association.

“One of the goals of the IPA is
to seek new and efficient ways of
dealing with such problems, and
this scheme appears to address
many of the concerns of the poli-
cyholders. This is a constructive
and creative way to approach
what proved to be a very complex
insolvency,” said Ms. Gallozzi.

Also giving thumbs up to the
scheme is Jonathan Bank, a part-
ner with Buchalter, Nemer, Flelds
& Younger in Los Angeles, which
represents liquidators of Transit
Casualty Co., which ceded rein-
surance to the KWELM insurers.

“Transit, as a member of the
creditors committee, signed an
approval (of the document) indi-
cating their basic agreement and
optimism that the scheme will

[t may not be the first word that comes to mind,
but we believe it's exactly what you should look for
in your reinsurance intermediary.

Today, agility has become a necessity.

Alexander
Re

Stamford
New York
Boston
Chicago

San Francisco

The triangle symbol and
Alexander Re are sevice
marks for reinsurance
itermediary services of
Alexander Bemsurance
Intermedianes, Inc.. a
subsidiary of Alexander

& Alexander Sennces Ing

hopefully succeed... It reached
the conclusion that it is the best
alternative of all the various op-
tions and provides the best oppor-
tunity to reach the dividends for
the (Transit) shareholders, at the
fastest possible pace and at the
lowest cost,” he said.

Mr. Bank noted that Transit is
“exposed for millions and millions
of dollars,” including long-tail
pollution claims. He said he is
confident that scheme would en-
sure equity between long-tail and
short-tail pelicyholders.

Ho r, he is not surprised
that the provisional liquidators
think KWELM claims could total
$9 billion and take 40 years to
pay. “The $9 billion, .. .has
evolved over a period of time and
should not be a surprise consider-
ing the type of business the com-
panies wrote.”

Of the 40-year payout period, he
said: “My guess is that it will be
wound up before that and that

rightly, are simply be-
ing conservative.”

The PPB believes it will not pay
out as much as Mr. Hughes and
Mr. Bond at Coopers believe.

Based on their $1 billion esti-
mate of ms owed to PPB poli-
cyholders, the board would have
to pay a total of $540 million, as-
suming it pays o of the claims
and recovers 40% through the
scheme.
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that the PPB has wndu(ted its
own analysis. “The cost (to the
PPB) will be pretty subt.hmtial
but hopefull

Both the PPB and th[
sional liquidators are satisfied
that the PPB can raise the cash
needed to pay claims.

“In very broad terms, and I
could be a few percentage points
out here, we reckon that there is
probably a backlog of claims
which could come in quickly
(which the PPB would pay). Based
on the figures given to us by the
PPB, they seem to be OK on a
cash-flow basis,” Mr. Bond said.

The PPB may have to as
British non-life insures 0.5
premium by year end and anothe
1% next year, he said. But, he
added, the PPB will collect some
money from the KWELM estate.

Mr. Wright noted that the PPB

ssess insurers a maximum of
remium  annually. All
DTI-authorized non-life insurers
can be assessed, though reinsurers
and marine, aviation and trz
port insulet s are exempt.

A 0.5% assessment last year
raised 80 million pounds ($121.
million). Since British insurers’
premium volume is increasing this
year, a full 1% levy could gener-
ate up to 170 mll]mn pounds
($262.8 million), “more than
enough to cover the initial de-
mand,” said Mr. Wright.

The success of KWELM’s U.S.
policyholders in their battle for
compensation from the PPB may
not be repeated in future cases.

A spokeswoman for the Assn. of
British Insurers, which represents
most of the insurers that will have
to cough up funds to the PPB, said
that negotiations already are un-
der way with the British Depart-
ment of Trade and Industry to
amend the Policyholder Protec-
tion Act.

“We are currently talking with
the DTI about amending the act in
order to narrow it down to what
the U.K. insurers originally
thought it was meant to cover. We
hope that geographically it will
only cover the European Commu-
nity and only protect Mr. and Mrs.
Joe Public for their motor claims
and the like,” she said. | Bl |
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Du Pont offers benefits to laid-off workers

WILMINGTON, Del.—E.I. du
Pont de Nemours & Co. will offer
employees one year of medical,
dental and life insurance benefits,
as well as one month's severance
pay for every two years of employ-
ment, when it lays off 3,000 em-
ployees by the end of this month.

The severance costs alone will re-
sult in a $375 million charge
against third-quarter earnings.

The chemical company will dis-
miss an additional 1,500 by the
middle of next year, doubling the
number of workers Du Pont has
laid off since 1990, when it em-
ployed 133,000 worldwide. Unlike
previous cutbacks, this round will
move beyond Du Pont’s headquar-
ters to include its operating plants,
particularly those that make nylon.

—By Sara Marley

Benefit Beat

Focusing on family

The percentage of companies
that offer some type of work and
family program is slowly growing,
according to a recent survey by He-
witt Associates.

In 1993, the percentage of em-
ployers that offer some kind of
child care assistance rose to 78%
from 74% in 1992. Of those, 94%
offer dependent care spending ac-
counts and 39% offer resource and
referral services—the fwo most
common forms of child care assis-
tance. The percentage of employers
sponsoring child care centers—
9% —remained unchanged.

Elder care programs are offered
by 20% of employers, up 4% from
1992, Of those, 76% offer elder
care services through a resource
and referral program. Only a small
number of employers offer other
types of elder care, like counseling
and long-term care insurance.

Flexible scheduling arrange-
ments are offered by 60% of em-
ployers, up from 58% in 1992. The
most common arrangements are:
flexible work hours, offered by
T73% of these employers, and part-
time employment, offered by 67%.
Other forms of flexible scheduling
are: job sharing, offered by about
32% of employers; compressed
work weeks, 21%; and work-at-
home arrangements, 16%.

The survey collected data prior
to the Aug. 5, 1993, effective date

of the Family and Medical Leave
Act, and therefore does not reflect
employer response to the new law.
Copies of the survey are avail-
able for $35 each. Contact Diane
Schuett at Hewitt Associates, 708-
295-5000.
—By Nancy P. Johnson

Ohio alliance

DAYTON, Ohio—The Miami
Valley Employers Health Action
Council, a coalition of 31 em-
ployers in Ohio, has established a
group purchasing alliance in which
a single third-party administrator
and a single health care manage-
ment company will serve the health
care needs of the employers’
150,000 employees and dependents.

Similar endeavors have been es-

‘There’s an Acordia company

Looking for
Customized Solutions
for Your Insurance Needs?

cordia is a nationwide network

of insurance services

organizations dedicated to
meeting the insurance needs of
specific markets.

Some Acordias serve demographic
groups, such as senior citizens.

Some work within geographic areas.
And others focus on specific industries,
such as the financial commumty

thihe 7
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e Administration
® Managed Care

e Life and Disability Insurance
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To learn more about the Acordia
network of companies, contact your
insurance broker or call Acordia at |

1-800-241-8701.

tablished by coalitions in other
communities, including Cedar Rap-
ids, Iowa, and Minneapolis (BI,
Aug. 2: July 13, 1992).

Community Mutual Insurance
Co. of Cincinnati will administer
the program, which encourages
employees and their families to
seek care from a network of ph-
ysicians managed by Wright
Health Associates in Dayton, Ohio.

Coalition members include Day-
ton Power & Light Co., General
Motors Corp., Robbins & Myers
Inc. and NCR/AT&T.

—By Christine Woolsey

Health benefits poll

Most Americans think their em-
ployers should provide health ben-
efits and they are willing to share
the cost, a new survey shows.

Eighty-three percent support an
employer mandate with employees
contributing to the cost, according
to a recent public opinion survey
conducted by the Employee Benefit
Research Institute and The Gallup
Organization Inc.

However, just 45% of Americans
said employers should provide
those benefits free of charge, down
from 60% in 1992.

The national health care debate
also may be beginning to help
Americans understand the real cost
of employer-provided health insur-
ance, the survey found.

Respondents estimated their em-
ployer-provided health insurance
cost $2,473 per year in 1992, up
from $2,118 in 1992. EBRI tabula-
tions of Health Care Financing Ad-
ministration data show employer
contributions to group health in-
surance averaged $2,834 per in-
sured employee in 1991, the latest
year for which figures are avail-
able.

Support for a government-fi-
nanced and administered health
care system appears to be waning,
the survey found.

Only 57% of respondents to the
1993 survey said they think the
federal government should provide
health insurance to all Americans,
but 23% withdrew their support if
such a program means a tax in-
crease.

In 1992, 63% said they think the
federal government should provide
health insurance to all Americans,
but 24% withdrew their support if
it means a tax hike.

The 1993 survey also showed
that most Americans continue to
rate the U.S. health care system
overall as good or fair.

In 1993, 59% of those surveyed
rated the system as good or fair,
compared with 56% in 1992.

However, Americans’ rating of
the health care they receive re-
mained relatively high.

In 1993, 77% of those surveyed
rated the health care they receive
as excellent or good, 18% rated it
fair and 4% rated it poor. In 1992,
83% rated their health care excel-
lent or good, 13% rated it fair, and
4% rated it poor.

Cost remains Americans’ biggest
concern about their personal
health care. Fifty-four percent in
1993 and 1992 said cost was their
biggest concern, while only 28% in
1993 and 31% in 1992 said quality
was their top concern.

Copies of the survey are avail-
able for $50 each for EBRI mem-
bers and $100 for non-members.
Summaries cost $25 for EBRI
members and $50 for non-mem-
bers. Contact Malaika Barmes at
EBRI, 2121 K St. N.W., Suite 600,
Washington, D.C. 20037; 202-775-
6338,

—By Joanne Wojcik
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Being in the middle when employees
want you to leave their benefits alone is a

tough spot to be in.

On the one hand you have to control

costs, vet ori the other you have to deal with
employees who feel that youre being unfair.
Let's do something about it.

At Northwestern National Life, were

helping companies like yours get out of this

bind by using special tools to help employees
learn about cost increases and how to be
better consumers. |

Maybe we can help you escape a
potentially grisly situation, too.

Our collection of reprintable news-
letter columns, called “Ask Your Benefits
Department,” addresses these issues. For
a free copy, call or write Rick Naymark,
Northwestern National Life, Box 20,
Minneapolis, MN 55440, (612) 342-7137.
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Opinions—

Averting a different crisis

IT SOUNDS SO SIMPLE and so politically correct
on the surface.

Reducing to $150,000 from $235,840 the amount, of

employee compensation that can be used in de-
termining pension benefits and contributions—a pro-
posal advanced by the Clinton administration and
approved by Congress as part of the recently signed
budget law—isn’t going to hurt anyone but corporate
fat cats while raising federal revenues.

Right? Wrong. Dead wrong. :

The ramifications of the proposal go far beyond
cutting the CEO’s pension benefits a bit.

Instead, the biggest blow will be felt by employees
in the $65,000 to $80,000 salary range who could see
the screws tighten on their 410(k) plan contributions.

That could happen because the 401(k) deferrals by
a company’s high-paid employees will become—be-
cause of the $150,000 “‘covered compensation” lim-
it—a much higher percentage of their pay.

Thus, the average percentage of salary deferred by
so-called “highly compensated” employees as a
group may be more than Internal Revenue Service
rules allow. If that happens, a portion of the contri-
butions from some employees may be returned and
considered part of their taxable income.

Here’s the kicker: Due to the way the IRS 401(k)
non-discrimination test is run, it is employees at the
lower end of the “highly compensated” group—not
the execs who earn really big bucks—who will have
their 401(k) contributions returned.

To be sure, employees earning more than $65,000 a
year don't fall in the category of hard-up. On the
other hand, they certainly aren’t fat cats, and 401(k)
plans are an important means for these employees to
save for retirement. The new, lower covered
compensation limit increases the likelihood that
these employees in this salary range may not have
sufficient retirement savings.

Undoubtedly, employers will set up more non-
qualified pension plans. But is it good public policy
to increase the percentage of retirement benefits cov-
ered through non-qualified plans?

If a company fails, benefits promises made through
non-qualified plans can become worthless since such
plans typically are uninsured and employees owed
such benefits are at the end of the line in a bank-
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ruptcy proceeding.

At the same time, small firms may decide—given
the cut in benefits for top executives—that the ad-
vantages of offering a qualified plan no longer out-
weigh the disadvantages, including the ever-in-
creasing cost of meeting government rules.

That would create even more problems.

Regrettably, the new, lower covered compensation
limit is yet another in a series of moves that the fed-
eral government has taken in recent years that is
slowly eroding the nation’s private pension system.
Already, complex government rules, like the IRS
non-discrimination rules, have virtually killed the
formation of new defined benefit plans.

The future that is unfolding—less savings for re-
tirement, fewer defined benefit plans, more retire-
ment benefits provided through non-qualified
plans—isn’t a very pretty one.

We hope the Clinton administration and Congress
recognize the emerging trends and begin to reverse
actions that threaten Americans’ retirement security.

It would be indeed tragic that if this administra-
tion, which has vowed to solve the health care crisis,
finds itself creating a pension crisis.

Don’t allow Keene to be driven into bankruptcy

To the editor: Should Keene Corp., a
company that has done more than any
ather to make money available for people
who are sick with asbestos-associated ill-
nesses, be “rewarded” by being driven
into bankruptcy and having its employees
thrown out of work? Let’s look at these
facts:

* Keene's landmark insurance coverage
dispute made more than $400 million
available for that company to pay claims.
When this decision was followed by other
courts in cases involving other compa-
nies, it helped release billions of dollars of
insurance funds to pay claims for hun-
dreds of thousands of people with asbes-
tos-associated conditions.

* Keene has been urging Congress for

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

more than a decade to pass fair asbestos
compensation legislation, to be funded by
the companies involved.

e Keene has pushed for deferred trial
dockets for those claimants who are not
now sick but are worried that they may
become sick later. :

* Keene has asked courts to supervise
attorneys’ fees to make sure they are rea-
sonable. Studies show that asbestos con-
tingent fee lawyers make $1,000 to $5,000
an hour by taking 30% to 50% of awards
and settlements.

However, Keene has now run through
the last of its insurance assets and is run-
ning out of money. It does not have
enough funds to continue resolving its
98,000 pending claims one at a time, nor
the new cases being filed at the rate of
2,000 per month.

Keene already has paid more than $450
million to settle and defend nearly
100,000 claims, despite its minimal, brief
and unprofitable involvement with a
company it bought in 1968 for $8 million.

Earlier this year, Keene filed for a “lim-
ited fund, mandatory settlement class ac-
tion” in federal court. On July 1, a sweep-
ing injunction was issued, halting all as-
bestos-related litigation against Keene

and freeing it from paying virtually all
asbestos-related judgment. This will en-
able Keene to negotiate a settlement that
would fairly allocate its remaining $100
million in assets among competing claim-
ants.

However, a handful of lawyers are at-
tacking Keene and this limited fund class
action because it might provide a solution
to save companies and jobs, while maxi-
mizing the money going to sick claimants
and minimizing the money going to—you
guessed it—lawyers.

Keene took the limited fund class ac-
tion path to allow it to pursue a settle-
ment to end all of the asbestos-related lit-
igation it faces and allow it to get on with
its business. The process would maximize
Keene's remaining assets and avoid yet
another bankruptcy filing by an asbestos
defendant.

Keene, and sick asbestos claimants, de-
serve a better fate than bankruptey. His-
tory shows that-bankruptcy just enriches
lawyers and further delays payments to
those who need them most.

Stuart E. Rickerson
Vp/General Counsel
Keene Corp.

New York
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STATUTORY CAPITAL AND SURPLUS AT JUNE 30, 1993:

-$607 MILLION
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‘Ring fence’ plan unworkable: Chatset

Costs, losses too great to be practical, analyst predicts

By ADRIAN LADBURY

LONDON—Lloyd's of London
syndicate analyst Chatset Ltd. is
casting a jaundiced eye on the
market's optimistic plan for re-
turning to profitability with new
corporate capital.

Chatset warns that plans to
“ring fence” pre-1986 liabilities
from new corporate members will
prove far too expensive for the
market’s current members to bear
alone. As part of its push for new
corporate capital, Lloyd's pro-

poses reinsuring these liabilities
with a new reinsurer, NewCo.

Chatset also warns that names
still face a huge bill for losses in-
curred on years left open from
1986 and more recent years. These
losses, together with the cost of
transferring pre-1986 liabilities to
NewCo., far outweigh the benefits
of remaining in the market, the
analyst argues.

These costs would come on top
of an estimated 1 billion pound

($1.55 billion) loss for the 1991
underwriting year, whose results
will be announced next year, and
a 250 million pound ($387.5 mil-
lion) loss in 1992, Chatset says.
Chatset also has a warning for
potential corporate capital mem-
bers: If Lloyd's NewCo. scheme
does not also include the liabili-
ties of Lioncover Insurance Co.
Ltd.—the company created in
1987 to run off the long-tail losses
of syndicates managed by PCW

his situation.

price of beer.

companies in the 1980s.

coming provincial,”

As a student leader in the 1960s, he ]okes his
priority was not left- or right-wing politics but the

Today, Mr. Wolrath says he has set Skandia’s
priorities in order. The company will focus future
operations on the Nordic region and other markets
with low insurance risk and concentrate on direct
insurance, rather than reinsurance.

However, Skandia America Reinsurance Corp
will eontinue in the United States as a highly se-
lective and technically advanced non-life reinsur-
ance underwriter, he said (see related story).

These ambitions are far more modest than the
madcap expansions by other Nordic insurance

“I think that what you have seen in the financial
crises in the Nordic countries is that deregulation
came too guickly to players who were not used to
it,” Mr. Wolrath told Business Insurance. “I think
that every company has been hit by this in one
way or another. Big surplus values for some com-
panies shrank dramatically. Now we are moving
into a consolidation phase, where everyone is reor-
ganizing their business, concentrating on core op-
erations, cutting down on loans. Danish compa-
nies are moving back (to the Domestic market).
There are hardly any Danish companies with op-
erations outside the country, and Denmark is be-

Skandia’s half-year results—including under-
writing profits that rose 23.6% from 1992 levels to
241 million Swedish kronor ($29.5 million)—indi-
cate that it has recovered from the turbulence of
previous years (BI, Sept. 6). But the industry and
the stock market are asking how long Skandia,

Continued on page 17

A new era for Skandla

Wolrath charts course
to put Skandia Insurance
ahead of the Nordic pack

By MARIA KIELMAS
STOCKHOLM, Sweden—Skandia Insurance Co.

Ltd. Chief Executive Bjorn Wolrath prides himself
on getting his priorities straight no matter what

f

business.

| Ness,

: Dodd.

Unfortunately for Skandia America, the U.S. |
casualty reinsurance market has remained ex- |
tremely soft for the past year. Skandia America

' may fall short of its 1993 volume goals because
. it “does not want to compromise its underwrit- |
ing standards,” said Mr. Grabo. ;

Skandla America’s
. outlook is upbeat
followmg upheaval

By JAMES M. BURCKE

MONTE CARLO, Monaco—Skandia America |
i Reinsurance Corp. is “‘pleas
course nearly a year after abruptly canceling |
an initial public stock offering and trimming |
operations to specialize in facultative casualty |

. “We said we wanted to reduce our scope of
. operation and focus on facultative casualty. We

have achieved our volume and treaty goals and
| we are pleased,” said Anders Grabo, first senior
| vp and chief underwriting officer at Skandia
America in New York.

Skandia America made major headlines last
| fall after its parent, Skandia Group, at the last |
minute pulled the plug on an estimated $162
million IPO for the U.S. facility. Among the
reasons for the decision was that the belea-
' guered parent company, 2 major player in last
| year’s Nordic insurance crisis, needed to retain
| its investment in Skandia America on its bal-
| ance sheet to pass solvency requirements (BI,
' Nov. 2, 1992; Oct. 5, 1992).

The parent later announced that Skandia
' would downsize and, according to Mr. Grabo,
. “focus on what we know best”: casualty busi-

. The decisions prompted the resignation of
Skandia America Chairman and CEO James F.

* with its current

Continued on page 18

German employers plead for health

By DON KIRK

BONN—German employers are
pressing for further reform of the
nation’s health care system.

Klaus Murmann, president of
the German Employers Assn., said
gains from government-mandated
curbs on health care spending will
be wiped out without additional
reforms, including the introdue-
tion of deductibles. .

And, Mr. Murmann rejects a
government plan to make compa-
nies contribute to a new statutory
insurance program that covers
long-term nursing and invalid
care (BI, July 26). “Employer con-
‘tributions to health care have
reached their limit,” he said.

Employer and emplaoyee contri-

butions to the German health care
system are 13.4% of gross wages,
a record level reached in 1992,
Since then, severe budgetary re-
strictions on spending for drugs
and some types of treatments have
created a rare surplus in the sys-
tem of 2.6 billion deutsche marks
{$1.61 billion), which compares
with a loss of 9 billion deutsche
marks ($5.59 billion) last year.

That surplus prompted German
Health Minister Horst Seehofer to
announce: ‘“The German health
insurance system is healthy
again.”

Not so fast, Mr. Murmann re-
plies.

“Even more can be done. We
want company health care contri-
butions to drop. Further reforms

“‘We can't atford a
system that pays for
everything,” says
Kiaus Murmann,
president of the
German Employers
Assn.

are needed to cut costs of hospi-
tals. We can't afford a system
which pays for everything. A sec-
ond stage of health care reforms
must contain some form of de-
ductible for the insured.”
Individuals should pay more out
of their own pockets for dental
care and hospital costs, he pointed
out, noting that the German

Underwriting Agencies Ltd.—cor-
porate names will be exposed to
repeated levies on the market to
shore up Lloyd's Central Fund,
which backs Lioncover.

However, if Lioncover is in-

cluded in NewCo., the added cost ~

of running off its liabilities would
be far too big for current members
to shoulder, Chatset says.

“The costs of this would be hor-
rendous. The names simply could
not afford it,”” said Charles
Sturge, who with fellow editor
John Rew offered these gloomy
scenarios in Chatset’s annual ta-
bles of Lloyd's syndicate results,
which was released last week.

Chatset estimates that the defi-
cit for all open years as of Dec. 31,
1991, is about 5 billion pounds
($9.35 billion at year-end 1991 ex-
change rate) and that a “consider-
able” proportion of this will be at-
tributable to pre-1986 liabilities.

1t is the cost of these pre-1986 lia-
bilities that Chatset says could
make the proposed ring-fence
scheme too expensive for mem-
bers, though no estimates are yet
available for how much the
NewCo. plan will cost Lloyd's
members.

To illustrate the size of the
problem facing current names,
Mr. Rew estimated how much it
would cost a name to pay his or
her share of the estimated 5 bil-
lion pounds in losses and continue
to underwrite in 1994.

He predicted that current names
could end up paying amounts
equal to as much as 656% of their
1993 stamp capacity to remain in
the market in 1994.

“So when considering paying up
their losses this year in order to
continue to underwrite into 1994,
they must remember that to be
solvent they will need to have at
least 55% to 65% of their stamp

Continued on page 16

‘Bermuda’s integrity

at stake: Butterfield

By ROGER SCOTTON

HAMILTON, Bermuda—Regis-
trar of Companies Malcolm But-
terfield is appealing for continued
vigilance in servicing and policing
the island’s fast-expanding insur-
ance industry.

Discussing the impact of recent
growth in Bermuda’s interna-
tional business (see related sto-
ries, pages 40 and 43), Mr. Butter-
field cautioned that the island’s
integrity and security “must not
be compromised.”

Nor should quality of service
provided by Bermuda insurers
and reinsurers be allowed to dete-
riorate, he said.

“The standards and rules for ac-
ceptance into our insurance in-
dustry must be kept high and if
individuals and companies do not
or cannot meet such requirements,
they should not be permitted to do
business in Bermuda,” he told a
Rotary Club meeting,

The island’s chief insurance reg-
ulator said that with the recent
influx of large, specialty reinsur-
ers focusing considerable atten-
tion on Bermuda, “we must re-
main focused on the issues that
have brought Bermuda forward as
a successful jurisdietion.”

health care system provides 90%
of the population with near first-
dollar coverage.

That comes at a big price: Since
1960, health care spending has in-
creased twice as fast as the Ger-
man gross national product and
six times as fast as the cost of liv-
ing index.

The situation is grave, Mr. Mur-
mann said. Without further cuts
in the health care system, rising
health care costs will plague em-
ployers, he said, noting that
37.4% of employers’ payroll costs
consist of contributions to health
care, pensions and unemployment
insurance programs.

“A drop in contributions would
help lower production costs,” said
Mr. Murmann.

BERMUDA

Mr. Butterfield warned against
complacency and said it was the
job of professional services pro-
viders and regulators to ensure
the Bermuda market remains
“sound and stable.”

“As the first and perhaps most
important step in preventing
problems, the public and private
sectors must be vigilant in screen-
ing persons who will be doing
business in Bermuda and the busi-
ness plans they propose,” he said.

Because of the Bermuda insur-
ance industry’s solid reputation
and record, “many people and
companies will want to be part of
this success, particularly if their
own reputation needs enhancing.”

Mr. Butterfield urged that the
industry “not allow growth to di-
lute our reputation for quality.”

Bermuda has built a successful
and strong insurance and reinsur-
ance market and attracted com-
panies of the highest caliber, he
told the meeting. “Quality of ser-
vice, security, confidence and in-
tegrity are characteristies of our
market that must be protected
‘and maintained,” he said. | BI |

reforms

And, to make matters worse, the
government intends to pass legis-
lation that would force the na-
tion’s sickness funds and health
insurance companies to pay nurs-
ing and other long-term care
costs.

“Germany is losing its attrac-
tiveness to foreign investors be-
cause of high production costs,”
said Mr. Murmann. “To get out
from under the burden of reunifi-
cation, Germany must remain
competitive in world markets. The
additional burden from pensions
and long-term nursing insurance
would eat up an even greater
share of payroll and keep produc-
tion costs high.” ¢

Mr. Murmann estimates that

Continued on page 16
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Chatset report

Continued from page 13
capacity (about twice their
present deposits) available to pay
Lloyd’s over the next two years,”
Mr. Rew said.

And, as Mr. Rew advises names:
“The first thing you do when you
are in a hole is stop digging.”

The issue of whether Lioncover
should be included within NewCo.
is a double-edged sword, the edi-
tors say. If it is ring-fenced, the
current names will not be able to
pay the cost, but if it is not, new
capital will shy away from the
market, they claim.

Lioncover has already placed a
significant strain on the Central
Fund, a report from Lloyd’s
shows.

“Since Lioncover was estab-
lished, it has been necessary to
substantially increase its reserves
for asbestos and environmental li-
abilities, as well as product liabil-
ity and other non-marine casualty
exposures. Up to 31 July 1992, a
total of 150 million pounds
($232.5 million) had been paid
from the Central Fund to cover
the deterioration of the initial dis-
counted Lioncover reserves, and
an additional 51 million pounds
($79.1 million) is due to be paid in
November 1993,” according to
Lloyd’s guidelines to corporate
capital, which also were released
last week (see story, page 1).

But Chatset contends the losses
will continue to grow because Li-
oncover is ‘‘grossly underre-
served’.

According to Lioncover's latest
annual accounts, as of Dec. 1,
1992, it faced gross outstanding
liabilities of 944.6 million pounds
($1.43 billion at year-end 1992 ex-
change rate), which includes an
unspecified amount of incurred-
but-not-reported claims. Reinsur-
ance recoveries were set at 344
million pounds ($521.2 million),
leaving net outstanding liabilities
of 600 million pounds ($909 mil-
lion).

Lioncover’s 1991 accounts
showed gross outstanding liabili-
ties of 569 million pounds ($1.06
billion at year-end 1991 exchange
rate), including IBNR losses of
253.2 million pounds ($473.5 mil-
lion), and reinsurance recoveries
of 290 million pounds ($542.3 mil-
lion), for a net liability of 279.6
million pounds ($522.9 million).

Chatset estimates that if the size
of the undisclosed IBNR claims
for 1992 is in line with the previ-
ous three years, Lioncover proba-
bly set aside about 250 million
pounds ($378.8 million) for the
unreported claims in 1992.

But Chatset contends the figure
is too low.

Thus, if Lioncover were left out-
side the ring fence created by
NewCo., the entire market—both
corporate and individual
names—would face a ‘“‘constant
drain from the Central Fund lev-
ies.”

Despite all the pessimism in its
annual review, Chatset’s predic-
tions for the fortunes of Lloyd’s
syndicates in 1991 and 1992 were
relatively positive.

The editors predict the 1991 un-
derwriting year, which closes at
the end of 1993 under Lloyd’s
three-year accounting system,
will be a “loss in excess of 1 bil-
lion pounds ($1.55 billion) when
all losses are accounted for.”

Lloyd’s itself predicted a 1 bil-
lion loss for 1991, while the Assn.
of Lloyd's members has estimated
1.5 billion pounds ($2.33 billion).

Chatset believes 1992 will pro-
duce a loss of only about 250 mil-
lion pounds ($387.5 million). KN

Germany

Continued from page 13

adding long-term care to the cov-
erage already offered by the Ger-
man health care system would in-
crease employers’ share of total
social security contributions to

~ 40% of payroll.

While employers have indicated
some support for long-term care
coverage, Mr. Murmann claims
that forcing the nation's sickness
funds—to which employers pay
premiums—to finance the cost of
the coverage is the wrong step.

“The system is programmed for
a cost explosion,” he said. “Just
how we can be expected to secure
Germany as a location for invest-
ment is beyond me.”

Instead, employers and industry
in Germany support long-term
care coverage that is financed

through premiums paid by work-
ers to insurance companies, not
the sickness funds.

“This alternative is fair, eco-
nomically sound, and will not bur-
den companies,’"he said.

The plan proposed by employers
would set premiums at between
26 and 35 deutsche marks ($16.15
to $21.75) a month.

Individuals over 35 and under
70 would pay the maximum pre-
mium. The older an individual is
when he or she begins to pay pre-
miums, the less coverage he or she
would receive.

Those who cannot afford to pay
long-term care premiums would
be insured through a fund fi-
nanced by a proposed 15% reduc-
tion in pay to employees for na-
tional holidays. That would raise
an estimated 9 billion deutsche
marks ($5.59 billion) annually.

The German healith
care system is
programmed for a
cost explosion,’ says
Mr. Murmann.

Under pressure from unions, the
legal system and employers, the
government gave up an earlier
plan to help reduce employers’
long-term care financing burden
by freeing them from the obliga-
tion to give employees sick pay
for the first day an employee is
ill.

Alternatives to the current Ger-
man health care system are
needed, agreed M.M. Arnold, a
health systems research expert

from the University of Tuebingen.

Mr. Arnold claims that current
government reforms will not hold
down costs beyond 1996.

“It’s not enough to keep contri-
butions down,” he said. “Demo-
graphic developments and contin-
ued spending contradict contribu- -
tion stability.”

Mr. Arnold claims an ever-de-
creasing German work force,
combined with an increase in re-
tirees, will cause the German
health care system to collapse.

“We have to leave the idea that
medical care can be financed
through a solidarity system. It's
hard. Just how hard it will be de-
pends on if we can put more com-
petition into our health care sys-
tem,” he said.

Negotiations on the issue of
long-term nursing care were ex-
pected to continue today. Bl |
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Skandia’s future

Continued from page 13

and other Nordic insurers, can all
remain provincial before an out-
sider will want a slice of the Scan-
dinavian market.

“It is easy to pinch business
(from a competitor), but it is not
easy to build up companies from
scratch,” said Mr. Wolrath. “If
you look at the U.K. and Euro-
pean companies, there are none
which have been able to grow in
any significant way.”

Mr. Wolrath insists that Skan-
dia will continue growing in its
home market—the Nordic coun-
tries. Its share of the Swedish
market has risen to 21% from
19.7%. In Norway, the insurer’s
share has risen to 17.1% from
16.6%. “We are gaining market
share, and someone else is losing,"”

he said.

In contrast, he notes, Swedish
insurers Trygg Hansa SPP and
Wasa Insurance Co. have lost 4%
and 8%, respectively, of their
Swedish market shares.

Mr. Wolrath rebuts some stock
market analysts' prediction that
the Nordic insurers. now concen-
trating or their home turf, will
start fighting for meéarket share
and cut rates.

“If you want to pinch business,
you have to get :n wita either re-
bates or lew prices, but you won’t
make any money,” he said. “There
are a lot of Nordic insurers with a
lot of proolems because they are
losing market share and have to
fire people. You can’t get an eager
salesman to go out and look for
business if he is worried about
losing his job.”

But he rejects the notion that

Skandia will now become a bor-
ing zompany isolated in the
northern tip of Europe. It has a
major operation in the United
Kingdom under Skandia UK
Holdings Ltd. Skandia also is
planning a big move into Italy,
believing that, after deregulation,
the company’s century-long ex-
pertise in rating, claims handling
and customer servica will stand it
in good stead.

On the corporate side, some of

the earnings growth will go to-
ward reducing corporate debt,
now standing at 13 billion Swed-
ish kronor ($1.64 billion). About
half of this consists of leans to fi-
nance companies. Mr. Wolrath
says that the aim is to reduce the
debt to 7 billion or 8 billion Swed-
ish kronor ($884.8 million to $1.01
billion), depending on how the di-
rection of currency markets.
Rumors to the contrary not-
withstanding, he insists that
Skandia is not closing shop in the
United States. Instead, he says, it
is just becoming more selective.
“We have decided that we prefer
to be much closer to evaluating
risks, and so we will cencentrate
on facultative business. You can
say that we are moving out of the
property sector, staying in the ca-
sualty sector, moving out of the
treaty business—not totally but to

Bet you didn't know we manage close to
a billion dollars in claims.

Bl lion

a large extent—and concentrating
upon facultative business.”

The U.S. operations will be
managed by Don Alexander, for-
merly head of Skandia’s Canadian
operations. Skandia has sold off
most of the Canadian operation
and is no longer writing new busi-
ness in that country.

“The U.S. market is behaving
much better than the European
market; we earn money there,”
said Mr. Wolrath.

But he has little faith in the fu-
ture of the reinsurance market as
a whole. “Look at Bermuda. I ex-
pect that this year $4 billion to $5
billion will go into Bermuda, all of
it with the same aim: to write spe-
cialty catastrophe business. Very
soon (the new players) will realize
that they don’t have the expertise
to write catastrophe business, and
they will move to normal busi-
ness,” which will increase capac-
ity and lower prices.

The European reinsurers are be-
having in a similar fashion, he
said. Any capacity problems stem-
ming from Lloyd's of London’s
problems will be made up for by
other sources, he said. ‘“The
French are expansionist opera-
tors, and the German companies
all want to be No. 3 in the world
after Munich Re and Swiss Re. Nc
one should have any doubts abouf
that. It all means that premiums
will be kept at a reasonably low
level, and I believe that there wil
be hard times for reinsurers.”

The most dramatic change over
the long term for Skandia will be
an expansion of its internationa
life insurance and financial ser-
vices division. That expansior
will transform Skandia from
predominantly non-life insure:
and reinsurer to predominantly &
life company.

The international life opera-
tions started in London wher
Skandia Life Assurance Co. Ltd
was created. "Then we set up ir
the U.S., but we had a lot of prob-
lems. But now Skandia Americz
Life is growing like a mushroom.”

Other life operations are ir
Switzerland, where Skandia per-
suaded the insurance authorities
to change the law to permit unit-
linked life insurance and invest-
ment funds, the international life
division’s principal products.

Mr. Wolrath boasts that the
U.S. life operation will start mak-
ing a profit this year, four year:
after the unit was established. The
normal payback period for new
life operations in the Unitec
States is eight years, according tc
Mr. Wolrath.

Skandia is also targeting the
Latin American markets as life in-
surance and pension regulation:
are liberalized. The Colombiar
operations are being transformec
to mainly life business, and Mex-
ico could become a specific targe
should the North American Free
Trade Agreement be ratified.

Mr. Wolrath acknowledges thaf
Skandia learned a hard lesson ir
its non-life operations in Latir
America “in the 1970s when the
locals were keeping 1% and we
were reinsuring the rest.”

The timing of Skandia’s shiff
into more international life busi-
ness has been influenced strongly
by Sweden’s currency regulations
Currency controls were slappec
on as a national security measure
in 1939 at the outbreak of Worlc
War II and remained in place unti
the mid-1980s. Swedish compa-
nies needed central bank authori-
zation to set up subsidiaries out-
side the country.

The only way to use capital out-
side the country was to set ug

Continued on next page
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Wolrath

Continued from previous page
branch offices to take inward rein-
surance. That approach made
Skandia one of the top five largest
reinsurers worldwide in the 1970s.
Different criteria applied in the
United States, because Skandia
America was an autonomous oper-
ation dating from an original joint

Skandia America

Continued from page 13

The company hopes to write
$250 million in gross volume in
1993, he said. First-half volume
was about $100 million. Skandia is
now writing largely on a net-line
basis, he said.

By comparison, Skandia Amer-
ica wrote net premiums of $371.7
million in 1992 and $404.4 million
in 1991.

After the TPO was dropped at
the last minute some of Skandia
America’s leading ceding clients
began ‘“to wonder what was going
on,” concedes Mr. Grabo. And
some companies hesitated to do
business with Skandia America
late last year and early this year.

Now, though, some of those cli-
ents are “back on board,” he said,
adding that Skandia America has
“renewed its targeted accounts.”

‘We are far more
secure than we were,’

says Skandia
America Re’s Anders
Grabo.

Property reinsurance now makes
up only about 10% of Skandia
America’s book of business, a fact
that Mr. Grabo says could be a big
advantage. Ceding companies, he
points out, no longer need to worry
about exposure to catastrophes
like Hurricane Andrew, on which
Skandia America lost about $120
million.

“If anything, we offer improved
security. Cats are not an issue for
us anymore,” Mr. Grabo noted.
“We are far more secure than we
were.”

Skandia America has no plans to
transfer any of its surplus, which
stood at $293.4 million at year
end, back to its Swedish parent,
Mr. Grabo said. “We will not with-
draw surplus. We need to have a
substantial surplus base in this
country,” he explained, pointing
to the upcoming implementation
of risk-based capital standards by
U.S. insurance regulators.

The company is getting some
competition on casualty business
from some unexpected sources: As
other reinsurers reduce their prop-
erty catastrophe exposures, they
are turning to casualty reinsur-
ance, creating more pressure on
rates.

“We see a lot of old timers and
newcomers jumping on the casu-
alty train,” Mr. Grabo remarked.

While he noted that casualty fac-
ultative reinsurance pricing has re-
mained “pretty stable, primary
pricing is not going in the right di-
rection—the market is weakening.”

Skandia America has lost some
business to competitors and has
had to cancel other business be-
cause “we have to stick to our
guns and maintain underwriting
standards,” Mr, Grabo said.

Losing business is particularly
tough because Skandia America
wants to make it clear that its
downsizing campaign is over.

“We don’t want to lose more

venture established in the U.S. be-
tween Skandia and the U.K.’s Pru-
dential Corp. at the beginning of
this century.

Although Skandia’'s problems
caused by the failed takeover at-
tempt by Norway’s UNI Store-
brand and Denmark’s Hafnia
Holding are over after both compa-
nies disposed of their Skandia
stakes, questions remain about its

business. We have no wish to fur-
ther reduce underwriting,” Mr.
Grabo said, adding that the rein-
surer is hoping to attract new cli-
ents during year-end renewals.
The company is planning no in-
crease in volume in 1994, however.
“It doesn’t make sense to grow in
the current market environment,”

he said. | Bl |

shareholder voting rights structure
(BI, June 14).

Under Skandia’s voting system,
each shareholder has the same vot-
ing power regardless of the amount
of stock he holds. Calls for Skandia
to modernize its voting system
have come from many stock ana-
lysts and, during the takeover at-
tempt, from disgruntled investors
of UNI Storebrand and Hafnia.

“We are not in any extreme
hurry to change this because it has
worked well in the turbulent
years,” Mr. Wolrath said. “The
small shareholders have realized
that after all this fighting, they
have something to say and they are
the decision-makers—whether the
voting rights are changed or not.
One of the interesting side effects
of the Skandia voting rights is that
the small shareholders have

power.” | Bl |

Lead paint ruling

Continued from page 3
from her body.

Chelation therapy is a proce-
dure in which a person with lead
poisoning is given chemicals that
bind with the lead, enabling the
body to excrete the toxie sub-
stance more rapidly.

Ms. Santiago had been diag-
nosed with a hyperactivity-atten-
tion disorder and motor skill diffi-
culties that medical experts at-
tribute to lead poisoning.

Rejecting her claim last year,
the trial court held that Massa-
chusetts law does not permit
plaintiffs to sue for market-
share liability in lead paint
cases.

Ms. Santiago appealed and
sought certification of the mar-
ket-share liability issue from the
state Supreme Court.

Finding her claims too indefi-

nite, the 1st Circuit rejected them.

“Simply put, allowing plain-
tiff’s market-share claim to pro-
ceed despite plaintiff’s inability to
pinpoint with any degree of preci-
sion the time the injury-causing
paint was applied to the house on
Leston Street would significantly
undermine both of the articulated
reasons for the identification re-
quirement,” the appellate court
said.

Furthermore, “several of the de-
fendants were not in the white
lead pigment market at all for sig-
nificant portions of the period be-
tween 1917 and 1970, and there-
fore may well not have been mar-
ket suppliers at the time the inju-
ry-causing paint was applied to
the walls of plaintiff's home,” the
court added.

L

Santiago vs. Sherwin-Williams
Co., U.S. Court of Appeals for the
First Circuit, No, 92-2263.
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Corporate capital

Continued from page 1

Mr. Rowland. “I believe that we
have struck the right balance and
that the terms and requirements
set out in this document are fair
and reasonable in relation to indi-
vidual and corporate members
alike.”

The 106-page guide outlines for
the first time the conditions under
which corporate members will be
able to join the insurance market.
1t also explains the structure and
operation of the market and pro-
vides some financial and statisti-
cal background for corporate
members and licensed Lloyd’s ad-
visers.

The requirements set by Lloyd’s
for corporate members include:

e Each corporate member must
have a net worth of at least 1.5
million pounds ($2.3 million).

s Corporate members with net

worth of less than 5 wmillion
pounds ($7.7 million) must dsposit
funds at L_oyd’s equal to 1.5 mil-
lion pounds made up of high y lig-
uid assets. The remainder of their
assets can consist of a broad range
of investments, including letters
of credit.

e Corporate members w.th net
worth greater than 5 million
pounds also would be required to
have 1.5 million pounds on de-
posit, though these funds may be
composed entirely of letiers of
credit or a wider range of invest-
ments.

e All corporate membezs will
require a sponsor and a lcensed
“Lloyd’s adviser,” which w1l act
in a capacity similar to chat of
current members agents.

e The 1394-1996 annu:zl sub-
scription fee for corpcrate mem-
bers will be not more than 0.5% of
premium income limits. In addi-
tion, contributions to the _loyd’s

Central Fund will be set at 1.5%
of premium income limits.

e Starting next year, all mem-
bers, individual and corporate,
will be advised of the maximum
charges, contributions and leviss
for the year prior to Jan. 1.

¢ Corporate members must
spread their capacity at Lloyd's
across a minimum of five syndi-
cates, allocating not more than
20% of their premium income to
any one syndicate.

“The new capital providers w:11
bring new disciplines to the mar-
ket, which will be of benefit to our
existing individual members.”’
said Mr, Rowland. “The influx of
this new capital will enhance
Lloyd’s capacity, enabling all our
members to benefit from the much
improved conditions in the inter-
national insurance industry.”

Corporate advisers to Lloyc'’s
welcomed the publication of the
guide, saying that it should prove

altractive to potential investors.
Lloyd’s has 2een advised on the
admission of corporate czpital by
U.S. investment bank J.P. Morgan
& Co. Inc., UK. investment bank
S G. Warburg & Co. Ltd and by
T.K. law firm Freshfields.

The Assn. cf Lloyd’s Members,
which represants more than 9,000
names, also welcomed the rules.
But the group added that the loy-
alty and confidence of existing
members shculd be rewzrded by
p-eserving existing syndicate ca-
pacity for indivicual members
and by limiting corporaze mem-
bers’ voting rights over the next
several years.

“We fully support the introduc-
tion of incorporated membership
o Lloyd’s,” said ALM Chairman
Neil Shaw. “This will provide the
means to secure Lloyd’s long-term
capital base and offer existing
rembers the most realistic way
Zorward by both widening their
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underwriting options and under-
pinning the society’s net re-
sources.”

No decision has been reached as
yet on corporate names’ voting
rights. Mr. Rowland said he ex-
pects a report from a working
party on voting rights, led by
Mark Sheldon, senior partner of
the British law firm Linklaters &
Paines, before the end of this year.

“I believe that it is important
that all sections of the member-
ship should have fair and equita-
ble representation and voting
rights,” said Mr. Rowland. “The
existing system of one vote per
member does not reflect members’
underwriting commitments.”

Lloyd’s Chief Executive Peter
Middleton pointed out last week
that individual names will con-
tinue to provide the bulk of capi-
tal at Lloyd’'s for the foreseeable
future. He said corporate capital
will “provide the stabilizers to the
motorbike,” a reference to a fall
he suffered the previous weekend
on his own motorcycle.

Rumors spread by opponents of
the plan to introduce corporate
capital that Lloyd’s was trying to
“edge out” existing members are
absolutely unfounded, Mr. Mid-
dleton said. “That should be abso-
lutely clear to anyone of average
intelligence who reads this docu-
ment.

“There will be absolutely no let-
ting up on the things we have to
do to make this society profit-
able,” he said. “It will be neces-
sary to implement many further
changes: costs must be driven
down, professional standards
must be reinforced, the regulatory
regime must be seen to operate ef-
fectively and we must find fair so-
lutions to our past problems.”

To advise corporate members,
Lloyd’s is creating what Lloyd’s
Deputy Chairman Robert Hiscox
called a ‘‘new animal,’’ the
Lloyd'’s adviser.

Until now, members have had to
rely exclusively on the advice of
officially accredited members’
agents to suggest which syndi-
cates they should join.

All the existing members’
agents will automatically qualify
as Lloyd’s advisers. But if corpo-
rate members wish to entrust their
Lloyd’s affairs elsewhere, they
can appoint a new Lloyd’s ad-
viser, as long as the adviser finds
is approved by the Council of
Lloyd's.

Lloyd’s advisers cannot act in
any way as legal agents of corpo-
rate members, as members agents
currently are allowed to do.

Mr. Hiscox denied that the cre-
ation of the new category of
Lloyd’s adviser reflected skepti-
cism among corporate investors
over the quality of service pro-
vided by existing members agents,
many of which are being sued for
negligence by current members
reeling from huge underwriting
losses.

Lloyd's officials are anxious to
attract corporate investors to pre-
vent further deterioration in the
market’s capital base, caused by
losses of more than 6 billion
pounds ($9.28 billion) over the
three most recent underwriting
years to be closed (BI, Aug. 30).
Capacity from individual names is
expected to drop to as low as 7.5
billion pounds ($11.6 billion) in
1994 from 8.88 billion ($13.45 bil-
lion) this year.

Lloyd's is not in a position to
demand that corporate members
pay for past losses or compensate
existing members, said Mr. Row-
land. However, “all members un-
derwriting for the 1994 ac-
count—both individual and cor-
porate—will benefit from the 1985

Continued on next page



& F DUSECos AWl Uil DTULCIILCE 4U, 1o9JdJ

Corporate capital

Continued from previous page

and prior ‘ring fence' proposals
and from the cap on annual sub-
scriptions and Central Fund contri-
butions,” he said.

Mr. Rowland said rising insur-
ance rates in most parts of the
world mean that capacity at
Lloyd’s will need to reach about 10
billion pounds ($1.55 billion) sim-
ply to maintain current underwrit-
ing levels.

Mr. Hiscox warned potential cor-
porate members that the guidelines
published last week do not consti-
tute a prospectus. “But I would like

to think that we have used pro-
spectus standards, the standards of
a P.L.C. document,” he said, refer-
ring to British corporate docu-
ments. “We want absolute daylight
on the workings of Lloyd's.”

Existing members at Lloyd’s will
be able to vote in person or by
proxy on the proposed admission
of ccrporate capital at an extraor-
dinary general meeting, scheduled
for Oct. 20.

Members at a July 5 extraordi-
nary general meeting voted over-
whelmingly in favor of the Lloyd's
business plan, which contained the
proposal to allow corporate capital
(BI, July 12; May 3). Bl |

PBGC outlook

Continued from page 3
sound programs and subsidies,"”
he said.

Messrs. Lockhart and Slate of-
fered their assessments during
separate sessions of the 12th An-
nual Employee Benefits Sympo-
sium sponsored the International
Society of Certified Employee
Benefit Specialists last week in
Washington.

Mr. Slate also told a luncheon
crowd that the Clinton acminis-
tration “will soon be sending a
legislative package to Capitol
Hill, a package that will be mean-

ingful and comprehensive” in its
reforms of the PBGC. He quickly
added, however, that “we are not
at a point where I am able to share
specific recommendations with
you.”

Mr. Slate did tell his luncheon
audience that the PBGC “will
soon publish our final regulation
on the valuation of plan benefits,”
perhaps before the end of this
month.

“One effect of the regulation
will be to adjust the PBGC inter-
est-rate assumptions to more
closely reflect current practice in
the private sector,” he said.

The PBGC chief also said that
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“in the next couple of weeks, the
General Accounting Office will
report that it was able to complete
a full audit and validate the fi-
nancial condition of the PBGC's
single-employer insurance pro-
gram. This is, of course, only a
step in® the right direction, and
much more needs to be done.”

The PBGC needs more tools
than only the threat of ordering
an involuntary plan termination
to “avert situations that can harm
pensions,” Mr. Slate said.

He called the threat of termina-
tion “often too blunt an instru-
ment' and said the administration
task force that has been drafting
the PBGC reform proposals has
explored the possibility of unde-
fined intermediate approaches,
besides forced plan terminations,
to promote benefit protection.

The PBGC's deficit current to-
tals about $2.5 billion, even
though the agency’s insurance
program covering multiemployer
pension plans operates at a sur-
plus.

In fact, the agency’s deficit for
its insurance program for single-
employer plans stands at more
than $2.7 billion.

Mr. Lockhart warned that,
when deciding how to shore up
the PBGC's financial condition,
Congress and the administration
should not attempt to increase the
premiums charged to employers
with well-funded plans. “Premi-
ums for underfunded plans should
be raised, but only after the re-
forms are implemented so that the
PBGC knows what it is insuring.”

Among the reforms advocated
by Mr. Lockhart are rethinking
rules that have discouraged the
operation of defined benefit plans
and simplifying pension plans.

He said the federal budget’s
cash-flow aceounting for the
PBGC has “fooled” opponents of
PBGC reform because it “ac-
counts for all the premiums and
interest on past years’ premiums
as income, but only about half the
cash expenses and none of the ac-
crued expenses related to termi-
nated plans are included. As a re-
sult, the PBGC appears to be con-
tributing $800 million rather than
losing $5.8 billion,” he said.

“Cash-flow budgeting is the
same budgeting that helped ob-
scure the S&L problem for so
many years,” according to Mr.
Lockhart.

Minimum funding requirements
should be increased for plans that
present the greatest risk to the
PBGC, and the PBGC should not
guarantee new benefits or benefit
increases created by changes to
plans that are underfunded for
vested benefits until they become
fully funded, he said.

Steps also should be taken to
improve the PBGC's ability to re-
cover funds from bankrupt spon-
sors of terminated plans, he said.

Mr. Lockhart also said he would
change the makeup of the PBGC's
board. Rather than having three
full Cabinet secretaries serve on
the board, he said, perhaps deputy
secretaries should serve because
they would be more likely to meet
regularly and “provide more nor-
mal governance structure.”

Mr. Lockhart also recom-
mended that the executive direc-
tor's position be upgraded and
clarified.

Ultimately, the role of the
PBGC must be rethought, said Mr.
Lockhart.

“Private-sector companies are
now insuring unfunded executive
pension plans. Most of PBGC's
flat-benefit single-employer plans
are insurable. Serious consider-
ation should be given to beginning
to take steps to privatize this pro-
gram,” he said. En
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Insider Trading

American International Group
Inc.: Leslie D. Gonda, director, in-
directly disposed of by gift 50,000
shares of common stock at $23.13
per share on June 7, and now di-
rectly and indirectly holds
1,430,266 common shares.

American International Group’s
stock was trading at $98.88 per
share on Sept, 10.

Chubb Corp.: Joseph A. Morein,
vp, exercised an option for 300
shares of common stock at $30.22
per share on July 27, and now di-
rectly and indireetly holds 2,068
common shares.

Chubb stock was trading at
$89.88 per share on Sept. 10

General Re Corp.: Ronald E.
Ferguson, chairman, exercised an
option for 3,460 shares, and dis-
posed of 164 shares, of common
stock at $116.19 per share from
June 22 to June 30.

Mr. Ferguson also indirectly ac-
quired by gift 174 shares of com-
mon stock at an unreported price
per share on June 23.

Mr. Ferguson now directly and
indirectly holds 49,067 common
shares.

General Re stock was trading at
$131.13 per share on Sept. 10.

Hilb, Rogal & Hamilton Co.:
John C. Adams, officer and direc-
tor, purchased 4,000 shares of

+ common stock at $12.75 per share

on July 26, and now directly and
indirectly holds 85,000 common
shares.

Walter L. Smith, vp, exercised
an option for 1,375 shares of com-
mon stock at $8.18 per share on
June 14. Mr. Smith now directly
holds 2,580 common shares.

Hilb, Rogal & Hamilton stock
was trading at $14.38 per share on
Sept. 10 ;

Marsh & McLennan Cos. Inc.:
Robert Clements, president, exer-
cised an option for 20,000 shares
of common stock at between an

unreported price and $49.38 per
share from July 26 to July 28.

To cover expenses of the trans-
action, Mr. Clements turned in
13,967 shares for $85.69 per share
from July 29 to July 28 and sold

6,000 shares in the open market at.

between $86.25 and $87.06 per
share from July 26 to July 28.

Mr. Clements also indirectly ex-
ercised an option for 11,524
shares of common stock at $49.38
each on July 26.

To cover expenses of the trans-
action, Mr. Clements turned in
11,524 shares for $85.69 per share
on July 26, and now directly and
indirectly holds 62,817 common
shares.

Lawrence J. Lasser, director,
sold 1,064 shares of common stock
at $88.25 per share on July 2, and
now directly and indirectly holds
38,200 common shares.

Adele S. Simmons, director,
sold 7,500 shares of common stock

at $86.07 per share on July 13, and
now directly and indirectly holds
126,084 common shares.

Marsh & McLennan stock was
trading at $91.38 per share on
Sept, 10.

Ohio Casualty Corp.: Charles D.
Mencer, retired, exercised an op-

" tion for 2,400 shares of common

stock at between $27.25 and
$56.25 per share on June 14.

To cover expenses of the trans-
action, Mr. Mencer turned in
1,200 shares for $63.25 per share
on June 14. Mr. Mencer now di-
rectly holds 2,400 common shares.

Ohio Casualty stock was trading
at $69 per share on Sept. 10.

Phoenix Re Corp.: Phoenix
Home Mutual Insurance Co., ben-
eficial owner, sold 226,000 shares
of common stock at between

© $30.25 and $31 per share from

July 13 to July 16, and now di-

rectly holds 1,015,400 shares of
common stock.

Phoenix Re stock was trading at
$35.50 per share on Sept. 10.

RLI Corp.: Gerald D. Stephens,
president, disposed of by gift 100
shares of common stock at an un-
reported price per share on June
14.

Mr. Stephens now directly and
indirectly holds 384,541 common
shares.

RLI stock was trading at $24.63
per share on Sept. 10.

L]

Insider Trading is compiled by
Invest/Net Trading Group Inc. of
Fort Lauderdale, Fla., from re-
ports filed with the Securities and
Exchange Commission. Insider
Trading tracks stock sales and
purchases by insurance industry
directors and officers. The column
is distributed by Tribune Media
Services Inc.
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Caymans action

Continued from page 2
of Cayman-domiciled Olympus
Fire & Casualty Co. Ltd.

Olympus—formerly known as
ReCo Ltd. and formerly headed by
Mr. Damoulis—is now in provi-
sional liquidation in Cayman and
was separately ordered into re-
ceivership in Florida.

Florida regulators raided Del-
ta’s offices following the July re-
ceivership order and have taken
custody of the company’s records.

The California Insurance De-
partment separately banned ReCo
in February for filing phony au-
dited financial statements, among
other reasons.

In interviews, Mr. Damoulis
said he is fighting the Florida de-
partment’s move to seize Delta
Management and his other com-
panies, and blamed ReCo’s prob-
lems partly on the company’s for-
mer California surplus lines
agent, whom ReCo has sued.

He also charged that the revoca-
tion of AIC’s license in the Cay-
man Islands was politically moti-
vated, though he offered no fur-
ther explanation.

Mr. Damoulis defended AIC,
which he said would have pro-
vided badly needed coverage to
members of AIC’s 15 business and
professional association share-
holders.

“We really don’t know why the
company was suspended and very
quietly revoked,” he said.

“To close something down be-
cause you don’t understand it and
without documentation—that’s
wrong.”

AIC was licensed in the Cay-
mans in 1990 as Emerald Insur-

ance Co. Ltd., changed its name to

Zeus Indemnity Insurance Co.
Ltd. in 1992, and adopted its cur-
rent name in March 1993.

The insurer is owned by 15
non-profit business groups and
acts as a captive insurer for their
members, according to promo-
tional material.

Delta Management manages the
associations and operates AIC,
which also used B.R.I. Manage-
ment Services (Cayman) Ltd. as
its Cayman Islands manager until
the license revocation.

AIC reported total assets of $6.7
million in an unaudited opening
balance sheet dated April 1. This
total included $3.3 million in
bonds issued by the associations
and backed by their ability to as-
sess members, Mr. Damoulis said.

The groups cover a variety of
business interests, including vehi-
cle fleet, truck, tow truck, taxi,
limousine and garage operators;
restaurant and tavern owners;
building contractors; sports-
events operators; alarm and secu-
rity specialists; stable and dude
ranch operators; and attorneys.

Only three of the associa-
tions—American Vehicle Ass. Inc.,
National Vehicle Assn. Inc. and
Assn. of Business Enterprises
Inc.—are currently active, accord-
ing to Mr. Damoulis.

While Mr. Damoulis said each of
the groups has its own board of
directors, he added that he was an
original director of several of the
groups and that he and a business
partner, N. Fraser Schuh III, or-
ganized the groups’ acquisition of
AIC earlier this year. :

Mr. Schuh, a lawyer who is
listed in Florida incorporation
records as the registered agent for
most of the groups, also serves as
general counsel for the associa-
tions and U.S. counsel for AIC,
according to Mr. Damoulis.

Mr. Damoulis also serves as
president of Oklahoma-domiciled
National Vehicle, one of the most
active of the AIC shareholders.

National Vehicle and the two
other active associations have re-
cently tried to form marketing re-
lationships with insurance pro-
ducers in California, triggering an
Insurance Department investiga-
tion there into whether AIC hasil-
legally solicited business in the
state, confirmed Dennis Ward,
chief of the California depart-
ment’s enforcement division.

Documents obtained by Busi-
ness Insurance show that Mr.
Damoulis continued efforts to
drum up business for AIC even af-
ter Cayman Islands regulators had
suspended the insurer’s license
June 8, barring it from writing

‘new or renewal contracts.

Acting as president of National
Vehicle, Mr. Damoulis wrote to
Los Angeles-based surplus lines
broker John Lepire on July 23 de-
scribing the AIC program and en-
closing marketing material.

Mr. Lepire denies producing

‘We really don’t know why the company was
suspended and very quietly revoked. To close

something down because you don’t understand it
and without documentation—that’s wrong,’ says
Anthony J. Damoulis of AIC.

any business for National Vehicle
or AIC. However, Coast Market-
ing Services, a company operating
from Mr. Lepire’s Wilshire Boule-
vard office suite, solicited produc-
ers on National Vehicle's behalf,
offering “an alternative to high-
cost auto insurance,” documents
show.

Automobile & Commercial
Managing General Agents, an-
other Los Angeles-based com-
pany, has since taken over mar-
keting the program, and last
month sponsored a seminar for re-

tail marketers at the Los Angeles
Airport Marriott Hotel.

Mr. Damoulis confirms he at-
tended the seminar. However, he
maintains that he did not learn of
the Caymans’ June 8 suspension
order or Aug. 24 revocation of
AIC’s license until Aug. 27, the
day after the seminar.

“No one knew the company’s li-
cense was suspended,’” Mr.
Damoulis said.

Royal Montross, marketing
manager for Automobile & Com-
mercial, also said he was unaware

of the Cayman regulatory actions.

“I had heard that there were
some legal glitches, but whoa,”
Mr. Montross said.

Mr. Scott, the Cayman regula-
tor, said AIC's registered office in
Cayman was notified of the li-
cense suspension in June.

Mr. Damoulis also argues that
he was engaged in a legal effort to
recruit association members who
have the option of obtaining in-
surance certificates from an asso-
ciation master policy. He pointed
to a favorable opinion on the
plan’s legality from Aguilar & Se-
bastinelli, a San Francisco law
firm that has represented many
offshore insurers in regulatory
matters, including ReCo.

Complaining that Cayman regu-
lators have not explained why
they revoked AIC's license, Mr.
Damoulis also charged that regu-
lators shut the company down be

Continued on next page
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Continued from previous page
cause they didn’t understand how
it works.

“Because (Mr. Scott) didn’t un-
derstand it, he didn’t like it,”” Mr.
Damoulis said.

Acknowledging that he can no
longer operate AIC, Mr. Damoulis
added that National Vehicle and
the other associations may now
self-insure the coverages they of-
fer members.

Meanwhile, though, Mr.
Damoulis is facing other problems
stemming from his operation of
ReCo, now known as Olympus
Fire & Casualty.

ReCo reported assets of $5.9
million, policyholders surplus of
$5.6 million and earned premiums
of $277,886 in an unaudited fi-
nancial statement dated June 30,
1991.

The California department
barred ReCo in February, finding
that the insurer:

¢ Submitted phony audited bal-
ance sheets for the years 1988
through 1990.

The financial statements were
purportedly audited by Ernst &
Young in Cayman, but the firm
actually performed no audit work
for ReCo after reviewing the in-
surer’s opening balance sheet in
August 1988, according to partner
Allan Gee.

e Had its Cayman license sus-
pended from November 1991 until
February 1992, when it was rein-
stated.

Separately, Mr. Damoulis
claimed he did not learn of the
suspension for nearly a month,
though the insurer’s former Cay-
man manager said he notified Mr.
Damoulis within days, according
to court papers in a suit ReCo
filed against its California surplus
lines broker, Laraine A. Clark.

e Failed to show that it owned
$2.2 million in bonds it claimed on

its balance sheet and that it actu-
ally held $3.25 million reportedly
on deposit in two bank accounts.

e Had no reinsurance, despite
issuing policies with limits as high
as $100 million.

ReCo changed its name to
Olympus in January 1993, and
was ordered into provisional lig-
uidation in the Cayman Islands in
July, according to Mr. Scott.

Mr. Damoulis, ReCo’s former
president, said the company has
been inactive since November
1991.

Its name was changed because
the insurer planned to resume op-
erating after running off the for-
mer ReCo business, Mr. Damoulis
explained, adding that Delta
Management served as the U.S.
administrator for ReCo/Olympus
until April 15.

After Olympus collapsed in
Cayman, though, the Florida In-
surance Department obtained its

own receivership order against
the insurer.

Florida regulators then raided
Delta Management’s offices and
seized the company’s records.

In July, a Florida judge ordered
Delta Management and several
other companies to show cause
why they should not be consid-
ered alter egos of Olympus and
why the Florida Insurance De-
partment should not seize their
assets as part of the Olympus re-
ceivership.

Companies covered by the Flor-
ida order were: Delta Holdings
Inc., which is Delta Management’s
parent; Delta PFC Inc.; MDG Inc.;
and Delta Management (Cayman)
Ltd.

Mr. Damoulis, who has moved
to new offices in Jupiter since the
raid, said he will fight the show—
cause order.

A hearing is scheduled for Oct.
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AT PROPERTY INSURANCE

Follow the Leader

Call your independent agent or broker who represents Kemper.

systems.

Kemper showed
Stanley how to get
insurance and new
sprinklers for the cost
of insurance alone.

We told The Stanley Works we
could save them a lot on premiums for

their international property exposures
—if they'd upgrade some fire protection

But funding for loss control was an

issue. So we worked
with Stanley Risk
Manager John C.
Calkins to develop a
deductible funding
program. This allows

John C. Calkins, Director

Stanley to capitalize on  Risk & insurance Mgm!

their good loss record. And that makes

funds available—which Stanley is using

to help pay for new sprinkler systems.
At Kemper, we know there’s

always more than one way to solve a
problem. And we look at property
insurance with the same innovative
thinking that makes us a leader in other
commercial coverages.

From big international companies
like Stanley to smaller companies across
the USA, many businesses have profited
from Kemper’s creative and cost-effective
property solutions. Because today
more than ever,‘it pays to be creative.
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QMED orders

Continued from page 2

tential to be troublesome,” said
Martin S. Brown, corporate man-
ager-employee benefits at The
Clorox Co. in Oakland, Calif., who
has already received a QMED.
“We already are spending about
10% of our energy on QDROs,
which are a big headache.”

The new orders may be worse,
some consultants warn. Pension
assets can be determined and di-
vided up, but the QMEDSs address
health benefits in the future, said
Mary Lynn Eubanks, a consultant
with Hewitt Associates in Lin-
colnshire, I11.

While QMEDs are not a big
problem now, they could become
common as judges see children
without medical coverage, espe-
cially ones with costly medical
needs, said Mr. Brown.

Multistate companies will have
trouble keeping benefit proce-
dures consistent if judges in some
states use the orders more often
than others, he added.

Benefit managers dread that
QMEDs will require as much ad-
ministrative work as QDROs.
Dealing with QDROs “is a long,
cumbersome process for us,” said
Dennis Nirtaut, manager-em-
ployee benefits at Continental
Bank Corp. in Chicago. It includes
receiving, acknowledging, review-
ing and marking up the order,
then returning it to the attorney
for revisions, he said. The process
may be repeated over and over.

“Not many attorneys are knowl-
edgeable about QDROs—most of
the QDROs sent to us are junk,”
said Mr. Nirtaut. Frequently those
orders are obviously copied from
a previous order, sometimes with
the names of the previous partici-
pants inadvertently left in.

Benefit managers are relieved
that the QMED order can’t re-
quire a plan to provide any type of
benefit that is not already pro-
vided under the plan. This means
that a plan can still apply its pre-
existing condition limits when
adding participants.

The law leaves many details
about the new orders unclear.

For example, the law, which
amends ERISA and Medicare
rules, calls for Medicare-eligible
children to be enrolled immedi-
ately. But it is unclear if others-
must be enrolled immediately or if
they must wait for open enroll-
ment, said Ms. Eubanks.

And consultants are unsure
whether the QMED is portable,

Ms. Eubanks says that if the
employee switches jobs, the bene-
fit plan’s responsibility has end-
ed—unless the employee and
dependents select COBRA
continuation—and a new court
order must be obtained for the
new employer's benefit plan.

But, Ginny Peabody, applied re-
search consultant at Alexander &
Alexander Consulting Group in
Newburyport, Mass., has a differ-
ent take on the provision. The
QMED ““wouldn’t necessarily
terminate when the employee ter-
minates employment" because,
for example, child support orders
follow an employee from job to
job. “This is a stumbling block.”

And, it isn’t clear how to deal
with providing coverage for chil-
dren who live outside the em-
ployee’s coverage area, ‘“espe-
cially if the employee’s plan is an
HMO, rather than an indemnity
plan,” said Steven Oberndorf, se-
nior attorney at consultant Noble
Lowndes in Roseland, N.J.

Ms. Peabody of Alexander Con-
sulting recommends that employ-
ers meticulously obtain—and
update—names of dependents so
they receive COBRA notices. [l
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* EXPRESS SCRIPTS e« EXPRESS SCRIPTS « EXPRESS SCRIPTS * EXPRESS SCRIPTS e

ExpressNet - Our Perx card is recognized at over 27,000
pharmacies nationwide.

ExpressMail - Our Mail Service Pharmacy ships
maintenance medications to your home or office.
ExpressDirect - For clients who want to integrate
prescription drug benefits with existing major medical
programs.

ExpressComp - Our money saving program for workers'
comp payors.

Express Review - On-Line Drug Utilization Review monitors
for interactions, "too early refill", duplicate therapy, etc.

EXPRESS
ESCRIPTS

14000 Riverport Drive » Maryland Heights, Missouri 63043 « (314) 770-1666 » 1-800-332-5455

Late notice

Continued from page 3
cleanup of that contamination,”
the three-judge panel wrote.

Canadyne, the court said, took
several actions that indicated it
was aware of a potential claim or
occurrence, including giving notice
to some of its insurers and hiring
environmental consultants and a
law firm.

Canadyne knew of pollution at
its headquarters in Fort Valley as
early as 1971, the court found. In
addition, the company:

o Hired environmental consult-
antsin 1982.

e Notified its environmental im-
pairment liability insurer in June
1984,

e Acknowledged contamination
in an August 1984 purchase agree-
ment to sell the plant to Security
Chemical Co. and also put a hold-

harmless clause in the agreement.
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¢ Spent $2.4 million cleaning up
the site in 1986.

The Environmental Protection
Agency placed the Fort Valley site
on its National Priorities List in
1988, but Canadyne did not give
first notice of a claim or occurrence
on this site to Continental and
American Universal until Oct. 6,
1989, the appeals court found.

Arsenic, lead and zinc used in
manufacturing the pesticides DDT,
Chlordane, Lindane and Tox-
aphene contaminated the ground
water, - which was used as city
drinking water.

Environmental authorities also
targeted another site Canadyne
used. The Georgia Department of
Natural Resources first expressed
concern about pollution at the
Peach County landfill in Powers-
ville, Ga., in 1972, and the EPA put
it on its National Priorities List in
September 1983. Canadyne
dumped pesticides there in the "70s.

In October 1983, Canadyne gave
notice to its EIL insurer of a poten-
tial claim, but not to its general lia-
bility insurers. One year later, the
EPA declared Canadyne a poten-
tially responsible party for the site.

Canadyne sought coverage from
its primary and excess liability in-
surers for cleaning up the two sites,
notifying them of its claim for the
Peach County site in 1986 and for
the Fort Valley site in 1989.

In addition to Continental and
American Universal, insurers that
wrote primary and umbrella cover-
age for the company from 1965
through 1984 are: Admiral Insur-
ance Co.; Northwestern National
Insurance Co.; Lexington Insur-
ance Co., a unit of American Inter-
national Group Inc.; Stonewall In-
surance Co.; and United States Fire
Insurance Co.

The insurers denied coverage and
Canadyne filed suit in 1990. The
suit was filed in state court, but
later moved to a federal court in
Atlanta, which sided with the in-
surers on the issue of late notice.

On appeal, Canadyne argued
that the insurers were not harmed
by the delay in notification. Cana-
dyne also claimed that the policies
do not require notice until the com-
pany has actually received a claim
or knows that an occurrence has
damaged the property of a poten-
tial claimant.

Canadyne also said it did not no-
tify its umbrella insurers because it
did not know its claims would ex-
ceed its primary insurance. But,
primary policies provided $500,000
limits, which Canadyne should
have known would not be suffi-
cient, the 11th Circuit panel said.

Attorneys for Canadyne and its
insurers were unavailable for com-
ment.

There is no prevailing standard
in federal courts for what consti-
tutes late notice, said Eugene
Anderson, a policyholder attorney
with Anderson, Kill, Olick &
Oshinsky in New York.

Although the Canadyne suit was
moved to federal court, the judges
from the 11th Circuit, which com-
prises Alabama, Florida and Geor-
gia, were ruling on state law.

Like New York and about 10
other states, Georgia enforces stan-
dards for policyholder notice, Mr.
Anderson said.

About one quarter of the states
have an extremely liberal interpre-
tation, which requires insurers to
prove they were prejudiced by the
late notice. Another quarter put
the burden of proof on the policy-
holder, while the rest of the states
are undecided, he said.

[ ]

Canadyne-Georgia Corp. vs.
Continental Insurance Co., Ameri-
can Universal Insurance Co. bet al.,
11th U.S. Circuit Court of Appeals;
No. 92-8547.



 WHO IS
WILLIS FABER?
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NORTH

G. L. Hodson & Son, the US reinsurance broking subsidiary
of Willis Corroon, is now Willis Faber North America.

We are pleased to announce
that G. L. Hodson, one of
America’s most experienced
reinsurance intermediaries, has
established a closer identification
with our parent company, the
Willis Corroon Group.

We’ve taken this step to expand

our reinsurance broking capabilities

as a direct result of the growing
need for experienced intermediaries

NEW YORK

Willis Faber North America is
headquartered in New York, with seven

offices around the United States.

with access to the global reinsurance

markets.

Willis Faber North America, as
the reinsurance broking arm of
Willis Corroon, is ideally structured
to fill this role.

As reinsurance becomes more
and more complex, only the most
experienced intermediaries with
truly global access to reinsurance
capacity ean efficiently and
properly serve their clients’ needs.

ur clients range from the
world’s largest and most
prestigious insurance companies,
to midsized and regional operations.
We are leaders in such areas as
surety, transportation, marine and
aviation, professional liability and
accident and health, and place our
treaty reinsurance with the world’s
leading reinsurers. |
Willis Faber North America’s
headquarters are in New York, and
we are supported by the extensive
resources of Willis Corroon in
Nashville and London.
We have seven offices located

_ around the US, including Atlanta,

Burlington NC, Los Angeles, San
Francisco, and Minneapolis.

LONDON
Willis Corroon Group includes
the world’s leading international

reinsurance intermediary.

illis Faber North America
will continue operating in
our proud tradition as professional
intermediaries who deliver the
highest quality reinsurance to
clients here and abroad.
Willis Faber North America.
The bright new name in
American reinsurance broking.

WILLIS FABER

NORTH AMERICA
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INSURANGE FOR

BANK AUTOMOBILE

LEASING

Allied with major carriers, we have extensive
experience with this difficult-to-place insurance.
We make it easier for you with a quality bank auto
leasing insurance program that provides broader

coverages at substantial savings.

® |essors Excess Liability
® Lessors Contingent Liability

® |essors Contingent Physical Damage
® |nterim Car Coverages ® Residual Value Insurance

We invite your inquiry and your business.
Write or call Ron Ruane.
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PAIGE-RUANE, INC.

Suite 616- The Woods « P.O. Box 6745
Wayne, PA 19087

(215) 254-9890 « FAX # (215) 254-9893

Reliance Specialty
Programs, Inc.

The future of reinsurance

Gluckstern foresees fewer and bigger players in market

By MARK A. HOFMANN

WASHINGTON—The 21st cen-
tury will dawn with far fewer rein-
surers and insurers seeking busi-
ness in a more heavily regulated
marketplace, predicts the head of
the largest broker market reinsurer
in the United States.

Stephen M. Gluckstern,
chairman, president and chief ex-
ecutive officer of Zurich Reinsur-
ance Centre Holdings Inc., offered
that assessment earlier this month
at a financial seminar sponsored by
Smith Barney Shearson.

Mr. Gluckstern also is chairman,
president and CEO of the holding
company's operating subsidiary,
Zurich Reinsurance Centre Inc,

formed earlier this year. ZRC is a
lead writer of brokered, working-
layer, excess-of-loss and pro data
reinsurance treaties (BI, March 15).
It offers reinsurance to commercial
liability and personal lines insur-
ers, and to some commercial prop-
erty insurers.

The company’s main sharehold-
ers are Centre Reinsurance Hold-
ings Ltd., which is headed by Mr.
Gluckstern, and Fund American
Enterprises Holdings Ltd.

Mr. Gluckstern led his audience
through a brief history of the rein-
surance market from the early
1980s and offered his perspective
on reinsurance in the opening years
of the next century.

“Windfall” profits, irrational

HINSHAW & CULBERTSON

November 2, 1993
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INSURANCE SYMPOSIUM
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The Changing Focus of Risk Management
Developments in Insurance Coverage
White Collar Fraud

Sheraton Chicago Hotel and Towers

A one-day program for claim managers, supervisors, claim counsel, self-insureds, and third party
administrators. The program will feature workshop sessions designed to give attendees the opportunity to
address their concerns and focus on specific issues including Insurance Coverage Disputes, Rights and
Obligations of Third Party Administrators, The Changing Role of Risk Managers, and The Increasing
Problems of Fraud and White Collar Crime.

L 4

HIGHLIGHTS OF THE PROGRAM

Third Party Administration of Claims — The Changing Process

Rebecca Shafer is Senior Vice President and National Director of the Workers’ Compensation
Consulting Program at Aon Risk Services in Hartford, Connecticut. Ms. Shafer is currently developing
Aon’s Workers” Compensation Injury Management Program and training consultants across the country. I

The Changing Role of the Risk Manager in Today’s Industry

John F. Roskopf is Senior Vice President and Risk Management Consultant with Rollins Hudig Hall in
Chicago. Mr. Roskopf is a member of the Major Account Brokerage Division and manages projects in
several areas including risk management, consulting and alternative risk financing.

The View from Justice: Prosecution of White Collar Crime

William P. Barr served as the 77th Attorney General of the United States (1991-1993). As Attorney
General, he served as chief law enforcement officer and legal advisor to the President and U.S.
Government, supervised the Justice Department’s staff, budget, six litigation divisions, and 93 U.S.
Attorney offices. Mr. Barr also established innovative programs to combat violent crime and set |
significant new enforcement policies in a wide range of areas including financial institutions, health care,
environmental, civil rights and antitrust.

New Issues on the Horizon

Stephen F. Selcke was appointed Director of the Illinois Department of Insurance by Governor James
Edgar in September of 1991. Prior to this position, he was Director of the Governor’s Office of
Legislative Affairs. Mr. Selcke has served in Illinois State Government for 16 years.

The Symposium is free of charge. Seminar materials, breakfast, lunch and a cocktail reception are provided. For reservations or
further information contact: Emily L. Bennett (312) 704-3814. Deadline for registration is October 29, 1993,

pricing and the emergence of unex-
pected historical losses character-
ized the 1980s market, he said.

The marketplace of the present
decade contains far fewer players
than that of 10 years ago, he said.
He noted that in 1982, 129 profes-
sional reinsurers regularly reported
their underwriting results to the
Reinsurance Assn. of America. By
1992, that number had dwindled to
54 as reinsurers merged.

And the largest companies are
only getting larger. Combined, the
10 largest reinsurers controlled
69% of the market in 1992, up
from 56% a decade earlier, he said.
Although this growth has been re-
ferred to as a “flight to quality—
what that means is bigger guys are
getting bigger,” he said.

“People don't want to buy re-
insurance from people with $50
million (in capital),” he said. “As
we found out after Hurricane An-
drew, people with $50 million can
literally disappear overnight.”

Mr. Gluckstern added that larger
reinsurers also have a better return
on equity than their smaller count-
erparts. “Not only do you have to
be big to survive,” but reinsurers
also probably have to be big to at-
tract investors, he said.

Other characteristics of the rein-
surance market of the 1990s are
declining investment income and
capital gains, increased regulatory
and accounting activity, and in-
creased frequency and severity of
natural and man-made disasters,
he said.

Many of the trends are expected
to continue into the 21st century.
The number of big professional re-
insurers will continue to shrink,
probably into the 15-to-20 range,
he said. There will also be fewer in-
surers, with the market dominated
by global players—such as Ameri-
can International Group Inc. and
Chubb Corp.—and niche under-
writers, while the middle ground
vanishes, he predicted.

Mr. Gluckstern also foresees
greater “securitization of all types
of insurance risk,” although he said
he is not certain how the process
would work. He added that he
doesn't think this process of securi-
tization will necessarily take the
form of the various insurance fu-
tures traded on the Chicago Board
of Trade.

Mr. Gluckstern also expects
more accounting and regulatory
“interference’” with the business
of insurance and reinsurance. A
“de facto” federal reinsurance
program is possible for some risks
that the private market will never
be able to totally handle. Had
Hurricane Andrew hit Long Is-
land rather than South Florida,
“we would have been a lot closer”
to the existence of such a federal
program, he added.

Mr. Gluckstern also said that
insurers and reinsurers in the fu-
ture would recognize their envi-
ronmental liability exposures on
their financial statements.

Asked what major new casualty
risks he foresees, Mr. Gluckstern
predicted that upcoming expo-
sures would be less likely to be
health-related and more likely re-
lated to changes in tort law or
policy interpretation.

“As a CEO, I worry generically
when I go to bed at night,” he
said. Those worries revolve
around whether even a strong, so-
phisticated reinsurer like ZRC
might be missing something that
ultimately cuts across all the poli-
cies it underwrites, Mr. Gluck-
stern said.
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Workers Compensation Costs
In A Different Direction

Local Perspective, National Resources

If you're buying your workers compensation manage-
ment from the lowest bidder, then your costs are probably
moving increasingly upward. In today’s environment,
quick fixes just don’t work. You need to re-evaluate
and redesign your whole workers compensation
program — and that may cost more up front.
CoreSource clients, through investments in inno-
vative, comprehensive programs, are breaking
industry trends and report that workers compen-
sation costs as a percentage of payroll (see chart
below) are actually decreasing compared to a
national increase of 12 percent annually.*

CoreSource combines the resources of a
national operation with the focus, knowledge
and responsiveness of a local company.
From our 25 regional offices, we manage
$1.4 billion in client healthcare and
workers compensation programs covering
1.5 million lives. All programs are designed
around the local delivery systems taking

community norms into consideration.

Proven Resulis

The CoreSource Approach CoreSource data indicates that our clients’

workers compensation costs are spiraling
downward. On average, from a sample of
76 CoreSource Workers Compensation clients
across many industries, program costs as a

percent of payroll have dropped more than

36 percent over a three year period.

At CoreSource, we focus on innovative up-front
strategies to help our clients reduce total costs and
increase productivity without sacrificing the quality
of care for their employees. We place primary
importance on involving our clients’ top manage-
ment to design, implement and manage compre-
hensive, community-based healthcare and workers
compensation packages. Our workers compensation
programs not only pay claims but focus on prevention
and cost controls in all facets of the program. The
results: fewer claims per employee, reduced lost time
and lower overall program costs. The CoreSource
approach includes:

e Accident reduction through proactive prevention : /

CoreSource Clients
Average Workers Compensation Costs
As a Percent of Payroll

2.44% 2.24%

1.55%

1990 1991 1992
prograrns gote: Data;akerlrf ﬁotm a sample of 76 CoreSource Workers
ompensation clients.
» Expert medical management including the advantages _
of managed care _ The United States’ workers compensation
» Ensuring maximum productivity by returning workers system is in crisis but we continue to find solu-

to the job quickly
e Fair and accurate claims payment
e Management of disputed claims
e Management of cases in litigation
* Risk management analysis

tions. In these trying times, you should be work-
ing with the best in the business.

We're CoreSource. Let us build a solution for
you. For More Information Call Toll Free:
800 482 0615

*Social Security Administration

CORESOURCE

Healthcare & Workers Compensation Solutions
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Datebook

SEPTEMBER
SEPT. 26-29. National Assn. of Mu-
tual Insurance Cos. Annual Convention
in Chicago; $300 for NAMIC members,
$420 for non-members. NAMIC, 3601
Vincennes Road, Indianapolis, Ind.
46268; 317-875-5250.

SEPT. 26-29. Behavioral Healthcare
Tomorrow conference in San Fran-
cisco, sponsored by the Institute for Be-
havioral Healthcare; $595. IBH, 4370
Alpine Road, Suite 108, Portola Valley,
Calif. 94208; 415-851-8411.

SEPT. 27-28. The 401(k) Course in
Brookfield, Wis,, sponsored by the In-
ternational Foundation of Employee
Benefit Plans; $490 for Foundation
members, $540 for non-members. Inter-
national Foundation of Employee Ben-
efit Plans, P.O. Box 69, Brookfield, Wis.
53008-0069; 414-786-6700.

SEPT. 27-28. Sixth annual ERISA
Litigation Conference in New York,
sponsored by Prentice Hall Law &
Business and Fordham University Law
School; $695. Also Feb. 17-18, 1994, in
Orlando, Fla. Dominic Veechione,
Prentice Hall Law & Business, 270 Syl-
van Ave., Englewood Cliffs, N.J. 07632;
800-447-1717, ext. 8034.

SEPT. 27-28. Advanced Reinsurance
seminar in New York, sponsored by
The College of Insurance; $525. The
Center for Professional Education, The
College of Insurance, 101 Murray St.,
New York, N.Y. 10007; 212-815-9021.

SEPT. 27-28. Workers Compensation
and Claim Handling seminar in Long
Grove, Ill., sponsored by Kemper Risk
Management Services; $500. Kemper
Risk Management Services, 1 Kemper
Drive, K-4, Long Grove, L. 60049-
0075; 708-540-4901.

SEPT. 27-29. Reimbursement Plan-
ning: Implementing Customer-Focused
Strategies to Assure Reimbursement in
the New Healthcare Reform Environ-
ment program in Boston, sponsored by
the Pharmaceutical Division of the In-
stitute for International Research;
$1,195. Institute for International Re-
search, 708 Third Ave., New York, N.Y.
10017-4103; 212-661-3500.

SEPT. 27-30. Eighth Annual Seminar
on Insurance Fraud in San Francisco,
sponsored by the International Assn. of
Special Investigation Units; $275 for
IASIU members, $375 for non-mem-
bers. International Assn. of Special In-
vestigation Units, 110 William St., 24th
Floor, New York, N.Y. 10038; 212-
669-9200.

SEPT. 28. ADA: One Year Later con-
ference in New York, sponsored by the
New York Business Group on Health;
no charge for NYBGH members, $30
for non-members. Stuart Lerner, New
York Business Group on Health Inc,,
622 Third Ave., 34th Floor, New York,
N.Y. 10017-6752; 212-808-0550, ext.
12.

SEPT. 28. Climate Change and the
Insurance Industry: The Next Genera-
tion seminar in New York, sponsored
by The College of Insurance; $300. The
College of Insurance, 101 Murray St.,
New York, N.¥Y. 10007; 212-815-9201.

SEPT. 29-30. Flexible Benefits
Course in Brookfield, Wis., sponsored
by the International Foundation of Em-
ployee Benefit Plans; $490 for Founda-
tion members, $540 for non-members.
International Foundation of Employee
Benefit Plans, P.O. Box 69, Brookfield,
Wis. 53008-0069; 414-786-6700.

SEPT. 30. Insurance Coverage Liti-
gation: Emerging Issues and Recent
Developments satellite conference,
sponsored by the Practising Law Insti-
tute; $160. Multiple locations across the
United States. For more information,
contact: Practising Law Institute, 810
Seventh Ave., New York, N.Y. 10019;
212-765-5700.

SEPT. 30. Insurance Coverage Liti-
gation: Critical Issue and Strategies
program broadcast via satellite, spon-
sored by the Practising Law Institute;
$144 for PLI members, $160 for non-
members. Practising Law Institute, 810
Seventh Ave.,, New York, N.Y. 10019;
212-765-5710.

SEPT. 30. Legal Update on Ameri-
cans with Disabilities Act and the
Family and Medical Leave Act in

Stamford, Conn., sponsored by the
Southern New England Chapter of the
International Society of Certified Em-
ployee Benefit Specialists; $20 for IS-
CEBS members, $30 for non-members.
Paul Lambert, Southern New England
Chapter, ISCEBS, P.O. Box 8089,
Stamford, Conn. 06905-8089; 203-431-
6420.

SEPT. 30-OCT. 1. Securities Litiga-
tion: Current Strategies and Develop-
ments seminar in New York, sponsored
by the Practising Law Institute; $585
for PLI members, $650 for non-mem-
bers. Also Oct. 21-22 in San Francisco.
Practising Law Institute, 810 Seventh
Ave., New York, N.¥. 10019; 212-765~-
5710.

OCTOBER

OCT. 4-5. Information Systems/In-
formation Technology/Advanced Tech-
nology for Property & Casualty Claims
conference in Philadelphia, sponsored
by the Institute for International Re-
search; $1,195. Also Oct. 14-15 in Santa
Monica, Calif. Conference Administra-
tor, Institute for International Re-
search, 708 Third Ave., Fourth Floor,

New York, N.Y. 10017-4103.

OCT. 4-5. Litigating Insurance Cov-
erage Cases seminar in San Francisco,
sponsored by Federal Publications Inc.;
$800. Also Nov. 4-5 in Washington. In-
surance Litigation Course, Federal
Publications Inc., 1120 20th St. N-W,,
Washington, D.C. 20036; 1-800-922-
4330 or 202-337-7000.

OCT. 4-8. Basic Property Conserva-
tion seminar in Long Grove, IIl., spon-
sored by Kemper Risk Management
Services; $850. Kemper Risk Manage-
ment Services 1 Kemper Drive, K-4,
Long Grove, Ill. 60049-0075; 708-540-
4901.

OCT. 5-6. Reform: Health Care and
Retirement Planning conference in
Washington, sponsored by the National
Employee Benefits Institute; $95 for
NEBI members, $295 for non-members.
National Employee Benefits Institute,
2445 M St., Suite 400, Washington,
D.C. 20037; 800-558-7258.

OCT. 5-6. Reform: Health Care and
Retirement Planning conference in

Washington, sponsored by the National
Employee Benefits Institute; $95 for
NEBI members, $295 for non-members.
National Employee Benefits Institute,
2445 M St. N.W,, Suite 400, Washing-
ton, D.C. 20037; 1-800-558-7258.

OCT. 6. Fundamentals of Ergonomics
seminar in Long Grove, 111, sponsored
by Kemper Risk Management Services;
$300. Kemper Risk Management Ser-
vices, 1 Kemper Drive, K-4, Long
Grove, I1l. 60049-0075; 708-540-4901.

OCT. 6-8. The 47th annual Council
on Employee Benefits Fall conference
in Arlington, Va., $475 for CEB mem-
bers, $575 for non-members. Carl S.
Lazaroff, 1144 E. Market St., Akron,
Ohio 44316; 216-796-4008.

OCT. 6-9. American Society of Char-
tered Life Underwriters & Chartered
Financial Consultants 1993 National
Conference in Kansas City, Mo.; $395
for Society members, $495 for non-So-
ciety members. American Society of
CLU & ChFC, 270 S. Bryn Mawr Ave.,
Bryn Mawr, Pa. 19010-2195; 800-392-
6900.

OCT. 7. Options for Long-Term Care
Insurance conference in Bethpage,
N.Y., sponsored by the New York Busi-
ness Group on Health; $25. Stuart
Lerner, New York Business Group on
Health Inc., 622 Third Ave., 34th Floor,
New York, N.Y. 10017-6752; 212-808-
0550, ext. 12.

OCT. 7. Spotlight on the Financial
Sector for Risk Management and Fi-
nancial Institutions in London, spon-
sored by the Assn. of Insurance & Risk
Managers in Industry & Commerce and
Willis Corroon Ltd.; 100 pounds ($154)
for AIRMIC members, 130 pounds
($200) for non-members. AIRMIC Sec-
retariat, 6 Lloyd’s Ave., London EC3N
3AX; 071-480-7609.

OCT. 7-8. Medicaid Managed Care
conference in Washington, sponsored
by the Healthcare and Insurance Insti-
tute division of the Institute for Inter-
national Research; $1,095; $495 for
state and federal Medicaid officials. In-
stitute for International Research, 437
Madison Ave., 23rd Floor, New York,
N.Y. 10022; 212-661-8740.

Continued on next page

Direct access to an At rated market

Alternative market expertise

Professional, experienced property/casualty
underwriters

Skilled in environmental and technical risk

Unique, multidisciplined team approach
Customized risk transfer and finite risk products
Expanding specialty lines capabilities
76 years of financial stability and stable capacity

13 domestic and 14 intematiorial offices

AM-RE MANAGERS, INC., a subsidiary of American

Our team.

Re-Insurance Company, brings fast access to
stable capacity, technical expertise and financial

stability to the alternative market. Whether you are a
risk manager, broker, captive, risk retention group or

pool, we can develop a customized program that lets
you stabilize your risk management budget,
regardless of the changes in the insurance cycle.

Call (609) 275-2169 for a copy of our free brochure:
“AM-RE MANAGERS, Managing the Unpredictable.”
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OCT. 10-12. Charting Healthcare’s
Future conference in Reston, Va., spon-
sored by the American Managed Care
Pharmacy Assn.; $495, for AMCPA
members only. Molly Barlow, Confer-
ence Coordinator, AMCPA, 2300 Ninth
St. S.; Suite 210, Arlington, Va. 22204;
703-920-8480.

OCT. 10-12, Public Risk Management
Assn. Mini Conference in Orlando, Fla.;
$225 for PRIMA members, $325 for
non-members. Public Risk Manage-
ment Assn,, 1117 N. 19th St., Suite 900,
Arlington, Va. 22209; 703-528-7701.

OCT. 10-13. Risk Management Fo-
rum in Monte Carlo, Monaco, co-spon-
sored by the Assn. Europeenne des As-
sures de I'Industrie and the Risk & In-
surance Management Society Inc,;
6,000 French franes ($1,020) for risk
managers; 8,500 French francs ($1,445)
for others; 2,500 French francs ($425)
for students. AEAT/RIMS Risk Manage-
ment Forum, SOCFI, 14 Rue Mandar,
75002 Paris, France 331-4233-8994;
fax: 331-4026-0444.

OCT. 11-12. International Benefits
Information Service Interchange: Focus
on Latin America in Fort Lauderdale,
Fla; $600 for IBIS Briefing Service
subscribers, $675 for non-subscribers.
Cathleen Reidy, International Benefits
Information Service, 250 S. Wacker
Drive, Suite 600, Chicago, I11. 60606-
5834; 312-993-7000.

OCT. 11-13. Property Valuation sem-
inar in Long Grove, Ill,, sponsored by
Kemper Risk Management Services;
$600. Kemper Risk Management Ser-
vices, 1 Kemper Drive, K-4, Long
Grove, Ill. 60049-0075; 708-540-4901.

OCT. 11-15. The Practice of Reinsur-
ance training course in Surrey, En-
gland, sponsored by Euromoney Train-
ing; 2,702.5 pounds ($4,056). Hilary
McCann, Director-Europe-Euromoney
Training, Euromoney Publications
P.L.C., Nestor House, Playhouse Yard,
London EC4V 5EX; 071-779-8784.

OCT. 13. The Changing Managed
Care Marketplace conference in Union-
dale, N.Y., sponsored by the New York
Business Group on Health; $25. Stuart

Lerner, New York Business Group on
Health Inc., 622 Third Ave., 34th Floor,
New York, N.Y. 10017-6752; 212-808-
0550, ext. 12.

__ OCT. 14-15. Forty-second Governor’s -
Industrial Safety and Health Confer-

ence in Seattle, sponsored by Washing-
ton state Department of Labor and In-
dustries; $20. Department of Labor and
Industries, P.O. Box 44050, Olympia,
Wash. 98504-4050; 206-956-5445.

OCT. 14-15. 17th annual Employ-
ment Law Seminar in San Diego, spon-
sored by the Defense Research Insti-
tute; $425 for DRI members, $475 for
non-members. Defense Research Insti-
tute Inc., 750 N. Lake Shore Drive,
Suite 500, Chicago, M. 60611; 312-
944-0575.

OCT. 17-19. Business Insurance
Workers Compensation Conference in
San Diego, sponsored by Business In-

surance and IBF/International Business

Forum; $595 for risk, employee benefit
and safety managers; $795 for other.
IBF/International Business Forum, 50
Charles Lindbergh Blvd.,, Suite 400,

DUotitCon LIoUlUnic, OTPLTIIVUCL aU, LJJdu 7 9k

Uniondale, N.Y. 11553; 516-229-2375.

OCT. 18-19. Analyzing Insurance
Company Financial Statements semi-
nar in New York, sponsored by The
College of Insurance; $495. Also Oct.
20-21. The Center for Professional Ed-
ucation, The College of Insurance, 101
Murray St., New York, N.¥. 10007;
212-815-9201. ‘

OCT. 18-19. Using Fronting to Man-
age Risk and Save Insurance Costs fo-
rum in New York, sponsored by Execu-
tive Enterprises Inc.; $995. Executive
Enterprises Inc., 22 W. 21st St., New
York, N.Y. 10010-6990; 1-800-831-
8333.

OCT. 18-22. Advanced Property Con-
servation seminar in Long Grove, I,
sponsored by Kemper Risk Manage-
ment Services; $850. Kemper Risk
Management Services, 1 Kemper Drive,
K-4, Long Grove, Ill. 60049-0075; 708-
540-4901.

_OCT. 20-22. Claims Management
course in Denver, sponsored by the
Risk & Insurance Management Society

What's theirs?

AM-RE MANAGERS, INC.

A Subsidiary of American Re-Insurance Company.

555 College Road East, Princeton, NJ 08543-5241 (609) 275-2000

The Alternative Answer.

Atlantz, Bermuda, Bogota, Boston, Brussels, Cairo, Chicago, Columbus, Dallas, Hartford, Kansas City,
London, Los Angeles, Melboume, Mexico City, Minneapolis. Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto, Vienra

Inc.; $750 for RIMS members, $850 for
non-members. RIMS Education De-
partment, 205 E. 42nd St., Suite 1504,
New York, N.Y. 10017; 212-286-9292.

OCT. 20-22. Techniques of Risk Con-
trol course in Washington, sponsored
by the Risk & Insurance Management
Society Inc; $700 for RIMS members,
$800 for non-members. RIMS Educa-
tion Department, 205 E. 42nd St., Suite
1504, New York, N.¥. 10017; 212-286-
9292.

OCT. 20-23. Seventh International
Reinsurance Congress in Hamilton,
Bermuda, sponsored by Coopers & Ly-
brand and Hawksmere Ltd.; $925, $875
for Bermuda residents, 595 pounds
(about $893) for U.K. residents.
Hawksmere Ltd., 12-18 Grosvenor
Gardens, London SWI1W 0DH; 071-
824-8257.

OCT. 21-22. Environmental Insur-
ance seminar in Coronado, Calif., spon-
sored by Federal Publications Inc;
$900. Also Nov. 15-16 in Washington.
Environmental Insurance Program,
Federal Publications Inc., 1120 20th St.
N.W., Washington, D.C. 20036; 1-800-
922-4300 or 202-337-7000.

OCT. 24-27. Society of Chartered
Property & Casualty Underwriters’ An-
nual Meeting and Seminars in Balti-
more; $335, for Society of CPCU mem-
bers only. Rebecca A. Bodenner, Soci-
ety of CPCU, P.O. Box 3009, 720 Provi-
dence Road, Malvern, Pa. 19355-0709;
215-251-2739.

OCT. 25-27. Fundamentals of Insur-
ance course in New Orleans, sponsored
by the Risk & Insurance Management
Society Inc.; $700 for RIMS members,
$800 for non-members. Also Dec. 6-8 in
San Diego. RIMS, 205 E. 42nd St., New
York, N.Y. 10017; 212-286-9292.

OCT. 26-27. Business Interruption
seminar in Long Grove, Ill., sponsored
by Kemper Risk Management Services;
$500, Kemper Risk Management Ser-
vices, 1 Kemper Drive, K-4, Long
Grove, Ill. 60049-00175; 708-540-4901.

OCT. 28-29. Mental Health Provider
Networks forum in Washington, spon-
sored by the Institute for International
Research’s Health Care & Insurance
Division; $1,095. Conference Adminis-
trator, Institute for International Re-
search Inc, 708 Third Ave., Fourth
Floor, New York, N.Y. 10017; 212-
661-8740.

OCT. 31-NOV. 3. National Assn. of
Independent Insurers 48th annual
meeting in Toronto; $350 for NAII
members, $450 for non-members, Na-
tional Assn. of Independent Insurers,
2101 S. Arlington Heights Road, Suite
150, Arlington Heights, Ill. 60005; 708-
290-6336.

NOVEMBER

NOV. 1-3. Risk Management seminar
in Las Vegas, sponsored by Federal
Publications Inc,; $925. Also Nov. 8-10
in Washington. Risk Management Pro-
gram, Federal Publications Inc,, 1120
20th St. N.W., Washington, D.C. 20036;
1-800-922-4330 or 202-337-7000.

NOV. 4-5. The Seminar for Non-In-
surance Professionals (Property/Casu-
alty) in New York, sponsored by The
College of Insurance; $495. The Center
for Professional Education, The College
of Insurance, 101 Murray St., New
York, N.Y. 10007; 212-815-9201.

NOV. 8-10. Bonds, Liens and Insur-
ance serninar in Boston, sponsored by
Federal Publications Inc.; $925. Also
Dec. 6-8 in Santa Fe, N.M. Bonds,
Liens and Insurance Program, Federal
Publications Inc., 1120 20th St. NW,,
Washington, D.C. 20036; 1-800-922-
4330 or 202-337-7000. '

NOV, 13-17. 22nd Employee Assis-
tance Professionals Assn. Annual Con-
ference in Anaheim, Calif; $395 for
EAPA members, $495 for non-mem-
bers. Employee Assistance Profession-
als Assn., 4601 N. Fairfax Drive, Suite
1001, Arlington, Va. 22203; 703-522-
6272.

®

The Datebook is compiled from no-
tices sent to Business Insurance. No-
tices should be sent at least eight weeks
in advance to Datebook, Business In-
surance, 740 N. Rush St., Chicago, IiL.
60611. Please include the price of meet-
ings 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.
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Pennsylvania National Mutual
Casualty Insurance Company

has sold

Pennsylvania National Life
Insurance Company

to

The Ohio National
Life Insurance Company

The undersigned initiated this transaction and acted as
financial advisor to Pennsylvania National
Mutual Casualty Insurance Company

Conning & Company

Zurich Re Centre names senior vps

Brian A. Hughes appointed se-

nior vp-actuarial and Adrienne W.
Reid appointed senior vp of under-
writing at Zurich Reinsurance
Centre Inc. in New York.

Mr. Hughes previously was a se-
nior vp/chief actuary for Skandia
America Reinsurance Corp. Ms.
Reid previously was vp/facultative
account manager with General Re
Corp.

Also at ZRC: Emily Canelo
named vp of contracts. She previ-
ously was with North American
Reinsurance Corp.

In other reinsurance changes:

Steven Petlick joined North
American Reinsurance Corp. in
New York as vp and actuary. He
was formerly vp at Continental
Reinsurance Corp.

David M. McNichols named vp
at Constitution Reinsurance Corp.
in New York.

Harry Chadwick joined Reinsur-
ance Management Services of
Chadwick, N.J., as senior vp.

Robert A. Rogers joined Naviga-
tors Group Inc. in New York as se-
nior vp of Navigators Management
Corp. and will be responsible for
the ceded reinsurance operations
of Navigators Insurance Co.

Judith M. Tracy named regional
director of treaty operations in
Chicago for Prudential Reinsur-
ance Co.

Charles A. Hachemeister, senior

I—

MANAGING the information is the customer's role.
GATHERING the information is MIVI's role.

COST EFFECTIVENESS

FASTER TURNAROUND TIME
~ ACCURACY & RELIABILITY

Business survival and growth in the 90's
requires that you make decisions quickly
and reliably with a constant eye toward

$aving money.

At MIVI, Medical Information Verification Inc.,
we acquire and verify personal history data.
Quickly. Accurately. Co$t Effectively! We
adapt our system to your needs and capabilities.
You will not be forced to make hardware

investment.

MIVI will give you a double impact on your

bottom line. You will be able to spend le$$ "
getting the necessary information to make your
business decisions more profitably.

Mo
375 Bishop's Way
Suite #235

Brookfield, WI 53005
(414) 827-9355

TOGETHER, WE PLAN YOUR WORK -
THEN MIVI WORKS THE PLAN.

We Are Confident We
Can $ave You Money.
Check Our Approach
And Prices By Calling:
1-800-276-MIVI

|

Comings & Goings: Industry

vp of F&G Re Inc. in Morristown,
N.J., died Sept. 9 of a brain tumor.

Insurers

Barry S. Porter named to the
new position of chief financial of-
ficer for Ohio Casualty Co. in
Hamilton, Ohio, and its units.

Patrick N. Preddy named presi-
dent of China American Insurance
Co. The New York-based company
is a joint venture between Ameri-
can International Group Inc. and
People’s Insurance Co. of China.

Neil H. Ashley became CEO and
assumed management duties for
20th Century Industries. He suc-
ceeds Louis W. Foster, who retired
as CEO Sept. 1 but remains chair-
man of the insurance holding com-
pany he founded.

Alan Goldfarb named loss con-
trol services officer at Reliance
National Insurance Co. in Phila-
delphia. He had been a loss control
property consultant.

William G. Fitzpatrick promoted
to vp and actuary at General Ca-
sualty Insurance Co. of Sun Prai-
rie, Wis.

J. Scott Bradley appointed se-
nior actuary and senior vp of Rich-
mond Insurance Co. Ltd. in Ber-
muda.

Carl Castoldi appointed execu-
tive vp and chief operating officer
of the agency brokerage group do-
mestic operations of Continental
Corp. in New York. Also at Conti-
nental, Jim Baldya and Robert
Maley named vps of the Continen-
tal Insurance Healthcare unit.

R. Tucker Kirk promoted to se-
nior vp in charge of the recre-
ational products division of Uni-
versal Underwriters Insurance Co.
in Overland Park, Kan.

Thomas Green named vp of un-
derwriting with Amwest Surety
Insurance Co. of Woodland Hills,
Calif.

Ronald F. Goetsch named re-
gional vp-surety for SAFECO
Corp. in Seattle.

Agents/brokers

Robert E. Duncan named vp in
the surety bond division of Near
North Insurance Brokerage Inc. of
Chicago.

James D. Thomas joined as vp
and Jere Feel was promoted to vp
at Risc Inc. of Dallas.

Paul Williams named a vp at
Hummel Cos. Inc., a regional inde-
pendent agency in Rolling Mead-
ows, I11.

James M. Orff named manager
of loss control engineering for
Hobbs Group Inc. in Waltham,
Mass.

Other suppliers

Judith S. Cipriana named vp of
National Professional Group Risk
Management Services Inc. in Chi-
cago.

William F. Ramonas named
president of American Risk Pro-
tection Consultants, an American
Risk Group Inc. unit. Mr. Ramonas
had been senior vp and global
manager for property loss control
at Johnson & Higgins.
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Prudential
opens eyes
with sale
of notes

Technique offers mutuals
a way to raise capital
By GAVIN SOUTER

An innovative way for mutual insur-
ers to raise outside capital without ex-
cessive regulatory entanglements has
sparked interest among investment
bankers and insurers.

This breakthrough could prove
timely for some mutuals that may face
problems meeting the impending stat-
utory risk-based capital requirements
for life/health insurers, analysts say.

However, companies must get spe-
cial permission from their state insur-
ance authorities before they embark
on this capital-raising exercise, and
some states may not permit mutual in-
surers to raise capital in this manner.

The fanfare was prompted by Pru-
dential Insurance Co. of America,
which issued surplus notes in April as
a means of raising capital. Surplus
notes are a kind of subordinated debt
backed by a mutual’s surplus.

The Roseland, N.J.-based mutual in-
surer raised $300 million through a
private placement of the notes, which
mature in 2003 and carry an interest
rate of 6.87%.

However, in what is drawing the
most attention, Prudential received
permission in advance from New Jer-
sey regulators to make payments on
the notes without first obtaining
regualtory permission for each pay-
ment. Previously, mutual insurers in
New Jersey issuing such notes would
have had to seek approval from regula-
tors before making any payments.

This generally deterred mutuals
from issuing the instruments.

“The issue was oversubscribed and a
stable market in the notes has grown
up over the past couple of months,” a
Prudential spokesman said.

Prudential is using the money from
the issue to fund its post-retirement
liabilities under FAS 106, which re-
quires companies to account for non-
percllsicn benefits paid to retirees, he
said.

The surplus notes issue is a tax-effi-
cient means of funding for future lia-
bilities, said Marty Pfinsgraff, treasurer
at Prudential.

If the company had instead sold as-
sets or stock to obtain funds, it would
have had to pay capital gains tax, he
explained. “In the long term, it's
attractively priced capital for mutual
insurance companies,” Mr. Pfinsgraff
said.

Because of their operating strcture,
mutual insurers do not have many of
the same capital-raising instruments at
their disposal as stock companies.

The New Jersey Insurance De-

Continued on page 32H

Fielding

Risk-based capital ru

By JUDY GREENWALD

SAN FRANCISCO—The potential misuse of
risk-based capital standards is a ““serious con-
cern for the industry today,” an official of
the Casualty Actuarial Society says.

Risk-based capital guidelines could poten-
tially be misused by regulators to measure an
insurance company's maximum allowable
profits, warned David P. Flynn, president of
the Arlington, Va.-based CAS.

The question, he said, is how to prevent
the guidelines “from being used and mis-
used in the state regulatory process,” which
could be exacerbated by frequent turnover
among insurance regulators.

Mr. Flynn was one of several speakers at a
luncheon session on “hot topics” during the
American Risk & Insurance Assn.’s annual
meeting in San Francisco last month. The
session covered a broad range of issues, in-
cluding using “appointed” actuaries, envi-
ronmental hazards, insurance fraud, tort re-
form efforts and the state of the reinsurance
market,

ARIA is a Sacramento, Calif.-based society
that promotes the science of risk manage-
ment through education, research, literature
and communications.

_ Discussing the background of risk-based
capital guidelines, Mr. Flynn observed that
an insurer’s capital currently has to fall be-
low a certain value before state regulators
can intervene. This threshold varies widely

. from state to state, ranging from $600,000

for property/casualty companies in the Dis-
trict of Columbia to $5.3 million for P/C in-
surers based in Alaska. :

The shortcomings of this system have
been the target of much scrutiny in recent
years. In 1989, the General Accounting Of-
fice issued a report that discussed several
perceived problems in the state insurance
regulation system and also questioned the
effectiveness of the National Assn. of Insur-
ance Commissioners.

Two years later, a House panel headed by
Rep. John Dingell, D-Mich., issued a scath-
ing report on state insurance regulation,

:hos
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industry issues

es among concerns voiced at ARIA meeting

which discussed the failure of four major
property/casualty companies and drew an
analysis between the insurance industry and
the savings and loan crisis (BI, March 25,
1991; Jan. 14, 1991).

The Dingell report also identified insuffi-
cient state regulation as one of the key con-
ditions that allowed seriously undercapital-
ized companies to continue to write busi-
ness.

State
i regula-
| tors
{
t

| were

| also ac-
) tive
~ during
this period, said Mr. Flynn. An NAIC policy
agenda on solvency regulation focused on
the adequacy of the annual statement for
spotting troubled insurers, including disclo-
sures and reserve and capital requirements.

The agenda also evaluated the need for a
model law that would require variable capi-
tal and surplus requirements based on the
nature and volume of business underwritten
by an insurer, among other factors.

In February 1990, working groups got
started on this agenda, which resulted in
risk-based capital guidelines for life/health
insurers that take effect with the 1993 finan-
cial statements, and guidelines for the prop-
erty/casualty industry will take effect with
the 1994 statements.

Among other “hot” issues discussed at the
luncheon were:

« Appointed actuaries, The concept of ap-
pointed actuaries is to have actuaries who
would give an opinion of the adequacy of an
insurer’s surplus report to the insurer’s man-
agement but also be responsible to state reg-
ulators.

The question is whether any actuary,
given the complexity of the industry and the
types of exposures that are covered, can reli-
ably express a useful opinion on the ade-
quacy of surplus that does not have numer-
ous caveats, Mr. Flynn said. :

Because of these inherent difficulties in

giving an opinion of an insurer’s surplus, ac-
tuaries in Canada were granted an exemp-
tion from liability over their opinions in
civil litigation, he said. In fact, the exemp-
tion was crafted by the Canadian Bar Assn.
“] wonder, will the American Bar Assn. do
the same?’’ Mr. Flynn asked.

s Environmental hazards. The whole
question of environmental liabilities “in-
volves a lot of problems, a lot of sites, a lot of
money,” said Kevin F. McCarthy, director of
the Rand Institute for Public Justice in Santa
Monica, Calif.

He noted that it had been originally envi-
sioned that the Comprehensive Environ-
mental Response, Compensation and Liabil-
ity Act of 1980, or Superfund, would only in-
volve taking care of 200 sites. The total is
now about 1,400 and growing. Less than
20% of these sites have been taken care of,
Mr. McCarthy said.

Another big problem is cost. Given an esti-
mated $30 million to clean up each site, it
could cost nearly $50 billion to clean up just
the sites identified to date, he said. Conceiv-
ably, the ultimate cost could run into the
“hundreds of billions."

A second component of Superfund costs,
he said, is the transactional cost associated
with cleanups. For insurance companies,
‘‘you’re talking about a very large total cost,
regardless of what happens,” said Mr. Mc-
Carthy. Uncertainty also “clouds the prob-
lem,” he said. While it may have been deter-
mined that a site needs to be cleaned up, the
question is: “"How clean is clean?"’ he said.

Should sites be cleaned up enough to elim-
inate health risks, or to the level where they
are restored to their ‘‘original, pristine
condition?’" Mr. McCarthy asked. This deci-
sion could make a big difference in costs, he
said.

Also, in addition to the costs of personal
injury or damage claims that arise because of
proximity to the sites, the “even larger un-
certainty’’ is natural resource damages and
potential claims for the diminishment of en-
joyment of the property, Mr. McCarthy said.

Continued on next page
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Mr. McCarthy said other ques-
tions include: whether Superfund
will be reauthorized by Congress
next year in its current form, which
is unlikely; whether it will be modi-
fied substantially; or whether there
will be administrative changes and
reforms to the Environmental Pro-
tection Agency’s regulatory ap-
proach, which is the most likely op-
tion.

e Tort reform. The climate for
tort reform during the next few
years “will be very different” from
what it was during the last hard
market, during the 1984-1986 pe-
riod, Mr. McCarthy predicted. One
reason is the Clinton ad-
ministration’s attitude toward the

issue, he said.

Early tort reform efforts tried to
get generic reforms passed, he said.
Now they are “much more tar-
geted” in terms of what people are
looking for and the results they ex-
pect to get.

The focus has changed as well,
said Mr. McCarthy. The focus today
generally is on procedural issues,
such as streamlining the discovery
process, and even substantive areas
are looked at in terms of specific is-
sues, such as caps for punitive dam-
ages.

Another factor to consider &5 that
case law helped drive the need for
reform in the '70s and '80s, but that
has now “slowed down if not re-
versed,” he said.

The tort reform focus also has
shifted to the state from the federal
level.

The insurance industry per se is
likely to demonstrate a new attitude
toward future tort reform efforts,
Mr. McCarthy predicted. Many in-
surers feel they got “bumed” dur-
ing the last big tort reform push in
the mid-'80s and are not likely to
take a “‘back-seat role” in the future,
he said.

A key question for future tort re-
form efforts is the impact of health
rare reform, when there will be “all
sarts of things up for grabs,” said
Mr. McCarthy.

¢ Fraudulent and inflated claims.
California’s workers compensation
market is rife with fraud, though
the problem exists nationwide, said
John P. Benson, vp for Zenith In-
surance Io. of Woodland Hills, Ca-
lif., who specializes in investigating
fraudulent claims.

In California, the medical pro-

viders “drive the system,” he said.
There are medical clinics in Los An-
geles that bill $50 million to $60
million & year. “You can imagine
the finandal impact that has on
the (insurance) industry,” said Mr.
Benson. And attorneys work
closely with these doctors, he said.
“This is a very organized little sys-
tem."”

Reformy efforts will not make
workers compensation fraud disap-
pear, he said. Several states have re-
formed their workers comp sys-
tems and fraud perpetrators already
have figured out how to get around
the systern, he said.

In July, California adopted a
workers comp reform package,
which means there will be a “year
of good down time,” Mr. Benson
said (BI, July 26). “But in a year,
these people are going to figure

P
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out new ways to take advantage of
the system.”

Mr. Benson said it will be his job
to stay “two or three steps ahead
of them.”

In the past, insurers have just
raised rates to offset fraud losses,
though today the industry is rely-
ing more on investigators to spot
and prosecute fraud, which hope-
fully will have an impact, he said.

e The post-Andrew insurance
market. The reinsurance market
has changed “quite a bit” because
of last year's staggering catastro-
phe losses, said Terre E. Troxell,
vp-research and technical services
for the National Assn. of Indepen-
dent Insurers in Des Plaines, Il1.

He pointed to accounting
changes involving funded catas-
trophe covers introduced by the
Financial Accounting Standards
Board at the urging of the Securi-
ties and Exchange Commission.

FASB has determined that a
ceding company’s obligations un-
der funded covers must be re-
ported as liabilities on the insur-
er’s financial statements (BI, April
5).

These changes affected an esti-
mated $1 billion of Hurricane An-
drew losses, he said. “That really
put a crimp on the market.”

The discussion was moderated
by Richard A. Derrig, senior vp of
the Automobile Insurers Bureau of
Massachusetts. ED

Education
lacks glohal
perspective

By JUDY GREENWALD

SAN FRANCISCO—Risk manage-
ment and insurance education
faces “rough seas” ahead, and the
next five years will be critical in
determining whether the disci-
pline prospers or declines, the
president of the American Risk &
Insurance Assn. says.

“I question whether we and our
association have made as much

e N

~Education
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progress in certain key areas as we
ought to have made,” said Harold
D. Skipper Jr., the C.V. Starr distin-
guished professor of international
insurance at Georgia State Univer-
sity in Atlanta.

Mr. Skipper raised the issue dur-
ing his incoming address as presi-
dent of ARIA at the association's
annual meeting last month in San
Francisco.

ARIA, a Sacramento, Calif.-based
society with a membership hailing
from academic institutions and
the insurance industry, promotes
the science of risk management
through education, research, liter-
ature and communications.

According to the Commission
on Admission to Graduate Man-
agement Education, Mr. Skipper
said, three key issues will affect
business students and programs in
the future: accelerating rates of
change, increasing demographic
diversity and globalization of
world markets.

Pointing to the first factor, Mr.
Skipper asked, “Do our courses
prepare students for the world of
the 21st century, where change is

Continued on page 32D
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Continued from page 32B
the only constant, or do they re-
flect a more static world view?"”

To understand change, students
must be helped to appreciate the
social, economic and political
forces that drive it, Mr. Skipper
said. “I fear that too often we treat
(risk management and insurance)
in isolation from these catalysts of
change.”

Pointing to the changing de-
mographics of the United States,
including its aging population and
growing immigration, Mr. Skipper
asked, “To what extent are we
weaving the implications of these
and other demographic trends
into our courses?”’

The ARIA president also ques-

tioned how effectively risk man-
agement and insurance students
are being taught to examine the
discipline’s international dimen-
sions.

It may be time to take
out the word
‘American’ from
ARIA's name, says
Harold D. Skipper Jr.

Mr. Skipper said he looked at
five leading introductory text-
books for international references
and found that only 45 out of
3,345 pages, or less than 1.5% of
the total, contained any non-U.S.

references.

While the discipline’s funda-
mentals, which are presented in
these texts’ early chapters, are in
one sense international, “surely
the explicit international dimen-
sions and environment of risk and
insurance warrant more than a
1.5% coverage,” Mr. Skipper com-
mented.

Among the association presi-
dent’s suggestions were:

+ Demonstrate the role and im-
portance of risk management and
insurance education to other aca-
demic colleagues and others
within the universities.

“We should help our academic
colleagues to include discussions
of risk and its management within
their finance, management, mar-
keting, accounting and other
courses and material,” Mr. Skipper

ARIA meets in San Francisco

SAN FRANCISCO—About 210 attendees gathered at the Ameri-
can Risk & Insurance Assn.’s annual meeting here in August.

ARIA is a society devoted to furthering the science of risk and in-
surance through education, research, literature and communica-
tion. The association, which was founded in 1932, draws members
from academic institutions and the insurance industry all over the

worid.

Next year’s ARIA conference will be held Aug. 21-23 in Toronto.

For more information, contact ARIA’s executive director, Pat
Cheshier, at the School of Business Administration, California State
University, 6000 J St.,, Sacramento, Calif. 95819-6088; 916-278-

6609.

said.

‘“We should encourage such
cross-fertilization both as a means
of enhancing and reinforcing
student learning and as a means of
establishing the role and impor-
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tance of our discipline with our
peers,” he said.

“We should studiously avoid the
myopic view that risk manage-
ment professors have sovereignty
over risk.”

e Review the content and bal-
ance of course offerings and text-
books carefully.

“Indeed, we should strive to lead
our business schools in the three
areas of change, diversity and
globalization if we are to operate at
the highest levels,” Mr. Skipper
said.

For instance, if the goal is to in-
ternationalize teaching, the most
effective way to accomplish that is
to spend substantial periods of
time abroad.

While university rules often pe-
nalize faculty for spending time
abroad when they should do the
opposite, and there are other diffi-
culties as well, “the benefits of
meaningful international
experience routinely outweigh the
costs,” Mr. Skipper said.

e Establish a more active in-
volvement with the risk manage-
ment and insurance ‘practitioner
communities.”

“A more active involvement in
no way suggests academic com-
promise,”’ said Mr. Skipper. “This
involvement should be at both the
individual and the association
level.”

Mr. Skipper pointed out that
ARIA’s general and institutional
membership has declined in the
past few years.

“I was exceedingly disappointed
that some of the largest companies
did not join with us this year. Of
course, the fault lies with us for
not establishing our value to
them,” he said.

¢ Examine ARIA with the “same
critical eye” that is brought to
courses and research.

Among other suggestions, Mr.
Skipper suggested it may be time
to take out the word ‘‘American”
from ARIA’s name “to reflect a
more international perspective.”

“Insurance and the manage-
ment of risk lie at the heart of ev-
ery major economy,’ he said.

“With increasing development,
risk management and insurance
become even more crucial.

“Our task is to ensure that our
contributions to our discipline’s
improvement reflect faithfully stu-
dents’ and the public's needs, not
just through the balance of the
1990s, but into the next century,”
Mr. Skipper said.

This task requires a redoubling
of efforts to: teach risk manage-
ment and insurance fundamen-
tals, “for they are timeless”; avoid
undue emphasis on institutional
details, for they are transient; and
ensure that our curricula provide
points to view, not points of view,
by building in elements of change,
diversity, and globalization.

“If we do these things, | perso-
nally feel confident that we will
not only avoid missing the boat,
but that they may even let us cap-
tain it,"” said Mr. Skipper. En
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Examining underwriting ethics

Improving technologies requmng msurers to tackle tough questions

By JUDY GREENWALD

SAN FRANCISCO—Should the re-
cent operation that separated the
Lakeburg Siamese twins ever have
been performed?

Given that it appeared highly un-
likely beforehand the surviving
twin would live, the answer is “no,"”
says John D. Golenski, president of
the Bioethics Consultation Group
in Berkeley, Calif. “It was an experi-
ment. I think the twin surviving is
an experimental animal.”

However, ‘I would certainly

change my mind if this child sur-
vives,” he added.

The operation to separate the Si-
amese twins, along with topics
ranging from diabetes testing to

| redlining in the inner cities, were

covered during a session on ethics
and underwriting regulations at
the American Risk & Insurance
Assn’s 1993 annual meeting last
month.

Mr. Golenski later told Business
Insurance that while this particular

operation was performed with
public funds, he would have ob-
jected even if it had been privately
insured.

Publicly as well as privately
pooled funds are intended for ap-
propriate medical procedures,
where there is some hope of re-
covery, he said. The doctors who
performed the surgery “were play-
ing a game for experimental pur-
poses and trading on people’s sense
of desperation,” said Mr. Golenski.
Even if the surviving twin does live
a few months, there is still little
hope of long-term recovery, he
said.

As of last week, several weeks af-
ter the operation, the surviving
twin’s condition had improved and
had been upgraded, though she
still was listed as “serious.”

Laying the groundwork for the
discussion, Mr. Golenski said ethics
are often confused with morals.
Morality involves determining a
course of action using a set of rules.
Ethics, he said, involves dealing
with conflicts of basic values.

Hospitals, for example, are insti-
tutions with a multiplicity of indi-
viduals providing care, each of
whom comes to work with a
unique set of principles and rules,
“yet somehow we have to make a
decision,” he said.

The ethies process allows people
with different sets of beliefs to
come to some conclusion about a
specific set of actions, said Mr. Go-
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lenski. The focus is not on right or
wrong, but what to do when there
is a conflicting sense of good.
“How do you choose the good you
want? he said.

One example of this in the insur-
ance industry is community rating
vs. experience rating. “One is not
good, one is not bad,” he said.

Discussing ethics and wunder-
writing from the perspective of a
life and health insurer was Robert
P. Carver Jr., actuary-group insur-
ance for Metropolitan Life Insur-
ance Co.’s Western Group Opera-
tions in San Francisco.

Mr. Carver said that while he
was happy with Mr. Golenski’s for-
mal definition of ethics, for the
purposes of business, a definition
of ethics should include integrity,
honesty, fair dealing, good faith
and compliance with the law. It is
the last quality, he said, that “can
make situations a little bit more
difficult.”

Mr. Carver first turned to the is-
sue of genetic testing in the insur-
ance industry. It has recently be-
come an issue because of the Hu-
man Genome Project, a govern-
ment project to map human genetic
information. There is concern that
because of this project, the ability
to ascertain individuals at risk for
genetic disease will exceed the
ability of medicine to treat persons
with these disorders, said Mr.
Carver.

A comparable situation,
however, now can be found in the
use of tests for diabetes and high
blood pressure, which identify peo-
ple at risk for these diseases, he
said.

The issue comes down to a dis-
cussion of risk classification, or
“discrimination,” as it is termed by
some people, vs. equality of access,
Mr. Carver said. It is difficult for
people to understand how “dis-
crimination” can “result in equity
in the marketplace,” he said.

Mr. Carver cited a 1991 survey
by the American Council of Life
Insurance, in which 51% of respon-
dents said they believed risk classi-
fication is unfair. Only one in five
thought it was fair to charge peo-
ple who are predisposed to cancer
higher rates. Florida, Pennsylvania
and New York are among the
states that either already forbid the
use of genetic tests or are consider-
ing such legislation.

A joint statement on genetic test-
ing by the ACLI and the Health In-
surance Assn. of America said that
testing will be added to the means
that are already at insurers’
disposal, such as family medical
history, for underwriting life and
health insurance, according to Mr.
Carver.

The statement stressed that in-
surers would not reject large num-
bers of applicants based on the
new tests. In addition, it said, there
are few people with genetic pre-
dispositions to illnesses who do not
already suspect there is a problem.
Therefore, insurers would reject
few people solely on the basis of
genetic tests that would not have
been rejected under current under-
writing practices.

The statement does state, how-
ever, that insurers will want access
to all prior genetic test data to
avoid adverse selection, and to en-
sure that people pay a fair price for
coverage, Mr. Carver noted.

Mr. Carver also discussed the is-
sue of accepting “best or better”
risks in health insurance. Is it ethi-
cal, he asked, to use risk selection to
see that different risks pay their ap-
propriate share? “My initial reac-
tion is that the answer is ‘Yes,’"
said Mr. Carver.

Continued on page 32H
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A different twist to the question,
he said, would be: Is it ethical to
terminate coverage for persons
whose health care costs are high?
And is a risk selection system ethi-
cal if it excludes an ever-larger
part of the population for cover-
age?

The final question, said Mr.
Carver, is what are the ethical con-
siderations for an insurer’s re-
sponse to shareholders and other
policyholders if it is not using risk
selection when it is competing with
other insurers that do?

“These are some of the questions
that will have to be answered by
many of us in the near future,” he
said.

John S. Touchstone, vp-special
risk operations for Fireman’s Fund
Insurance Co. in San Francisco, of-
fered a property/casualty insurer’s
perspective of ethics in underwrit-
ing.

Mr. Touchstone said part of the
reason insurers have an image
problem with the public is that the
industry uses a selection process
“to select the individuals and the
businesses that we want to do busi-
ness with” and, of course, those
with which it does not want to do
business.

Property/casualty insurers have
established a set of values they feel
is ethical in terms of operating a
profitable business. However, last
year’s hurricanes in Florida and
Hawaii and the Los Angeles riots
created a tremendous amount of
negative publicity for insurers.

Involved here were allegations of
redlining and withdrawing from
certain segments of the market,
said Mr. Touchstone.

In Florida, for example, several
insurers have withdrawn from the
market after sustaining heavy hur-

ricane losses last year. From the
perspective of the industry and
shareholders, withdrawing from a
market after heavy losses there
guarantees solvency and helps
companies fulfill their duty to
other policyholders, said Mr.
Touchstone. :

From the individual's point of
view, premiums were paid but the
first time there was a loss, the in-
surer abandoned the market. This
raises the issue of “loyalty and fair
and just dealing,” Mr. Touchstone
said.

Another issue is redlining in the
inner cities. People say if they can-
not afford the high rates insurers
charge, the insurers might as well
not offer coverage at all. Having no
insurance, however, makes it diffi-
cult for people in these areas to ob-
tain loans and operate their busi-
nesses.

Does the insurance industry have
an ethical obligation to provide
insurance to the inner-city custom-
ers? asked Mr. Touchstone. Insurers
have two options, he said. One is to
pass on the cost of operating in the
inner city to other policyholders to
compensate, and the other is for
the industry to absorb the cost it-
self,
Regulators, he said, “have a very
important part in terms of mitigat-
ing, reducing the conflict that
arises between the industry and the
general public.”

It is their responsibility to see
that insurers operate ethically and
are still able to sustain long-term
growth. And it is also their respon-
sibility to the public to make sure
that insurers are financially strong,
solvent and do not engage in un-
ethical practices, said Mr. Touch-
stone.

The session was moderated by
Jack M. Nelson, Robert F. Corroon
professor of insurance and risk
management at The College of In-
surance in New York. En

Mutuals

Continued from page 32A
partment will be viewing the Pru-
dential issue as a test case and it
will probably take several months
before the department considers al-
lowing another mutual insurer to
conduct another issue, he said.

The issue was put together by in-
vestment banks First Boston Corp.,
Goldman Sachs & Co. and Pruden-
tial Securities, a unit of the insurer.

The Prudential deal has gen-
erated interest in private place-
ments by other mutual insurers in
other states, said Donna L. Halver-
stadt, vp-financial institutions at
Goldman Sachs in New York.

“A number of mutuals are look-
ing into the topic of surplus notes.
Some have focused on it as a result
of the Prudential fransaction. In
other cases, we have brought it to
their attention,” she said.

The Prudential issue could be in-
teresting for other mutuals, agreed
Robert H. Gruhl, senior vp and
chief financial officer at Liberty
Mutual Insurance Group.

Liberty Mutual has no current
need for extira capital, he said. But
“surplus notes as structured along
the Prudential issue are an attrac-
tive source of capital for mutual
companies if there is a business
need,” he said.

Mutuals that follow this course
should be wary of all of the impli-
cations of raising money through
note issues, said Michael Smith, an
insurance analyst with Lehman
Bros. in New York.

“Surplus notes probably carry
with them all the requirements
that stock would carry. That is,
(mutuals) will find that they will
have holders of the notes looking
over their shoulders to see what
they are doing,” he said.

And, issuing notes is unlikely to
be an option for all but the largest
mutual insurers, he said.

“I think that mutuals that are
having any difficulties would find
it very expensive because they
would not be attractive to the mar-
ket,” Mr. Smith said.

It would probably only be an op-
tion for the 10 to 15 largest mutu-
als in the country, agreed Mike Al-
bany, an insurance analyst with
AM. Best Co. in Oldwick N.J.

Prudential’s issue made good
economic sense because it was an
inexpensive way to raise funds for
a specific commitment, even
though $300 million is not a large
sum when compared with Pruden-
tial’s total capital, he said.

Prudential has capital and sur-
plus of about $10.5 billion.

Mr. Albany said some mutuals
may also consider issuing notes to
help them meet risk-based capital

requirements for life/health insur-
ers, which take effect with 1993
annual statements filed next year.

Although most large mutuals
will not have difficulty meeting the
requirements, some in the lower
end of the top 15 may need to bol-
ster their surplus, and raising
funds through a notes issue is an
effective way of doing this, he said.

“Some of the companies that are
considering demutualizing may
look at this as an alternative,” Mr.
Albany added.

However, mutuals considering
demutualization see other at-
tractions as well, said Goldman
Sachs’ Ms. Halverstadt.

“(Surplus notes) would allow a
company to write more business
and can be a part of a company's
overall business and financial
strategy, but that’s different from
the flexibility of being a public
stock company,” she said.

But before they head to the fi-
nancial market, mutuals first have
to receive permission from their
state insurance commissioner.

In Prudential’s case, the New
Jersey authorities were satisfied
with its capital, a New Jersey
Insurance Department spokesman
said.

“But every request will be done
on a case-by-case basis, and there
will be an extensive review of the
company,” he said.
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Market outlook

Continued from page 1
erty cat reinsurers being formed in
Bermuda tsee story, page 40).

One reinsurance executive noted
that whi'e cat coverage constitutes
only about 15% of his company’s
book of usiness, he was spending
about 85% of his time at the Ren-
dez-Vous talking about the cat
coverage kis company writes or the
new compdeatition from Bermuda.

Still, while both ceding compa-
nies and reinsurers were worried
about the lack of cat coverage ca-
pacity, there was not the sense of
panic or urgency that dominated
conversa’ions a year ago in the
wake of Aqdrew.

In other words, a single $15 bil-
lion catastrophe that was unimag-
inable just more than a year ago is
now old aat in the reinsurance in-
dustry.

““The d:scussions were much

more professional and less hectic
than previous years, and it pro-
vided a good basis for the coming
renewal season,” summed up Axel
Biagosch, director of Colonia In-
surance A.G. in Cologne, Germany.

“There is a sense of calm,” noted
John R. Berger, executive vp of
F&G Re Inc. in Morristown, N.J.
“A year ago, the market was cra-
zy. . .people lost sleep,” Mr. Berger
said.

However, he added, “whether
this is the calm before the storm, I
don’t know.”

To some, it indeed was perhaps
too calm.

“It's been a very bland set of
meetings. It has been very
strangely subdued,” said Graham
D. Brice, president of International
Risk Management (Bermuda) Ltd.

Many reinsurance executives at
the annual gathering expressed
disappointment that rates—with
the exception of property catastro-

phe coverage—are not rising more
steeply.

‘‘Rate improvement is very
slow,” Mr. Brice noted, referring to
primary property rates and, there-
fore, rates for proportional prop-
erty reinsurance. “While rates are
up in Europe, there’s no progress in
the U.S.” he said, adding there's
not much progress on the horizon.

The Rendez-Vous typically
marks the beginning of the discus-
sions for year-end reinsurance re-
newals.

Top executives in the property/
casualty reinsurance business meet
to discuss, in general, terms and
conditions and get a feel for the
mood of the industry. But the hard
haggling does not really start in
Europe until the Baden-Baden re-
insurance meeting held in late Oc-
tober.

Still, some would venture guesses
about how renewals would shape
up, especially regarding everyone's

favorite subject: property catastro-
phe coverage.

There is still the potential for
10% to 15% increases in property
catastrophe reinsurance rates, ac-
cording to Juergen Zech, chairman
of Gerling-Konzern A.G. in Co-
logne.

This is despite sizable increases
last year and the increase in capac-
ity for catastrophe reinsurance in
Bermuda, he said.

Although there have been no
large catastrophe losses yet this
year to drive the rates up higher,
two close calls—Hurricane Emily
and Typhoon Yancy in Japan—
have reminded policyholders,
insurers and reinsurers of the po-
tential for huge losses, Mr. Zech
said.

“We were spared by Typhoon
(Yancy) and Hurricane Emily, but
they show how risky this business
is and catastrophe rates will
harden as a result,” he predicted.
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James N. Stanard, chairman,
president and CEO of Renaissance
Reinsurance Ltd., one of the new
Bermuda catastrophe reinsurers,
expects rates for cat cover to rise
by up to 40% at year-end renewals.
Rates rose by that amount during
April 1 and July 1 renewals, he
noted.

“The Jan. 1 renewals will come
up to that level, but then rates
won't get any higher,” Mr. Stanard
observed.

Others disagree, remarking the
property cat rates have risen as
high as they possibly can.

“We think that cat rates have
reached the top,” said Jacques
Blondeau, president of SCOR S.A.
in Paris.

“For lower layers, we already are
at 35% to 40% rate on line, and it
would be meaningless for the ced-
ing company to pay more. When
ceding companies buy coverage at
40% rate on line with one manda-
tory reinstatement and you have a
big loss, what you are only getting
back is 10% or 20%. So rates have
reached a limit."”

“How can you pay more” than
the current rates? asked F&G Re's
Mr. Berger.

“Over the next 12 months, if we
have cat-free loss experience, pric-
ing will come down and the spiral
will be back,” predicted Ajit Jain,
president of Berkshire Hathaway
Ine.’s reinsurance division in Stam-
ford, Conn., referring to the “spi-
raling” of risks in the retroces-
sional market.

Mr. Jain said this would be a
pity, because cat rates are only at a
sufficient level for risks located on
the East and West coasts of the
United States and in the United
Kingdom. “There are still a num-
ber of regions in the world where
cat prices need to go higher.”

Others agree with Mr. Jain and
see prices for cat cover falling over
time.

Over the next two or three years,
rates will decline a bit, Mr. Blon-
deau said, with rates on line for
lower cat layers dropping to 25%
to 30%

While there is a difference of
opinion on where property cat
rates are headed, there is little de-
bate on the subject of capacity: Ev-
eryone agrees there is a severe
shortage of cat coverage capacity,
even with capital pouring into the
new Bermuda facilities.

The extra capacity falls well
short of demand, said Charles Hol-
land, managing director of the re-
insurance division of Johnson &
Higgins Ltd. in London.

“The catastrophe market won't
change very much this year, be-
cause it is still undergoing some
damage control in terms of pricing
and retentions,” he said.

The new Bermuda reinsurers can
only provide aggregate cat limits of
about $1.5 billion, compared with
worldwide catastrophe capacity of
$5 billion to $6 billion that has
been lost, said Benito Pagnanelli,
deputy general manager of Assi-
curazioni Generali Sp.A. in Tri-
este, Ttaly.

“Yet we can estimate that we
might face a world catastrophe loss
of $25 billion, so there is still a
large shortfall,” he said.

Donald Kramer, chairman of
Tempest Re Ltd., another of the
new Bermuda reinsurers, estimates
that the new facilities will raise up
to $4 billion in capital, but that's
still less than the $6 billion that is
needed to satisfy demand for cat
COVers.

The capacity going to Bermuda is
not excess, said SCOR's Mr. Blon-
deau. “We think that the capacity
gap may be as large as $7 billion to
$8 billion.”

Still, some say that capacity for

Continued on page 38
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New reinsurance game

Only the highly capitalized need play

MONTE CARLO, Monaco—At
the same fime as rates for prop-
erty catastrophe and other forms
of reinsurance are on the rise,
other, more furdamental changes

! are taking place

O ¢© ¢ ¢ in the reinsur-
ance industry.

37th For example,

Rendez-Vous ceding compa-

nies are increas-

de Septembre fngls derrand:

© © € O ing that their

reinsurer have
huge amounts of capital—the so-
called flight to security (BI, Aug.
30).

In addition, ceding companies
are buying larger amounts of cov-
erage from fewer reinsurers.

“It has become evident that the
shape of the market has

Changed. . .that ceding companies
are looking for much more
‘chunky” capacity,” sa:d Michael
A Butt, president and chief exec-
utive officer of Mid Ocean Rein-
surance Co. Ltd., ore of the new
Bermuda catastrophe reinsurers.

“The market had bezn too at-
omized,’ he said at the 37th Ren-
dez-Vous de Septembre, noting
that many small reinsurers had
been quoting extramely small
lines of catastrophe capacity.
That has now changed, though.
“There has been a massive with-
drawal of periphery plavers,” Mr.
Butt said

New capital is flowing into the
market, especially in Bermuda, in
“chunky” amounts, he said.

‘The fact that new companies are
highly capitalized will have a
great impact on the market, Mr.
Butt remarked. “The size of capi-
tal, and its quality, is sufficient so
that if you pull it out, you destabi-
lize the market.”

“Only people with tremendous
eapital and surplus will survive in
the international reinsurance
market,”” Mahmoud Abdallah, se-
nior vp of American Re-Insurance
Co. in Princeton, N.J., said shortly
before the Rendez-Vous began.

The number of reinsurers writ-
ing business will be much smaller
in 1994 than in 1993, he said.

Another change in the market-
place is an increased desire by re-
insurers to see a retarn on capital,

said Norman Wayne, chairman
and CEO of CIGNA Reinsurance
Co. in Philadelphia. “Four years
ago in Monte Carlo, you would
not have heard it mentioned. Be-
fore, they looked at underwriting
results and market share,” he
said.

Now there is a perception that
reinsurers’ return on capital is in-
sufficient and it needs to be in-
creased, Mr. Wayne said.

By concentrating on return on
capital, reinsurers finally are ac-
cepting the attitude of most other
U.S. companies, he said.

As the property catastrophe re-
insurance market tightens, some
reinsurers are noting another
change in the market: the freer
flow of information, especially
about catastrophe risks, between
insurers and reinsurers.

“We are receiving more infor-
mation from ceding companies
about the true disclosure of risk,
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especially for wind exposures,”
said Patrick Peugeot, chairman of
SCOR S.A. in Paris. “We have a
much better view of the risk for
primary insurers worldwide.”

Others say even if ceding com-
panies are giving reinsurers more
data, it still is not enough.

“No primary company really
knows its cat exposure. They say
they are doing better, but they re-
ally aren't,” said Jacques Tanguy,
director and manager of Compag-
nie Transcontinentale de Reassur-
ance. And, he noted, some of the
problem is false assumptions by
reinsurers.

While most attention has been
on U.S. catastrophes—and most
reinsurers are pricing cat cover-
age accordingly—*‘‘Europe can
have just as big of a catastrophe
as the U.S.,” said Mr. Tanguy,
noting that the 1990 European
windstorms caused almost double
the $4 billion in insured damage
from Hurricane Hugo, the sec-
ond-most-costly U.S. catastrophe.

As the world insurance market
becomes more global, reinsurers
must differentiate between insur-
ers in different nations, Mr. Tan-
guy said.

“How can you treat the Turkish
market like the Japanese mar-
ket?” he asked. “You have to con-
sider each and every market sepa-
rately. The size of the companies
is different, the capital and sur-
plus is different.”

For example, in the Philippines,
“most companies have less than
$2 million in capital and surplus,”
Mr. Tanguy said, adding that
these insurers must be treated dif-
ferently than U.S. insurers that
have hundreds of millions of dol-
lars in surplus.

—By James M. Burcke
and Gavin Souter

Market outlook

Continued from page 36

cat coverage can only rise because
of the new Bermuda capital and
because most of the capacity that
will leave the cat market has al-
ready been withdrawn.

“Most of the existing players
have cut as much as they want
from their cat exposures,” Mr.
Jain commented.

Still, one of the hot rumors of
the week had Munich Reinsurance
Co., the world’s largest reinsurer,
reducing its cat exposures by up
to 40%.

Munich Re will reduce its catas-
trophe capacity this year, but it is
too early to predict the size of the
contraction, said Fedor Nierhaus,
a board member at Munich Re in
Munich, Germany.

The reinsurer is cutting back on
capacity because of the reduction
in retrocessional capacity, he said.
“This has to be reflected by a re-
duction in capacity in some very
highly exposed regions, but we
are not able to quantify this yet.”

However, he noted that primary
regions that will be affected by
Munich Re’s decision to reduce cat
capacity will be windstorm- and .
earthquake-prone regions of the
United States.

“But it is still important to note
that, even taking this into ac-
count, we are still the reinsurer
that offers by far the highest ca-
tastrophe capacity,” Mr. Nierhaus
said.

Cutbacks by companies still in
the market, like Munich Re, can
have an important, yet hard-to-
assess effect on the overall mar-
ket, said Michael A. Butt, presi-
dent and CEO of Mid Ocean Rein-
surance Co. Ltd., the oldest of the
Bermuda cat reinsurers,

While most of the reinsurers
that intend to withdraw from the

Continued on next page
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Continued from previous page
market have already withdrawn,
some companies may continue to
cut back the property cat capacity
they offer for up to 18 months, he
explained.

“You can't count it, but the ef-
fect is the same,” Mr. Butt said of
this lost capacity.

Capacity is still shrinking for
both catastrophe coverage and for
proportional treaties covering
large commercial property risks,
according to Balz Heyer, manager
for northern, central and eastern
Europe at Swiss Reinsurance Co.
in Zurich.

“We have increased premium
volume like never before. . .maybe
even double,” he said.

This has partly been due to the
withdrawal of capacity in the
London market, Mr. Heyer said.
For example, besides the drain on
capacity at Lloyd's of London,
NRG Victory Reinsurance Ltd.
has withdrawn from the non-life
market and Mercantile & General
Reinsurance Co. P.L.C. has
sharply reduced its non-life ca-
pacity in the past year.

Rates for large industrial prop-
erty risks in Germany have in-
creased by between 20% and 25%
over the past year, Mr. Heyer said.

“This area will soon be profit-
able. And although there is still a
lot to do on smaller fire risks in
Germany, a lot of progress has
been made,” he said.

In the Netherlands, too, rates
have improved, but increases in
France have only just begun, Mr.
Heyer said.

“Rates in Europe have been in-
creasing since the beginning of
1992,” noted Herve Cachin, presi-
dent of Societe Anonyme
Francaise de Reassurance in
Paris. “Rates are still inadequate
but they are going up.”

For example, basic property in-
surance rates have increased 10%
to 15% in France in the past year,
Mr. Cachin said. However, a total
increase of 30% to 35% is needed
for French rates to be adequate.

Primary rates in France need to
increase between 10% to 25%,
agreed John Engestrom, manag-
ing director of M&G Re in Lon-
don.

“Other than that, German fire
rates are OK, the U.K. is not in
bad shape, but could be better; It-
aly and Spain are beginning to
improve, but it is going very
slowly; and in Scandinavia, Swe-
den and Norway are getting better
but Denmark still needs to im-
prove a lot,” he said.

Following its decision to reduce
its non-life business because of
poor underwriting results, non-
life business now only makes up
about one-third of M&G Re's
business, Mr. Engestrom said,
adding that M&G Re’s non-life
premium volume of about $100
million in 1992 will be substan-
tially lower this year.

However, M&G Re will go back
to ceding companies that rejected
the reinsurer’s terms last year to
see if they are again interested in
buying coverage from M&G Re at
the reinsurer’s terms, Mr. Enge-
strom said.

Increasing rates and improving
loss records in Europe will lead to
a demand for increased commis-
sions on proportional business by
direct insurers, said Mr. Zech of
Gerling.

“We will definitely make sure
that proportional commission
rates go up,” he said.

But reinsurers themselves are
making new demands on ceding
companies. For the second year
running, European reinsurers are
demanding that proportional
treaties contain occurrence limits,
also known as loss caps, which are

designed to cap the amount of ca-
tastrophe losses recoverable under
a proportional treaty.

Some reinsurers say the caps are
necessary because proportional
treaties—while not usually re-
garded as a catastrophe cover-
age—“are a very effective form of
protection device against catas-
trophe exposures, and they are
unlimited,” noted James F. Dowd,
chairman and CEO of broker Wil-
lis Faber North America Inc. in
New York, which changed its
name last week from G.L. Hodson
& Son Inc.

“People buying p-oportional
coverage are using it as a cheap
alternative to catastrophe capac-
ity,” Berkshire Hathaway's Mr.
Jain observed.

The drive to introduce loss caps
is being led by Munich Re, ceding
company executives say.

Munich Re is pushing to intro-

Continued on next page
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duce loss caps, said Mr. Nierhaus.

“We are taking the line that we
want to limit catastrophe expo-
sures on proportional business
like we do in non-proportional
business,’ he said.

The reinsurer tried to impose
loss caps last year with mixed
success, Mr. Nierhaus said. “Now
it is a general line that we want to
take over the coming years.”

Reinsurers should achieve their
aim as the hard reinsurance mar-
ket will make it difficult for ced-
ing companies to resist the pres-
sure, Mr. Nierhaus said.

Swiss Re is keen to introduce
some kind of mechanism to re-
strict natural catastrophe expo-
sures, said Mr. Heyer.

“The basic strategy is to move
the burden more to the insurer
and the policyholder. If we are not
successful in doing that, we will
try to take out the natural catas-
trophe exposures from propor-
tional treaties and reinsure them
on a non-proportional basis,” he
said.

To transfer some of the burden
back to the ceding companies and
policyholders, Swiss Re will look
for large increases in policy de-
ductibles. For example, in the
Netherlands, deductibles need to
be doubled and in Germany they
need to be tripled to meet Swiss
Re’s goal, Mr. Heyer said.

“We looked for loss caps last
year but without much success
outside of the U.S.” said Mr. En-
gestrom of M&G Re.

This year, M&G Re will attempt
to take catastrophe risks out of
proportional treaties or rate them
on an excess-of-loss basis within
the treaty, he said.

“We would like to exclude natu-
ral catastrophes from pro rata
treaties but that won't happen
overnight,” Mr. Engestrom said.

Occurrence caps will stick in
Europe, said Berkshire Hatha-
way's Mr. Jain. “Pro rata reinsur-
ance is dominated by large rein-
surers who can make the caps
stick. There’s no way small com-
panies can walk away from this.”

However, implementing the
caps “will be tougher in the U.S.,”
he said.

Some doubt, however, that rein-
surers will have the muscle to
make the loss caps stick during
the upcoming renewal season.

The caps “won’t happen in
1994, but could in '95,” said
SAFR’s Mr. Cachin. .

If they do succeed, the reinsur-
ers will radically alter the way
proportional reinsurance is writ-
ten and upset long-standing rela-
tionships between ceding compa-
nies and reinsurers, said one Eu-
ropean insurer.

“If you put limits on catastro-
phes, it is not proportional rein-
surance anymore—it is non-pro-
portional. You are taking away a
very important part of the protec-
tion,” the insurer said.

If reinsurers impose catastrophe
limits, they will not be able to em-
phasize the long-term nature of
reinsurance relationships as they
have in the past and ceding com-
panies are likely to change rein-
surers more frequently, he said.

“You see proportional relation-
ships that last 10 to 25 years but
non-proportional business is
based much more on price,” the
insurer said.

But other ceding company offi-
cials say that although they will
not accept catastrophe loss limits
in proportional treaties this re-
newal season, they may consider
them next year.

The imposition of loss caps is
understandable, because reinsur-
ers themselves are effectively hav-
ing their own coverage limited by
the near disappearance of the ret-
rocessional market, said Mr. Bia-
gosch of Colonia.

“Last year, they wanted caps
from Jan. 1, 1993, but we resisted
that. This year they are giving us
more notice and I can build up my
own funding,” he said.

Colonia might accept loss caps
in proportional treaties at its Jan.
1, 1995, renewal, he said.

While some reinsurers still are
not satisfied with the increases in
European property insurance
rates, nearly all agree that rates
are increasing more swiftly in Eu-
rope than in the United States,
except for catastrophe-exposed
risks.

“The bad news is on the U.S.
side—no improvement in bread-
and-butter property business and

casualty business,” said SCOR
Chairman Patrick Peugeot.

Personal lines rates are improv-
ing in the United States—where
they can,” said Robert F. O'Leary,
president and chief operating offi-
cer of reinsurance broker Willcox
Inc. in New York. However, he
added that political concerns in
states like California and Florida
are keeping rates in those catas-
trophe-exposed areas from rising
as much as they should.

James E. Dwayne, president of
Prudential Reinsurance Co. in
Newark, N.J., said that overall
U.S. primary insurance conditions
remain “very tough. The cycle re-
ally has not yet turned for prop-
erty” and reinsurers still are not
receiving adequate prices for U.S.
proportional property treaties.

There are virtually no rate in-
creases for property insurance in
the United States unless the risk
is “cat-exposed,” he noted.

‘“Until the property market
turns, it's still going to be very
tough” for U.S. reinsurers, he
said.

In Europe, he added, “There’s a
little bit more balance between
premiums and risk,” so propor-
tional reinsurers are getting a bet-
ter price, he said.

“It seems to be a good time to be
in the reinsurance business in Eu-
rope,” Mr. Dwayne said.

While precious little time was
spent discussing casualty renew-
als during Rendez-Vous meetings,
insurers, reinsurers and brokers
agree that the soft U.S. casualty
insurance market likely will not
turn in 1994.

“Casualty is getting more and
more competitive,” said F&G Re's
Mr. Berger.

“You can’t make any money by
writing lots of casualty business,”
said Pru Re's Mr. Dwayne. “I
don’t think the smart money will
go out and write more casualty
business.™

“The market is stupid. Pricing
for general casualty business is to-
tally inadequate,” remarked Jer-
ome Karter, executive vp of SCOR
U.S. Corp. in New York, adding
that a SCOR study shows that ca-
sualty rates are 40% lower than
their level at the height of the
hard market of the mid-1980s.

Casualty rates are not rising in
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the United States because ‘‘you
are seeing very good combined ra-
tios by the big companies,” said
Frederick Kist, who heads Coo-
pers & Lybrand’s casualty actuar-
ial and risk management consult-
ing practice in Atlanta.

“I am not seeing a turn for at
least a year,” Mr. Kist said. “You
won't get a turnaround until the
pain gets worse.” )

He noted that the low invest-
ment returns now being generated
by insurers have made low overall
rates of return more palatable for
insurance company boards of di-
rectors.

However, Mr. Kist said a major
catastrophe on the scale of Hurri-
cane Andrew or greater could also
turn the casualty market.

Daniel Marren, president of
Commercial Risk Partners Ltd. of
Bermuda, which writes “shared
risk” reinsurance, contends that it
will take “a major U.S. insurance
company insolvency to turn the
market.”” And, he added, he
doesn’t see that happening soon.

Still, many reinsurers have a
healthy appetite for casualty busi-
ness, especially after reducing the
property cat volumes.

Few will admit they are adding
to their casualty books, but will
point their fingers at their com-
petitors. The most honest response
was given by one U.S. reinsurance
company executive, who con-
ceded: “Everyone’s trying to write
more casualty—big and small.”

“Casualty reinsurance is still
seen as desirable,” Willcox's Mr.
O'Leary said.

Traditional reinsurers are very
interested in diversifying their
portfolios, especially if they write
large amounts of catastrophe-ex-
posed property business, Mr.
O'’Leary said. As these insurers
cut back their property under-
writing, they must write more ca-
sualty business to make efficient
use of their capital, he reasoned.

However, reinsurers are not just
eying casualty business in their
attempts to diversify their books,
with many companies showing an
interest in expanding their ma-
rine, fidelity/surety and aviation
business, Mr. O’Leary said.

Virtually all reinsurers will ad-
mit, however, that plunging into
the casualty market after pulling
capacity from property business is
the wrong approach.

“We think it is a bit childish for
some of our competitors to say
‘Let’s forget about property and
move back to casualty.” When you
look at the rates, it doesn’t make
sense,”’ SCOR's Mr. Blondeau
said.

While capacity for U.S. casualty
business is growing, reinsurers are
searching high and low for retro-
cessional capacity, especially for
property catastrophe business.
Gone are the days when the Lon-
don excess-of-loss reinsurance
market was a plentiful source of
retrocessional capacity.

“The retrocessional market is
nearly dead,” said Serge Osouf,
president of SCOR’s reinsurance
operations. He noted that SCOR
now writes retrocessional covers
only on a case-by-case basis.

“The game is to have as much
control as possible over the busi-
ness that we write,” added Mr.
Blondeau, explaining that it is im-
possible to know what really
makes up a retrocessional book of
business.

“We have some retro protection,
but the cost is very high,” said
Jacques Tanguy, director and
manager of Compagnie Transcon-
tinentale de Reassurance in Paris.

“I would hope” there would be
at least some retrospective capac-
ity, said Pru Re's Mr. Dwayne.
“There’ll be capacity, but it won’t
come cheap.”

Others, however, say that more
retrocessional capacity may be in
the wings just as the cat cover
crunch will ease.

“At the end of the day, a lot of
people will be writing retros,”
said Berkshire Hathaway's Mr.
Jain.

With the uncertainty in the
market over capacity for retroces-
sions and cat coverage and doubts
about the adequacy of propor-
tional reinsurance rates, year-end
reinsurance renewals could be de-
layed, said Mr. Brice of IRM (Ber-
muda). “The renewal season may
go on to February or March.”

New cat facilities
plan to be around
for the long-haul

Firms say their critics are just envious

By JAMES M. BURCKE
and GAVIN SOUTER

MONTE CARLO, Monaco—The
growing number of property catas-
trophe reinsurers in Bermuda see

themselves as

¢ ¢ ¢ ¢ longterm play-
ers in the rein-
37th surance market,
Rendez-Vous nl?t ;ncterely as

short-term
de Septembre _ " " over
¢ & & ¢ gcina capaci-
ty-starved cat

market.

“You can't have a $750 million or
a $500 million reinsurance com-
pany that is not looking at the
long-term," said Graham D. Brice,
president of International Risk
Management (Bermuda) Ltd. IRM's
parent, Swiss Reinsurance Co., is
helping forrn Partner Reinsurance
Co. Ltd.,, which hopes to attract
$750 million in capital.

Officials of the fledgling facilities
who attended the 37th Rendez-
Vous de Septembre say they have
two basic goals: to serve as a

needed source of property catastro-
phe reinsurance capacity and to
generate high returns for their in-
vestors.

The second point is extremely
important, the executives stress:
While reinsurance market officials,
especially those from continental
Europe, are worried that the new
Bermuda reinsurers may soon be-
gin to compete on rates, the man-
agers of the Bermuda companies
say they must price business re-
sponsibly to ensure the generous
returns they have promised their
investors.

Companies like Mid Ocean Rein-
surance Co. Ltd., the first and the
largest of the Bermuda cat reinsur-
ers, are “‘in business to generate re-
turns to their investors,” said
Michael A. Butt, president and
chief executive officer.

Mid Ocean has attracted more
than $735 million in capital, both
through a private offering and a
subsequent initial public offering,
“because we have said we will give
a better return than other invest-

Continued on next page
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ments,” Mr. Butt said.

While many are skeptical
whether the Bermuda companies
will be long-term market players
or whether the flow of capital to
Bermuda will be good for the rein-
surance industry, Bermuda execu-
tives are careful to rebut these
concerns point by point.

Still, some Bermuda executives
say the stability of the Bermuda
facilities is being questioned sim-
ply because competitors are envi-
ous of the huge levels of capital
flowing to the Atlantic island. One
executive put it even more suc-
cinctly: Bermuda’s critics have a
“testosterone problem.”

Another said the Bermuda rein-
surers’ critics have ‘“‘a Jurassic
Park mentality and they will go
the way of the dinosaur.”

Altogether, the new Bermuda
cat reinsurers will attract nearly
$4 billion in new capital by the
end of this year, asserted Donald
Kramer, chairman of Tempest Re
Ltd., a facility that has attracted
more than $500 million in capital.

“I originally thought there
would be only $2.5 billion,” he
said, adding that about $6 billion
in new capital worldwide would
be needed to replace property ca-
tastrophe reinsurance capacity
lost within the last year.

When all of the Bermuda facili-
ties are up and running, about
$200 million in catastrophe cover-
age per program will be available
worldwide, another Bermuda rein-
surer predicted. That's down from
about $250 million in capacity
available before Hurricane An-
drew ravaged Florida.

The new capacity will be suffi-
cient to meet most needs this
year-end renewal, providing there
are no large catastrophes before
the end of the year, said Juergen
Zech, chairman of Gerling-Kon-
zern A.G.

“But if we have no major storms
this year or next year, then there
will be too much capacity,” he
said.

Despite the huge amounts of
capital flowing to Bermuda, many
reinsurers—especially those in
continental Europe—are skeptical
of whether the Bermuda facilities
will be long-term markets.

Some question whether the Ber-
muda ecat reinsurers will continue
to write once the market softens,
whenever that happens, while oth-
ers fear that the companies could
become insolvent.

For instance, Jacques Tanguy,
director and manager of Compag-
nie Transcontinentale de Reassur-
ance in Paris, pointed to the Ber-
muda reinsurance companies, like
Mentor Insurance Ltd. and Insco
Ltd., that wrote reinsurance in the
late 1970s and became insolvent or
abandoned the market after big
losses in the early 1980s.

“These are no different,” Mr.
Tanguy remarked. “I'm not all
convinced about Bermuda. I am
not convinced we'll see much dif-
ferent from the late *70s.”

There is also a worry that the in-
vestors in the new facilities are not
committed to the reinsurance in-
dustry, said Christian Excoffier,
president of Axa Reinsurance in
Paris.

“I have no doubt that the profes-
sional reinsurers will fulfill their
commitments, but people wonder
whether the private investors
will. . If I was a ceding company, I
would make sure that the leading
company is responsible (for paying
the claims),” he said.

Observers are surprised at the
volume of capital going to Ber-
muda, and there are fears that it
could jeopardize the recovery of

other reinsurance markets, said
James M. Payne, chairman of bro-
ker Sedgwick Payne Ltd. in Lon-
don.

“We are seeing a big flow of cap-
ital into a marketplace that has
never been famed for its stability
and continuity, and there is a con-
cern that this could destabilize the
green shoots of recovery in Lon-
don and Europe,” he said.

The need for the extra catastro-
phe capacity is also questionable,
Mr. Payne said.

“The fact that a large amount of
capital has left the industry does
not matter as long as consumers’
needs are being met,” he said.

The reinsurance and insurance
markets have redistributed capac-
ity to meet clients’ needs, and this
redistribution has led to a weaker
demand for reinsurance, Mr.
Payne said.

“Primary insurers are retaining
more of their risks, and although
they are unaccustomed to it, I
don’t know that they are unhappy
about it,” he said.

One of the consequences of the
redistribution of the risk has been
higher primary rates, so’insurers
are more able to underwrite with
less reinsurance protection, Mr,
Payne said.

However, the managers of the
new facilities counter these argu-
ments—especially those that pre-
dict their demise—by pointing out
that they are in business to stay
and plan to make a name for
themselves as prudent and profes-
sional underwriters.

“To be a success in Bermuda,
you must be at the top end of the
capital requirement and then use
that capital wisely,” said Mr. Butt.

He explained that Mid Ocean
and the other Bermuda reinsurers
are taking three steps to ensure
that they are accepted as “quality”
reinsurers:

e They are attracting quality
Sponsors.

e They are amassing huge
amounts of capital.

e They are attracting quality
managers.

While investors are hoping to
make huge returns from their in-
vestment in Bermuda, they also re-
alize they have entered “the high-
est end of the risk business—the
end of the line,” Mr. Butt said, re-
ferring to property cat business
written on a net-line basis.

The investors that are supplying
the capital “‘coming into Bermuda
are expecting catastrophes to hap-
pen. They are prepared,” said
James N. Stanard, chairman, pres-
ident and CEO of Renaissance Re-
insurance Ltd., which has been
writing business since late June.
“That makes it easier for us to
bear true risk.”

Most publicly held insurers and
reinsurers must generate stable

‘earnings to keep shareholders and

stock analysts happy, he noted.
“Our investors do not expect
that.”

Instead of assuring investors of
consistent earnings, “Our mission
is to survive the Big One,” summed
up Mr. Kramer.

Some skeptics are not sure that's
possible. While the Bermuda rein-
surers are attracting large
amounts of capital, some are wor-
ried that it might not be sufficient
to pay all claims if several catas-
trophes of the magnitude of Hurri-
cane Andrew strike during the
companies’ first year of business.

And even if claims do not wipe
out the companies' capital, inves-
tors “will go away because they
will lose money and not get the re-
turn on capital” they were prom-
ised, Mr. Tanguy asserted.

The Bermuda reinsurers reply
that they are taking extremely de-
tailed steps to make sure their ag-

gregate risk in any one geographic
area is limited.

“Control of aggregates is a key
part of our approach,” explained
Mr. Kramer, noting that Tempest
Re underwriters will ask for volu-
minous data from ceding compa-
nies and employ the latest com-
puter programs—including a ca-
tastrophe modeling system devel-
oped by Risk Management Soft-
ware Inc.—to make sure that ag-
gregate exposures in a particular

region do not exceed the reinsur-,

er’s guidelines.

“We will really go out and do
our research,” Mr. Kramer vowed,
noting that Tempest Re will study
the details of ceding companies’

that is even more expensive than
Swiss Re (catastrophe rates),” he
said.

The new capacity provided by
Partner Re will serve the needs of
clients, “but it will be expensive,”
Mr. Heyer said.

While many ceding companies
say they either have contacted or
will call upon the Bermuda cat re-
insurers because they represent an
important source of property cat
capacity, others are wary of the
comparnies.

For instance, some attending the
Rendez-Vous speculated that some
ceding companies might not buy
coverage from the new Bermuda
facilities, especially if they only of-

Despite the huge amounts of capital flowing to
Bermuda, many reinsurers—especially those in

continental Europe—are skeptical of whether the
new Bermuda property catastrophe facilities will
be long-term markets.

exposures as much during the rest
of the year as it does during re-
newal season.

Mr. Stanard of Renaissance Re
said his company's underwriting
philosophy is based on ensuring
that Renaissance Re receives the
most information possible from
the ceding company and then ana-
lyzes the risk—including aggre-
gates—to underwrite the coverage
properly.

“We are writing a smaller num-
ber of significant lines because we
want to know about the insurer’s
exposures. You cannot do that if
you write only small shares.

“We want to be as good as the
best when it comes to measuring
exposures,” he observed.

For example, while many rein-
surers will divide the United
States into eight zones to measure
accumulations, Renaissance Re
wants “to break exposures down
by county,” Mr. Stanard said.

In return for high-quality under-
writing and extra capacity, the
new facilities will demand high
premiums, said Balz Heyer, a di-
rector of Swiss Re, which is form-
ing Partner Re in Bermuda.

“We will need an excellent price

fer a total of $40 million to $50
million in aggregate limits. The
reason: They are unwilling to pay
high rates to reinsurers that have
never paid any of their losses in
the past.

However, very few ceding com-
panies, especially publicly held re-
insurers, will stick to this line of
reasoning, said Robert O'Leary,
president and chief operating offi-
cer of reinsurance intermediary
Willcox Inc. in New York. Very
few companies would want to risk
directors’ and shareholders' wrath
following a catastrophe if they did
not purchase catastrophe protec-
tion that had been available from
the Bermuda reinsurers, he said.

“You are going to have to go to
Bermuda at the end of the day” if
a ceding company wants the full
property cat limits available,
pointed out Tempest Re's Mr.
Kramer.

The executives of the Bermuda
reinsurers do concede, however,
that they have not yet built up
long-term business relationships
and say they know their role, for
now, in the market.

“It is perfectly fair that those
who have paid losses in the past

get the first priority” when a ced-
ing company designs its cat cover-
age program, said Mid Ocean’s Mr.
Butt. “But rigid rules are not in
(ceding companies’) best interest,”
he said.

“Some people say you have to be
in business for at least a year or
you have a security problem,” re-
marked Mr. Brice of IRM (Ber-
muda). “With $750 million in capi-
tal, you have no security prob-
lem.”

“If Bermuda represents good
and secure capacity and you don’t
have an option, you'll go to Ber-
muda,” said James E. Dwayne,
president of Prudential Reinsur-
ance Co. in Newark N.J. Mr.
Dwayne said he would be willing
to investigate retrocessional ca-
pacity offered by the new Ber-
muda cat facilities.

Even if some ceding companies
decide to boycott the Bermuda re-
insurers, executives like Mr. Butt
are not worried: They believe there
will be plenty of demand for their
capacity.

Others are worried that the huge
amount of capacity that has

- poured into Bermuda—a level that

most observers, agreeing with Mr.
Kramer, say does not come close to
replacing the property cat catas-
trophe that has been lost in the
past year in the London, Scandi-
navian and continental European
markets—will eventually result in
a rate war.

Bermuda underwriters are not
worried, however. They do not see
a glut of property cat catastrophe
any time soon, and they stress that
they will not chase premium vol-
ume with low rates because of the
commitments they have made to
their investors.

While Mr. Butt concedes that
Mid Ocean could drop its rates if
market conditions warrant, if
prices drop too low, “maybe we
will come out and that will force
prices back up.”

Prudential Re’s Mr. Dwayne
agreed: “Bermuda will be a disci-
plined market.”

“This is not naive capacity. They
are going to be careful,” added
John R. Berger, executive vp of
F&G Re Inc. in Morristown, N.J.

The executives of the Bermuda
reinsurers also agree on one other
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point: Their companies were not
yrmed to steal business from
other reinsurers.
“Bermuda hopes it doesn’t de-
existing market,” Mr.

ver, other reinsurers are
ned that Bermuda cat rein-
will expand their cove 5
n-catastrophe pro
y business to balance
their book of business.

“If they do that, they will be
providing more capacity where it

n't needed,” said Norman M.
Wayne, chairman and CEO of CI-
GNA Reinsurance Co. in Philadel-
phia.

Some Bermuda executives re-
ject suggestions that it is impossi-
ble for reinsurers to exclusively
write property catastrophe rein-
surance.

portunities in a hard market and
fade away when the market soft-
ens, he said.

“At the moment, they fill a
need, but it is not part of our phi-

we don’t want to be

,’ Mr. Engestrom said.
sides being regarded by many
yod news for the property ca-
rophe reinsurance market, the
formation of the Bermuda cat re-
insurers also is giving the entire
island a new presence in the world

insuran

“Bermuda has reached
mass. The recent activity h
dated Bermuda as a s
ket,” said Mr. Kramer.

While they agree the new for-
mations have raised the status of
the Bermuda market, others note
that the business written by the
Bermuda cat reinsurers tran-
scends Bermuda.

“We don’t view ourself as a Ber-
muda market—we're an interna-

tional market,” said Renaissance
Re’s Mr. Stanard.

Mr. Kramer noted that while the
Bermuda cat reinsurers are not
yet approved as reinsurers in the
United States, he does not expect
ceding companies to run into any
regulatory problems because th
cede business to the Bermuda
companies. Since property catas-
trophe reinsurance is short-tail
business, ‘“You have to pay claims
within 90 u're not going
to be a factor in the market,” he
explained.

However, rather than apply in-
ividually to become authorized
reinsurers in the Unites States,
Mr. Kramer ¢ that the
Bermuda re cause of
their huge capitalizations, could
attempt to be recognized en masse
by the Natior ssn. of Insur-
ance Commissioners, much as the
member companies of the Insti-
tute of London Underwriters have
done (BI, Sept. 3, 199

“That m
thing for us if we can put it to-
gether,” he said.

The flow of catastrophe reinsur-
ance capital to Bermuda is posing
one problem for the island: find-
ing housing suitable for high-paid
reinsurance exec )

For example, many of the Ber-
mudians attending the Rendez-
Vous exchanged gossip about the
high rents— h-
ing $25,000 a month—being
charged for upper-quality homes
on the isl

How

million.
“If rents go high enough, I
i der retiring and rent-
quipped Mr. Brice, who
in a condominium.
Seriously, he added, “From one

aspect, the boom is bad news for

“We will evaluate
tunities, but v

other opr
nk there

company’ writing property cat
3 ge, said Renaissance

. “And if the cat ma.- |
ket doesn’t get any softer, there’s
a tremendou ortunity.”

C , other Bermuda rein-
that other coverages
“We will start

but we
will not cover long- risks,”
said Swiss Re’s Mr. Heyer.

The new cat rein
domicile in Bermud
tax and regulatc
executive ding that Ber-
muda als the infrastruc-
ture needed to operate.

chose to
primarily for
reasons, the
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Bermuda’s cat facilities a hot topic

Reinsurers draw capacity crowd of critics, admirers

By JAMES M. BURCKE
and GAVIN SOUTER

MONTE CARLO, Monaco—
Bermuda was the toast of Monte
Carlo.

Nearly every
conversation at

666 i 3Tth Ren-

37th dez-Vous de
Rendez-Vous Septembre
eventually

de Septembre turned to what

¢ o6& by week’s end

was a most fa-

miliar question:

What do you know about the Ber-
muda catastrophe reinsurers?

The people with the answers—

the Bermuda reinsurance execu-

tives attending the Rendez-

Vous—were the most popular peo-
ple at the gathering.

Brokers and ceding company
executives attempted, sometimes
in vain, to book an appointment
with the officials, and lines
formed around them at cocktail
parties and receptions.

That was fine with the Bermuda
executives, who relished the
chance to dispel rumors spread by
competitors that the companies
already were slashing prices or
would not be in business for long
(see story, page 40).

However, they primarily spent
the week explaining to potential
clients the philosophy behind the
facilities and, in some cases,
booking new business.

Following are facts and figures
about the facilities represented at
the Rendez-Vous:

o Mid Ocean Reinsurance Co.
Ltd. The first of the Bermuda
property cat reinsurers, Mid
Ocean wrote an astounding $236.9
million in net premiums between
Nov. 1, 1992, when it started op-
erations, and July 31.

However, this is still a very con-
servative level of premium com-
pared with Mid Ocean’s capital
and surplus of $738 million as of
July 31, pointed out Michael A,
Butt, the reinsurer’s chairman and
chief executive officer.

Mid Ocean, originally sponsored
by Marsh & McLennan Cos. Inc.
and J.P. Morgan & Co., attracted

$359 million in initial capital
from more than 50 individual and
institutional investors. An initial
public offering on Aug. 4 raised
an additional $325 million in cap-
ital.

However, while formed to write
property catastrophe reinsurance,
Mid Ocean is not limiting its book
to only that line of business.

“We are looking for other op-
portunities,” said Mr. Butt, ex-
plaining that Mid Ocean will
write aviation, marine and energy
reinsurance.

The company also will consider
writing retrocessional coverage
for “selected accounts,” including
Lloyd's of London syndicates, he
said. “Mid Ocean will give capac-
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ity to those syndicates at Lloyd’s
that have real underwriting skill
and value.”

However, Mid Ocean does not
write funded covers. “Mid Ocean
is a risk-taker,” Mr. Butt ex-
plained. But, the company will
work with ceding companies to
customize programs. “We will
look at what the client wants,” he
said.

Mid Ocean now offers up to $20
million in aggregate limits per
program.

“We started at $5 million to $7.5
million,” Mr. Butt noted, pointing
to the increase in capital. “You
have to be careful at the start.”

Of the business written for 315
clients as of July 31, 40% was U.S.
business, 21% was U.K. business,
14% was Japanese business and
11% was Australian business,
with the rest coming from other
nations.

Unlike most of the other Ber-
muda cat reinsurers, Mid Ocean
will set rates and terms for cat
programs. However, Mid Ocean,
like the rest of the Bermuda com-
panies, will primarily follow rates
and terms set by London under-
writers, as long as the Bermuda
underwriters believe the condi-
tions are sufficient.

However, he believes that in
two or three years, after it estab-
lishes itself as a property cat rein-
surance market, Bermuda reinsur-
ers will become a lead, rather than
a secondary, market.

Besides Mr. Butt, Henry C.V.
Keeling, Mid Ocean’s senior vp
and underwriter, attended the
Rendez-Vous. Mr. Keeling for-
merly was deputy underwriter for
syndicate 51 at Lloyd’s, managed
by Taylor Clayton (Underwriting
Agencies) Ltd.

» Tempest Re Ltd. Tempest Re
will begin underwriting property
catastrophe reinsurance this
month after its $500 million pri-
vate placement “went over the
top,’”’ according to Chairman
Donald Kramer.

The amount of capital raised by
Tempest Re could hit $525 mil-
lion, which would make it “one of
the largest private placements in
history,” said Mr. Kramer, former
chairman of NAC Re Corp.

General Re Corp. is the lead in-
vestor in Tempest Re, with Ameri-
can International Group Inc.
among the other investors, Mr.
Kramer said.

Tempest Re will offer up to $10
million in property cat coverage
for primary insurers, though “we
will consider retrocessions,” said
Mr. Kramer.

The reinsurer will act as a fol-
lowing market, writing behind
leads set in London and else-
where, he said.

Tempest Re will participate in
layers that it believes are priced
properly to match the risk, not
just because a large rate has been
quoted by the lead underwriter.
“It may be better to charge a 4%
(rate on line) for a higher layer
than a 60% rate for a lower
layer,” he said.

Initially, 55% of Tempest Re’s
business is expected to be U.S.
risks. However, Mr. Kramer ex-
pects that proportion to shift to
55% non-U.S. business by the re-
insurer’s second year of opera-
tions.

“We will be looking to write a
spread across the states,” Mr.
Kramer said. “Part of our under-
writing philosophy is to get the
right balance.”

Unlike many of the other Ber-
muda cat reinsurers that are plan-

Continued on next page
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ning to write on net-line basis,
Tempest is considering buying
retrocessional coverage on its own
book. “If we do a good job of di-
versification and do our job right,
we can place our retrocessions,”
Mr. Kramer said.

He noted that having General
Re as a sponsor will help Tempest
Re market its retrocessional pro-
gram. “I can sell our retro on the
strength of that culture,” he said,
referring to General Re.

Underwriting and other services
will be provided to Tempest Re by
General Re Underwriting Services
L.td., a new Bermuda-based Gen
Re subsidiary formed in connec-
tion with Tempest Re. Tempest Re
will pay a fee to General Re Un-
derwriting for its services, Mr.
Kramer said.

Apart from Mr. Kramer, other
officers of Tempest Re include
President John Hollis, the former
president of General Re (U.K.)
Ltd., and Vp/Underwriter David
Rowe, who attended the Rendez-
Vous with Mr. Kramer.

¢ Renaissance Reinsurance Ltd.
Renaissance Re, which started
writing business in late June, has
attracted $140 million in capital,
including $20 million from
USF&G Corp.

Chairman, President and CEO
James N. Stanard said the com-
pany has encountered no resis-
tance from ceding companies
since it started writing business:
The company has written more
than $50 million in net premiums
in a little more than two months,
which is about half of its pro-
jected annual volume.

The business written so far by

in the newspaper,” he observed.

Renaissance Re is writing tradi-
tional coverage, rather than
funded covers or other alternative
products, because of the high re-
turns that can be made writing
traditional catastrophe reinsur-
ance, Mr., Stanard said.

Renaissance Re normally will
follow rates and terms set in Lon-
don or other reinsurance markets,
“but in the U.S. we set the terms
for some business” where the re-
insurer’s research indicates that
the terms set by other reinsurers
may be deficient.

Unlike some of the other Ber-
muda cat companies, which are
contracting with other organiza-
tions for services, Renaissance is
conducting most of its operations
in-house. It now has a staff of six
people, including Mr. Stanard,
and he hopes to add four or six
more by the end of the year.

While some have suggested that
the Bermuda cat reinsurers may
only stay in business while there
is a capacity shortage, Mr.
Stanard said Renaissance Re is in
business to stay, making it clear
that he has cut all of his ties to
USF&G. “We’re in it for the long
term. I have no place to go back
to,” he joked.

e Partner Reinsurance Co. Ltd.
This facility, which is being
formed by Swiss Reinsurance Co.
Ltd. and Head Insurance Partners
L.P., hopes to attract $750 million
in capital, said Graham D. Brice,
president of International Risk
Management (Bermuda) Ltd.,
whose ultimate parent is Swiss
Re.

About $500 million of capital
will be raised through an initial
public offering to be held within
the next few months, and Swiss

‘At this stage, we do not believe in what some of our
competitors are saying, which is that when the

market turns we will turn the company into a
“normal” reinsurance company,” SCOR President
Jacques Blondeau says of Compass Re.

Renaissance Re includes not only
July 1 renewals, but partial-year
business written for ceding com-
panies whose programs renew
Jan. 1 and March 1, said Mr.
Stanard, a former executive vp
with F&G Re Inc. who held a vari-
ety of other management posts
with USF&G before joining Re-
naissance Re.

Altogether, Renaissance Re has
written about 50 programs, about
two-thirds of which are U.S.-
based. However, clients also in-
clude French, Japanese, British
and Australian ceding companies.

While Mr. Stanard said some of
the acceptance by U.S. insurers
could be connected with his repu-
tation in the industry, he noted
that Renaissance Re has attracted
lots of interest from insurers in
Australia, where he is not known.

In fact, Mr. Stanard said, Re-
naissance Re has failed to write
only one program it had quoted.
That ceding company, a U.S. re-
gional insurer, decided to buy
coverage only from its existing re-
insurers, he explained.

Renaissance offers $5 million to
$7.5 million in property cat aggre-
gate limits, “though we can go
higher,’ said Mr. Stanard.

Besides writing property cat
business, Renaissance Re also will
consider marine, aviation and per
risk excess property business.

Mr. Stanard noted that the com-
pany prefers to write above the
lower layers of a cat reinsurance
program. “If we have a claim, you
will have read about (the disaster)

Re itself will invest $100 million
to $150 million, Mr. Brice said.

A further $25 million will be in-
vested by affiliates of John Head
& Partners, and $130 million will
be invested by financial institu-
tions.

The capital should be in place
by Nov. 1 so that Partner Re can
write year-end renewals, he said.
The company will concentrate on
property catastrophe coverages,
but it will also write marine and
aviation catastrophe covers.

Northern Europe and the
United States will be the principal
markets for Partner, but it will
also consider Japanese business,
said Balz Heyer, a director of
Swiss Re in Zurich.

“We want to build up our rela-

‘tionships with clients who want

this coverage. . . .Many of our cli-
ents are very interested in what
we are offering,” he said.

While Swiss Re will underwrite
on behalf of the new reinsurer,
IRM (Bermuda) will manage
back-room operations, Mr. Brice
said.

Partner will be headed by Her-
bert Haag, a board member of
Swiss Re who will serve as CEO.

Partner is being organized to
follow terms and conditions set by
other reinsurers, Mr. Brice said.

o Compass Reinsurance Ltd.
Compass Re, being formed by
French reinsurer SCOR S.A. and
investment bank Banque Paribas,
hopes to attract $300 million to
$350 million in capital, “‘depend-

ing on how successful we are with

outside investors,” said SCOR
President Jacques Blondeau.

Of that amount, SCOR will con-
tribute 10% to 12%, he said. How-
ever, he stressed that the company
will be “totally separated from
SCOR.”

Mr. Blondeau said about $100
million has already been “firmly
committed.”

Unlike the executives of other
facilities, who say their companies
are in business for the longer

term, Mr. Blondeau concedes that
the organizers will reassess Com-
pass Re’s future after five years.

“What we have said to investors
is that we are organizing the com-
pany for five years. At the end of
five years, we will reassess the sit-
uation—whether we want to stay
in this business or move on to
something else,” Mr. Blondeau
said.

“At this stage, we do not believe
in what some of our competitors
are saying, which is that when the

market turns we will turn the
company into a ‘normal’ reinsur-
ance company. We don’t think
there is enough technical exper-
tise in Bermuda to run a ‘normal’
reinsurance company,” he said.

Mr. Blondeau is quick to add
that he does not consider catas-
trophe coverage to be an “‘easy
business to underwrite.”

But, ‘“from a purely technical
standpoint, it is far less compli-
cated than casualty. With casu-

Continued on next page
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alty, you have to be extremely
careful about the legal aspects, the
wording, etc. Cat, by its very defi-
nition, is short-tail, and the word-
ing of your contract is fairly stan-
dard,” he explained.

The company is intended only to
write “pure property cat business,”
Mr. Blondeau added.

Compass Re will write a world-
wide book of business, with one-
third composed of U.S. risks; one-
third composed of European busi-
ness; and the remaining one-third
made up of Japanese, Asian and
other risks.

“The key to success is to write
worldwide,” Mr. Blondeau said.

Underwriting duties will be split
between Paris and Bermuda. SCOR
already has a presence in Bermuda
through Commercial Risk Partners
Ltd., and Mr. Blondeau said “We
may use some of the people at
Commercial Risk” to provide ser-
vices to Compass Re.

o International Property Catas-
trophe Reinsurance Co. Ltd. IPC
Re, formed by American Interna-
tional Group Inc., writes property
cat business but will consider
non-catastrophe property/casualty
business.

The company was capitalized at
$300 million, 24.4% of which was
contributed by AIG and the re-
mainder by unidentified investors.

IPC will offer aggregate limits of
$2.5 million per contract and $5
million per program, said James
Bryce, IPC’s senior vp-underwrit-
ing. But, following year-end re-
newals, TPC may double that to $5
million per contract and $10 mil-
lion per program, he said.

The reinsurer is now considering
submissions but has not yet written
any business, he explained.

IPC will take a scientific ap-
proach to underwriting, Mr. Bryce
emphasized. “That will mean look-
ing at the original rates being
charged by cedants, and catastro-
phe reinsurers have not always

done that in the past,” he said.

For the first year, IPC will be a
following market rather than a
quoting market.

“After Jan. 1, 1994, we will have
a better feel of what is happening
in the market and that will allow
us to possibly write other types of
coverage, including quota-share
business,” Mr. Bryce said.

IPC has a representative office in
London headed by Peter J.A. Coz-
ens.

“This will allow us to be very ac-
tive with the broker market, as
most international catastrophe
business is handled by brokers,”
Mr. Bryce said.

Joseph C.H. Johnson is president
and chief executive of IPC.

Besides the facilities whose exec-
utives attended the Rendez-Vous,
several other Bermuda cat reinsur-
ers are on the drawing board.

For example, CNA Insurance
Cos., Aon Corp. and a unit of Laz-
ard Freres & Co. are forming a
Bermuda company to write prop-
erty cat and other coverages.

The sponsors hope to raise $500
million in capital through a private
placement, with Corporate Part-
ners, the Lazard unit, contributing
up to $250 million (BI, Sept. 6).

Unlike many of the other facili-
ties, the CNA-Aon facility—which
has not yet been named—will be a
lead underwriter of catastrophe
programs and may write up to $20
million or more in limits on a single
program.

Another Bermuda facility in the
works is Global Capital Reinsur-
ance Ltd., which is being organized
by Johnson & Higgins and invest-
ment banker Goldman Sachs & Co.

Global Capital has attracted
more than $300 million in capital,
said Robert F. O'Leary, president
and chief operating officer of rein-
surance broker Willcox Inc., a J&H
subsidiary. The investment offering
for the facility had been fully sub-
scribed, he added.

The reinsurer will be in opera-
tion in time to write year-end re-
newals, he said.

The attendance question:
Are there great advantages
to drawing a smaller crowd?

By JAMES M. BURCKE

MONTE CARLO, Monaco—
While the demand for property ca-
tastrophe reinsurance and the for-
mation of specialist cat reinsurers

in Bermuda

© © ¢ ¢ dominated con-
versations at the
37th 37th Rendez-
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in many conver-
sations:

Were there really fewer people in
attendance?

The same question is asked
nearly every year, but this year
nearly everyone’s answer was an
ungqualified “yes.”

~ The organizers of the Rendez-
Vous reported that attendance this
year was down by more than 7% to
2,040 from 2,200 in 1992. However,
many of those attending thought
the falloff was even greater.

None of the participants con-
ducts a head count and the regis-
trants never all gather in one place,
so it's impossible to know how
many people really show up at the
Rendez-Vous.

To help participants arrange
business meetings, the event’s or-
ganizers publish a book that is dis-
tributed at registration and lists
the preregistered attendees, their

companies and their hotels.

Many base their assessment of
the attendance by flipping through
the book and noting the colleagues
and business associates who are
missing. The process usually ends
with the remark, “The book sure
seems thinner this year.”

For once, they were right. The
1992 and 1991 books contained 104
pages of registrants. The 1993 book
contained only 97 pages.

Numbers aside, some said they
could tell that attendance had
fallen, if only because it was easier
to find a table in the lobby lounge
of the Loews Monte Carlo hotel,
which ranks with the Hotel de
Paris and the Cafe de Paris as the
most popular places to hold busi-
ness meetings during the week.

“You used to be able to sell ta-
bles (at the Loews); now, you could
give them away,” quipped attorney
Jonathan F. Bank of Buchalter,
Nemer, Fields & Younger in Los
Angeles.

“Six years ago, everywhere you
went was mobbed and you could
never get a seat,” added John R.
Berger, executive vp of F&G Re
Inc. in Morristown, N.J.

Some participants noted other
changes at the Rendez-Vous.

For example, Michael Butt, pres-
ident and chief executive officer of
Mid Ocean Reinsurance Co. Lid. of

Continued on next page
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Commercial Risk

Continued from previous page
ever, to limit Commercial Risk’s li-
ability and to keep premiums low,
the insurer’s risk would be capped
at $1.5 million aggregate in any
one year and $3 million over three
years.

In addition, the contract would
include a profit commission to the
policyholder.

The coverage gives the policy-
holder “budgetable premiums at a
guaranteed cost,” with a chance to
share in the profits if loss experi-
ence is favorable, Mr. Marren said.

Workers comp constitutes a “fair
amount” of Commercial Risk’s
business, though Mr. Marren added
the company can design products
that include general liability, prod-
uct liability and workers comp
risks in one package.

When designing such a program,
Commercial Risk usually deals

with both the corporate risk man-
ager and the company’s chief fi-
nancial officer, as well as its bro-
ker, he said.

“Risk managers are becoming
more cognizant of financial insur-
ance products, but there still are
great misconceptions,” Mr. Marren
said,

Commercial Risk consists of two
separate underwriting companies:
Commercial Risk Reinsurance Ltd.
in Bermuda and Commercial Risk
Re-Insurance Co. of Vermont.

Policyholders decide which com-
pany will actually write a program,
Mr. Marren said.

“Some people are more happy
with U.S. paper,’ he explained,
noting that the Vermont company
wrote more business than the Ber-
muda insurer in 1992.

Commercial Risk also operates
Commercial Risk Services, a unit
in Morristown, N.J., that markets
on behalf of the Vermont company.

The latest member of the Com-
mercial Risk family is Lafayette In-
surance Managers, a Vermont cap-
tive management company formed
in association with Yankee Captive
Management Co. of South Burling-
ton, Vt.

Lafayette Insurance Managers
has been designed to provide man-
agement services for captives that
participate in programs underwrit-
ten by Commercial Risk, Mr. Mar-
ren explained.

He proudly notes that Commer-
cial Risk is part of the “alternative
market,” designed to give clients
options besides traditional insur-
ance mechanisms.

Commercial Risk’s success
proves there is dissatisfaction with
traditional insurance solutions, he
said. “Doing $100 million in vol-
ume in eight months shows there
are some problems in the market,”
Mr. Marren said.

—By James M. Burcke

Swiss Re deploys teams
to work with affiliates
in U.S., Great Britain

MONTE CARLO, Monaco—In an
effort to increase its control of op-
erations in the United States and
United Kingdom, Swiss Reinsur-
ance Co. is sending special teams

from its head of-

® & & ¢ fice in Zurich to

work with its

37th subsidiaries in
Rendez-Vous those markets.

The two-year

de Septembre project, which

® ® ® ¢ started in Janu-

ary, will study
how Swiss Re can improve control
over those operations, said Balz
Heyer, a director at Swiss Re.

TALEGEN

HOLDINGS, INC.

(FORMERLY CRUM AND FORSTER, INC.)

has completed the capital and legal restructuring of its operations
into stand-alone insurance operating groups. The seven groups and
their areas of specialty are:

CONSTITUTION REINSURANCE

treaty and facultative reinsurance

COREGIS

professional liability, public entity and other

property/casualty programs

CRUM & FORSTER INSURANCE

property/casualty insurance through a select
network of independent agents

INDUSTRIAL INDEMNITY

workers compensation coverages and services

THE RESOLUTION GROUP

reinsurance collection services and management

of run off businesses

VIKING

nonstandard personal automobile

WESTCHESTER SPECIALTY GROUP

umbrella, excess casually and specialty

property business

The principal advisors to Talegen Holdings, Inc. were:

LEBOEUF, LAMB, LEIBY & MACRAE

WASSERSTEIN PERELLA & CO.

SUTHERLAND, ASBILL & BRENNAN

“The U.S. and the U.K. are our
two biggest markets and, until
now, they were managed by our
subsidiaries and we did not inter-
fere,” he said.

But, due to the importance of the
markets and the increasing size of
ceding company risks, Swiss Re in
Zurich wants to take greater con-
trol of certain accounts, Mr. Heyer
said.

“Now we have small organiza-
tions in the U.S. and the U.K. that
will work on certain accounts in
these countries to assist the local
companies,” he said.

The two teams of about 10 peo-
ple will report to Zurich but will
work out of London and U.S. of-
fices, Mr. Heyer said.

“They will communicate with the
daughter companies and meet with
certain clients,” he said. Typically,
the teams will work on large multi-
national accounts, like a large U.S.
company that has big exposures in
Europe.

“Before, our strategy was to have
clear market segregation, and this
was successful for most areas but
not always with others, like large
industrial clients,” he said.

“Maybe we need to get greater
control,” Mr. Heyer said.

—By Gavin Souter

Prudential will
keep major stake

in reinsurance_ unit,
says executive

MONTE CARLO, Monaco—Pru-
dential Insurance Co. of America
could remain the majority owner
of Prudential Reinsurance Co. for

several years,

PR W Pru Re’s presi-
dent says.
37th While Pruden-
Rendez-Vous tial is strongly
de Septembre eansceribg
; spinning off Pru
® & & & Re through an

initial public of-
fering either this year or early next
year, it will maintain a majority
stake in the reinsurer after the
IPO, Pru Re President James E.
Dwayne said at the 37th Rendez-
Vous de Septembre.

Prudential put Pru Re on the
block in March at an asking price
of $1.2 billion but abandoned its
attempt to find a private buyer
last month (BI, Aug. 23)

The insurer is willing to move
slowly in any attempt to sell the
reinsurer to the public to ensure
that Pru Re remains “a growing,
prosperous company,’’ Mr.
Dwayne said.

Prudential “is truly interested in
having a vibrant company going
out on its own,” he said. “If it
takes two or three years, so be it.”

However, he said Prudential
would likely eventually sell a ma-
jority of the company to the pub-
lic.

While Prudential did an about-
face when it canceled the private
offering and announced it might
embark on an IPO for Pru Re, the
reinsurer’s clients have taken the
decision in stride, Mr. Dwayne
said.

“We have had great feedback
from clients, and many think it is a
better plan if we go public,” he
said.

—By James M. Burcke



IN THE HIGH COURT OF JUSTICE (ENGLAND)
CHANCERY DIVISION
IN THE MATTERS OF

No. 4481 of 1993

KINGSCROFT INSURANCE COMPANY LIMITED
(Tormerly Kraft Insurance Company Limited,
Dart and Kraft Insurance Company Limited
and Dart Insurance Company Limited)

-and -
WALBROOK INSURANCE COMPANY LIMITED
~and -
EL PASO INSURANCE COMPANY LIMITED

-and -
LIME STREET INSURANCE COMPANY LIMITED
{formerly Louisville Insurance Company Limited)

- and -
MUTUAL REINSURANCE COMPANY LIMITED
{a Bermudian registered company)

- and -
IN THE MATTER OF
THE COMPANIES ACT ;‘985 OF GREAT BRITAIN
A

IN THE SUPREME COURT OF BERMUDA
IN THE MATTER OF

No. 369 of 1993

MUTUAL RElNSURANCﬁ: COMPANY LIMITED
~and -
IN THE MATTER OF
THE COMPANIES ACT 1981 OF BERMUDA

NOTICE IS HEREBY GIVEN that by Ocdees dated 30 July 1993 aad 4 August 1993 madc in the above maticrs in the High Court of Justice
(England) and in the Supreme Coun of tings arc to be d of the Sch Credilors (as defined in the
Sch of Arrang ficr mentioned) for the purpa\c “of considering and. if thought fit, agreeing o 3 Scheme of Arrangement (“the
Scheme™) proposed to be made between the above-mentioned companies (together “the Scheme Companies™ and cach a “Scheme Company ™)
and the Scheme Creditors hercinafter mentioned. namely:

1. the Scheme Creditors other than those who are Protected Policyholders (each as defined in the Scheme of Ammangement); and

2. the Scheme Creditors who are Protected Policyholders (as so defined).

Such meetings will be held at Alexandra Palace, Wood Green, London N22 4AY on 17 November 1993 ot the times mentioned below, namely:
1. in the casc of the Scheme Creditors other than those whao are Protected Policyholders:

(a) the meceting of Kingscroft Insurance Company Limited at 2.00 p.m.;

(b) the mecting of Walbrook Insurance Company Limited at 2.05 p.m.>;

(c) the meeting of El Pasa Insurance Company Limited ot 2,10 p.m.*:

(dy the mecting of Lime Street Insurance Company Limited at 2.15 p.m.*;

(e} the mecting of Mutual Reinsurance Company Limited at 2.20 p.m.*; and

2. in the case of the Scheme Creditors wha are Pratected Policyholders:

(a) the meeting of Kingscroft Insurance Company Limited at 2.25 pm.*;

(b) the meeting of Walbrook Insurance Company Limited &1 2.30 p.m.*:

(c) the meeting of El Paso Insurance Company Limited at 2.35 p.m.*;

(d) the meeting of Lime Street Insurance Company Limited at 2.40 p.m.*;

(e) the meeting of Mutual Reinsurance Company Limited at 2.45 p.m.*;

* ar as s0on thereafier as the previous meeling shall have concluded or been udjourned
at which place and respective times all the said Scheme Creditors arc requested to attend.

Each Scheme Creditor or his proxy will be required 1o register his atiendance at the meetings he is entitled o anend prior to their commenee-
ment. Registration will commence at approximately 12.30 p.m.

The chairman of the mectings will address Scheme Creditors gencrally on the Scheme and on the issucs relevant o vnllng, at the commencement
of the first mecting.

The Scheme is proposed between each Scheme Company and its Scheme Creditors, being creditors in respect of any claim arising out of a liability 10
which the Scheme Company is subject at the date of the Scheme or to which it may become sthcd thereafter by reason of an obligation incurred before
that date, except any claim which would have been prefi | under applicable statute in a liquidation of thal Scheme Company or a claim in respect of
the cosls or expenses of the Scheme (both of which will be payable in full).

On a liquidation of a Scheme Company, certain creditors would be entitled o protection under the Policyholders Protection Act 1975, The
Policyholders Protection Board has agreed Lo joia in the Scheme and to make payments in accordance with its terms to any Scheme Creditor who,
being a Protected Policyholder, would be entilled to protection under the Policyholders Protection Act 1975 on a liquidation of a Scheme Company
and who, in addition, is eligible for protection under section 16(9) thereof.

Any creditor of one or more of the Scheme Companies who is or belicves that ke may be entitled to attend the relevant meeting of a Schemc
Campany against which he has a claim may oblain a capy of the document containing the Scheme and an expl Wl in ¢

with section 426 of the Companies Act 1985 of Great Britain and, in addition, in relation 1o Mutual Reinsurance Company Limited only, wcnou
100 of the Companies Act 1981 of Bermuda, and the forms of proxy for usc at the mectings, from the Provisional Liguidators of the Scheme
Companies 3t Coopers & Lybrand, St Andrew’s House, St Andrew Strcet. London EC4A JAY or al the office of the below-mentioned Solicitans
at the address given below.,

Memoranda on the Policyholders Protection Act 1975 and on the Ackman appeal in procecdings in relation to the said Act are contained at
Appendices XIV and XV 10 the explanalory statement. Any person who is in any doubl whether he is a Scheme Creditor of a Scheme Company
and, if so, a Scheme Creditor other than a Protected Policyholder, or a Scheme Creditor who is a Protected Policyholder. should consult his own
legal adviser without delay,

Scheme Creditors may atlend and vole at the relevant mectings in person or by proxy and are, in any event, requesied to completc the forms of
proxy and retum them (o the Provisional Liquidators of the Scheme Companies at Coopers & Lybrand, St Andrew’s House, St Andrew Strect,
London EC4A 3AY by 5.00 p.m. on 12 November 1993 (London time), although if not so returned they will be accepted at any time prior 1o the
commencement of the meetings (and may be handed in no carlier than 12.30 p.m. on the day of the meetings at the place fixed for them),

By the said Orders the couns have appointed Chiristopher John Hughes or, failing him, lan Dauglas Barker Bond or, failing him, Garcth Howard
Hughes to act as chairman of the meetings and have dirccied the chairman to report the results thereof to the respective counts.

The Scheme will be subject to the sanction of the High Count of Justice (England) and the Supreme Count of Bermuda.

Clifford Chance Solicitors 10

200 Aldersgate Street 1D B Bond and C J Hughes
London EC1A 41) Provisional Liquidators
Dated 8 September 1993. of the Scheme Companics

-

If you arranged insurance for yourself or your clients with the Weavers
Stamp between 1972 and 1990, or through the “Drivers Stamp” in the same
period, you need to know that five of the insurance companies in the Stamps
cannot pay claims in full, and face liquidation. They are:

Kingscroft Insurance Company Limited

Walbrook Insurance Company Limited

El Paso Insurance Company Limited

Lime Street Insurance Company Limited

Mutual Reinsurance Company Limited

Kingscroft was variously known as “Dart”, “Dart and Kraft” and “Kraft"
Insurance Company Limited; Lime Street was formerly Louisville Insurance
Company Limited.

Any holder of a policy or contract of insurance in which any one or more of
the companies participated may be a creditor of them, either now or in the future.

An alternative to Liquidation

lan Bond and Chris Hughes of Coopers & Lybrand have been appointed
Provisional Liquidators of all the companies (referred to together as
“KWELM”) by the High Court of Justice (England) and also, for Mutual
Reinsurance, the Supreme Court of Bermuda.

lan Bond and Chris Hughes have proposed, as an alternative to liquidation, a
Scheme of Arrangement under the Companies Acts of England and Bermuda.
The purpose of the Scheme is to enable the companies to pay their creditors a
percentage of their claims as they are agreed, whilst retaining sufficient cash
assets to pay the same percentage to creditors whose claims are agreed later.

The Scheme of Arrangement cannot go ahead unless it is approved by
creditors. The Courts have authorised meetings of creditors to consider and,
if thought fit, approve the Scheme. These meetings are to be held on 17
November 1993 at Alexandra Palace, Wood Green, London, England. Holders
of policies or contracts of insurance in which the companies participated may
vote at the meetings or appoint a proxy to do so.

Coopers
&Lybrand

- 7 October 1993

Did you arrange
iInsurance
through the
“Weavers Stamp”

Find out more
A series of presentations has been arranged to brief pohcvhoiders and
their brokers or other advisers on the Scheme, and to answer their questions.
Meetings will be held at 2.00 p.m. (local time) as follows:

Date Venue

27 September 1993 London Press Centre
New Street Square
London EC4A 3JB

Roosevelt on Madison Avenue
45 East 45th Street
New York, NY 10017

The Westin Hotel
909 North Michigan Avenue
Chicago, lllinois 60611

Hyatt at Los Angeles Airport
6225 West Century Boulevard
Los Angeles 90045

Hotel Nikko Atlanta
3300 Peachtree Road NE
Buckhead

Atlanta, Georgia 30305

Grapevine Convention Center
1209 South Main Street
Grapevine, Texas 76051

(Near Dallas/Fort Worth Airport)

For more information call the Provisional Liquidators on ++44 71 212 8120
(UK 071 212 8120), or write to them at KWELM, St Andrew's House, 20 St
Andrew Street, London EC4A 3AY, United Kingdom. Full details of the
Scheme are available on request.

8 October 1993
12 October 1993

14 October 1993

15 October 1993

KWELM
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Execs voice support for Lloyd’s

But market expected to lose prominence

By GAVIN SOUTER
and JAMES M. BURCKE

MONTE CARLO, Monaco—Few
insurance and reinsurance execu-
tives expect to see Lloyd’s of Lon-
don collapse—and even fewer

would welcome

C R XK its demise.
Despite being
37th a major compet-
Rendez-Vous itor for many of
the reinsurers at
de Septembre e Tt
®96¢ vVous de Sep-

tembre, Lloyd's
is an integral part of the insurance
industry and the world’s markets
would be weaker without it, many
said.

But though it has a good chance
of survival if it attracts corporate
capital and cuts its expenses,
Lloyd’'s will become an increas-
ingly marginal player in the insur-
ance game, they said.

Capacity reductions throughout
the London market have made
Lloyd’s and London companies
less able to compete with rivals in
the United States, Europe and
now Bermuda, they contend.

“I don’t want to see Lloyd’s col-
lapse because it would reflect
badly on the whole reinsurance
industry,” said Balz Heyer, man-
ager for northern, central and
eastern Europe for Swiss Reinsur-
ance Co. in Zurich.

The disappearance of Lloyd’s

would also create an opportunity
for unprofessional and insecure
insurers to enter the market, said
Christian Excoffier, president of
Axa Reinsurance in Paris.

“Lloyd's is essential because it
provides balance in the interna-
tional insurance market. If it col-
lapsed, you would have an in-
crease in speculative capital and
that would not benefit ceding
companies,” he said.

Although U.S. ceding compa-
nies are not relying on London as
much as in previous years, they
are hoping they can continue to
rely on the London market for
support, said Robert F. O’Leary,
president and chief operating offi-
cer of reinsurance broker Willcox
Inc. in New York.

“London underwriters have

been pompous and arrogant in the
past, but you don’t want them to
go into the soup,” he said.

Not the least of the reasons why
insurers and reinsurers want to
see Lloyd’s survive is that Lloyd's
syndicates act as a reinsurer or
retrocessionaire for many compa-
nies, several reinsurers said.

Although the reduction in ca-
pacity means that Lloyd’s role as
a reinsurer is dwindling, it is still
the lead reinsurer for many insur-
ers including Gerling-Konzern
A.G., confirmed Chairman Juer-
gen Zech.

Although Assicurazioni Gener-
ali S.p.A. is buying less reinsur-
ance from Lloyd's due to its re-
duced capacity, it is still confident
in the security of the market, said
Benito Pagnanelli, deputy general

Lawsuits Have A

Funny

Effect On

Non-Profit

It’s pretty hard to keep decision-makers in their seats once they learn they can be sued for the
decisions they make. Harder still when you find out general liability, personal umbrellas and
statutory immunity can’t provide the necessary protection.

Others realize they need Directors and Officers Liability Coverage, but are afraid of the cost

and complications.

Aetna/Executive Risk has the solution: an easy-to-buy policy specifically written to protect

non-profits and their directors. Priced appropriately for non-profit budgets. Act now.
Non-profit directors are going fast. Call your agent or broker, or contact the Non-
Profit Professionals at Executive Risk Management Associates, 82 Hopmeadow

St., Simsbury, CT 06070, 1-800-677-5442, fax 203-651-8809.

[Etna

manager of Generali in Trieste, It-
aly.

“The solvency of Lloyd's is still
good. Although it is not as good as
before, the security of the whole
market has deteriorated over the
past five years,” he said.

However, some of Generali's
policyholders are concerned about
the security of Lloyd’s and ask
whether it participates on Gener-
ali's reinsurance programs, he
said.

Lloyd’s also remains a major re-
insurer for Colonia Insurance
A.G. in Cologne, confirmed Direc-
tor Axel Biagosch. “We don't buy
as much coverage from Lloyd’s as
we used to, but that is because
Lloyd's changed and there is not
the capacity available,” he said

Colonia has filled the holes in
its coverage left by Lloyd’s with
coverage from continental Euro-
pean reinsurers, Mr. Biagosch
said.

But not all of Lloyd’s former cli-
ents are successful in transferring
their coverage to the continent.

“We can see why Lloyd’s has its
problems,” said Mr. Heyer of
Swiss Re. “We are offered a lot of
business that was written at
Lloyd's, and we cannot accept it
because it is bad business.”

One of the reasons why Lloyd’s
has slipped behind competitors is
the poor caliber of some of the
middle management at the Corp.
of Lloyd’s, said Andrew Goodier, a
director of European International
Reinsurance Representatives in
London.

Although the top management
at Lloyd’s is excellent, its middle
managers are inefficient and old-
fashioned, he said.

Lloyd’s has identified corporate

capital as its main hope for the fu-
ture and most reinsurers seem to
agree with that ambition.
. “Lloyd’s needs corporate capi-
tal, and we hope it gets corporate
capital,” said Graham D. Brice,
president of International Risk
Management (Bermuda) Ltd.

The sheer volume of money cur-
rently being poured in to the in-
surance industry should guarantee
some corporate capital for Lloyd’s,
said Jay A. Novik, president of Eu-
ropean International Insurance
Co. Ltd. in Barbados.

Corporations are eager to join
Lloyd’s, and those that join first
will reap the most benefits, said
James M. Payne, chairman of bro-
ker Sedgwick Payne Ltd.

“People that join now will have
quite a few benefits, not the least
of which is that 1994 should be a
good, profitable year,” he said.

The United States, and possibly
China, will be major sources of
corporate capital, according to
Michael A. Butt, president and
CEO of Mid Ocean Reinsurance
Co. Ltd. in Bermuda.

There is a great deal of interest
from corporations in investing in
Lloyd’s, said Charles Holland,
managing director of the reinsur-
ance department of Johnson &
Higgins Ltd. in London.

J&H has formed a joint venture
with Salomon Bros. examining the
possibilities of corporate capital.

By the year 2000, all of the capi-
tal of Lloyd’s will be corporate—
either directly from companies or
from incorporated groups of indi-
vidual members, Mr. Holland said.

This would effectively end un-
limited liability, the hallmark of
Lloyd’s for more than 300 years,
but again this is necessary change,
reinsurers say.

“Unlimited liability will disap-
pear,” said Ajit Jain, president of
Berkshire Hathaway Inc.’s rein-
surance division in Stamford,
Conn. “Unlimited liability and
limited liability cannot exist at the

Continued on next page



Continued from previous page
same time, and it's only a matter of
time before unlimited liability dis-
appears altogether.”

“Unlimited liability is an out-
dated idea, and no name in his
right mind will sign on now for un-
limited liability,” said Mr. Brice of
IRM (Bermuda).

Liability for past losses will still
be a major stumbling block for
Lloyd’s as it tries to attract corpo-
rate capital, according to Herve
Cachin, president of Societe
Anonyme Francaise de Reassur-
ances in Paris.

“I don’t believe too much in cor-
porate capital” as the salvation for
Lloyd’s, he said.

“The business plan is a good
plan—the best that can be imple-
mented. But, will it be enough to
save Lloyd’s?” he asked.

“I am skeptical that corporate
names will be that interested be-
cause the ring fence is not water-
proof,” Mr. Cachin said.

In its business plan, Lloyd’s an-
nounced that it would “ring fence”
pre-1986 liabilities and they would
be reinsured into a Lloyd’s-admin-
istered reinsurer called NewCo.
(BI, Aug. 30). ‘

Lloyd’s is taking a very optimis-
tic view about its ability to attract
corporate capital, said John Enge-
strom, managing director of Mer-
cantile & General Reinsurance Co.
P.L.C., in London.

“You hear a lot about corporate
capital waiting in the wings, but
the operative word is ‘waiting,’”
he said.

Corporations will be wary about
the ability of Lloyd’s to ring fence
the past liabilities, agreed Mr. En-
gestrom.

Other executives are concerned
that the ring fence will be too ef-
fective and Lloyd’'s will not meet
all of its past liabilities.

Some in the United States are
worried that the formation of
NewCo. and the ring fencing of
past-year long-tail liabilities will
mean that Lloyd’s someday will
cut off payments for pollution and
asbestos claims to the U.S. market-
place, said Frederick O. Kist, the
Atlanta-based managing partner
for Coopers & Lybrand’s casualty
actuarial and risk management
consulting practice.

To ensure that NewCo. will have
sufficient funds to meet its liabili-
ties, it should be allowed to in
some way participate in future
profitable underwriting at Lloyd’s,
said Mr. Novik of European Inter-
national Reinsurance.

In the more immediate future,
1994 will see a further reduction in
the number of syndicates and ca-
pacity at Lloyd’s.

As few as 140 syndicates will still
be underwriting in 1994, compared
with the more than 228 that are
currently underwriting, said Mr.
Payne of Sedgwick. :

Syndicate mergers and the clo-
sure of poorly performing syndi-
cates will continue throughout the
year, he said.

Overall, Lloyd’s capacity will not
decline by more than $1 billion
next year, because syndicates will
increasingly use quota-share rein-
surance to build capacity, said Mr.
Butt. “New capacity will come to
Lloyd’s as quota-share in 1994 and
as corporate capital in 1995.”

And though the reduction in ca-
pacity has halved the amount of
catastrophe reinsurance capacity
in London, the London market will
still set terms and conditions for
catastrophe coverage, said Mr.
O’Leary of Willcox.

This is vital for Lloyd’s survival,
according to Mr. Brice of TRM,

Lloyd’s cannot let its capital or
its influence diminish too greatly
because “Lloyd’s will only exist if
it is a leader,” he said. “A Lloyd’s

broker won'’t sign a slip led by Mid
Ocean in Bermuda because of ego.”

In addition to fewer syndicates,
Lloyd’s and the London market
should have fewer brokers, said
one U.S. broker.

There are still nearly 100 Lloyd’s
brokers, but “the distribution sys-
tem in London cannct handle that
many. . . .There must be consolida-
tion,” he said.

“We want to work with Lloyd’s,
but they have set up the most
costly distribution system” of any
insurance market, the broker said.
“Break the barriers and let insurers
go direct or base corpensation to
Lloyd’s brokers on the value-added
services they provide."

The broker also noted that
Lloyd’s syndicates have been at-
tempting to reduce brokerage com-
mission, primarily on catastrophe
coverages. “Here they are in deep
you-know-what, and here they are
trying to cut brokerage terms.” IEll
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New ventures unveiled at Rendez-Vous

By JAMES M. BURCKE
and GAVIN SOUTER

MONTE CARLC Monaco—The
Rendez-Vous de Seatembre is tra-
ditionally a time for reinsurers and
other companies to make big an-
nouncements.

While the an-

© © © © nouncements
coming out of
37th tke 37th annual
Rendez-Vous gathering were
de Septembre N2t as earth-
snattering as in
© O Q¢ scme years, like

ir. 1990 when
Aon Corp. announced it was mak-
ing an unsolicited—albeit unsuc-
cessful—bid for Cecroon & Black

Corp. (BI Sept. 24, 1990), there
still was news aplenty:

s International Risk Manage-
ment Group, the captive manage-
ment powerhouse, is forming a
broker in Bermuda, International
Risk Brokers Ltd.

While IRM always had a Ber-
muda broxeraze license ar.d placed
reinsurance for its cap-ive, the
company decided to form a stand-
alone brokeczge unit for several
reasons, explained Greham D,
Brice, president of Inte-national
Risk Managermr.ent (Bermuda) Ltd.

First, some IRM clients expressed
an interest ‘n having an autono-
mous brokerage unit place their re-
insurance, rather than an cperation
that also managed captives, Mr.
Brice explaired.

In addition, IRM formed the bro-
kerage unit to place business with
Chubb Atlantic Indemnity Ltd., a
Chubb Corp. facility formed in
Bermuda earlier this year that
writes excess workers compensa-
tion and directors and officers lia-
bility insurance (BI, May 10). IRM
(Bermuda) manages Chubb Atlan-
tic.

The new brokerage also will bro-
ker reinsurance on behalf of IRM
client captives to the new Bermuda
catastrophe reinsurers, he said.

The brokerage unit will be man-
aged by Senior Vp John Walsh,
who now heads a two-person staff.
However, the staff will soon double
in size, Mr. Brice said.

¢ Paris-based Compagnie Trans-
continentale de Reassurance ex-

pects to nearly double its capital
and surplus by the end of the year
te 650 million francs ($.16.2 mil-
lion) from about 360 million francs
($64.3 million) currently.

The company’s current capital
and surplus is “totally insufficient”’
in today’s market,” said Transcon-
tinentale Director and Manager
Jacques Tanguy.

The capital increase is just part
of the expansion on whizh Trans-
continentale has embarked, ac-
coriing to Mr. Tanguy.

“We have built up the technical
management of the company in the
last five years to be ready to ex-
par.d when the time comes,” he ex-
pla:ned.

That time appears to be now.

Mr. Tanguy predicts that 1993
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and 1994 will be “good years’ for
the reinsurance industry, while
1995 will be “stable” and 1996 will
mark the return of competition for
property risks—'‘unless there is a
big catastrophe.”

To take advantage of those good
years—and its increased capital
base—Transcontinentale plans to
increase its premium volume to be-
tween 1.8 billion and 2 billion
franes ($321.7 million and $357.4
million) in 1994, Mr. Tanguy said.

By comparison, Transcontinen-
tale wrote 1.25 billion francs in
premiums in calendar-year 1991
($241.3 million), the last year for
which figures are available.

Currently, about 30% of Trans-
continentale’s business comes from
France, about 30% comes from
other European Community na-
tions, about 15% comes from
North America and about 15%
comes from the remainder of the
world. The reinsurer does not write
business in South America and
most of Africa.

The percentage of business com-
ing from outside Europe and North
America increased following the
opening of a Singapore branch of-
fice at the beginning of this year,
Mr. Tanguy said.

The Singapore office “is working
out well. We came in when some
other players fell back,” he said.

Transcontinentale writes primar-
ily property business; casualty, ma-
rine and aviation reinsurance con-
stitute a very small portion of its
book of business, Mr. Tanguy said.
About 70% of its business is pro-
portional reinsurance, with the re-
mainder made up of excess-of-loss
and catastrophe coverage.

e Unistrat Holding of Amster-
dam, which manages the P.AR.ILS.
political risk insurance pool, is
“transforming’ itself into a risk-
bearing insurance company, an-
nounced Louis Habib-Delonele,
president of Unistrat.

The new company, Unistrat As-
surances, will be 25% owned by
SCOR S.A., which is a major share-
holder in Unistrat Holding; 25%
owned by COFACE, the French
government’s political risk insur-
ance unit, which is a pool member;
and 15% owned by Unistrat’s cur-
rent management. The remaining
35% of the new company will be
offered to other insurance-related
businesses, including three to five
of the insurers that are now mem-
bers of the P.ARLS. pool.

Mr. Habib-Deloncle is not ruling
out possible U.S. investment.

The organization of the new
company will result in the demise
of the pool, Mr. Habib-Deloncle
noted. The decision to form the
new company was made because
“pool members could not agree” on
strategy, he said.

“In the past, (the pool) had a
committee structure that was sup-
posed to form unanimous consent.
That didn’t always happen. We will
have better decision-making with
the company setup,” he explained.

“Now, we will be able to define
strategy more clearly.”

The new insurer, which will be
based in Paris, will be capitalized
at 130 million French francs ($23.2
million), Mr. Habib-Deloncle said.
The company is hoping to offer up
to $7.5 million in capacity per risk
when it begins writing at the be-
ginning of 1994,

“We will start by covering in-
vestment risks,” but the insurer
also hopes to write “expatriate”
protection like expulsion coverage
and kidnap and ransom insurance,
he said.

Continued on next page
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Continued from previous page

Unistrat Assurances will retain
at least 35% of the business it
writes, ceding the remainder to the
same group of reinsurers, which in-
cludes SCOR, that reinsures the
P.AR.IS. pool, he said.

Mr. Habib-Deloncle has no
doubts that the new company will
be successful. “We know that the
demand is there for private politi-
cal risk insurance” as opposed to
coverage written by government
agencies, like the Overseas Private
Investment Corp. in the United
States.

Unistrat Assurances will own
100% of Unistrat Corp. of Amer-
ica, an underwriting manager that
accepts business on behalf of The
Unity Fire & General Insurance
Co. of New York, a SCOR subsid-
lary.

Unistrat of America currently of-
fers up to $2 million in political
risk capacity.

While the organizational shift
means the end of the P.ARLS.
pool, one thing remains the same:
Unistrat Assurances will be “the
only private monoline political risk
insurer in the world,” according to
Mr. Habib-Deloncle.

P.ARIS., which will continue to
write business through the end of
the year, writes about $20 million
in premiums per year, covering ex-
posures in nearly 90 countries.

More than 35% of its clients are

'We know that the
demand is there for

private coverage.
points out Mr.
Habib-Deloncle.

French companies. The pool’s poli-
cyholders include 43 of the top 100
industrial companies in France,
Mr. Habib-Delonele said.

Fifteen percent of the pool’s poli-
cyholders are U.S. companies, 10%
are U.K. companies, 10% are Ger-
man firms and the remainder come
from other European nations.

e Royal Insurance Holdings is
cutting back its reinsurance under-
writing operations in the United
States with the sale of its U.S. sub-
sidiary, American Royal Reinsur-
ance Co., to QBE Insurance Group
Ltd.

The purchase price is $59 mil-
lion; the sale is expected to be com-
pleted by Sept. 30.

American Royal Re wrote net
premiums of $41 million in 1992
and had net assets of $54 million at
year end.

“This agreement to sell American
Royal Re represenis a significant
diminution of our reinsurance ex-
posure, which has been identified
as a non-core business longer
term,” pointed out Richard Gam-
ble, group chief executive of Royal.

e CLM Advisers, part of Sedg-
wick Group P.L.C., launched a
fund that is intended to become a
corporate member of Lloyd’s of
London.

The CLM Insurance Fund, which
will invest in UK. stocks, will
commit part of its capital to
Lloyd’s.

The fund will be a limited liabil-
ity company listed on the London
Stock Exchange.

“The fund is designed to appeal
not only to institutional investors
but also to private investors for
whom the costs of establishing and
maintaining their own corporate
member could outweigh the poten-
tial benefits,” a CLM statement
said.

The stock portfolio will be man-
aged by BZW Investment Manage-
ment in London, |

Workers comp

Continued from page 1

However, there was speculation
last week that the administration
was considering an emergency re-
draft of the four-page workers
comp section of the president’s
239-page health reform proposal.
The redraft reportedly may re-
quire the immediate merger of the
workers comp and general health
care systems.

The administration reportedly
was considering such a position to
generate employer support for its
overall health care reform pack-
age, especially among small firms.

Under the draft proposal, an in-
jured worker requiring non-emer-
gency treatment would receive
care from the health plan in which
he or she is enrolled for other
medical services.

To make this feasible, the pro-
posal would override state laws
allowing injured workers to
choose any health care provider.

Emergency care could be sought
from any provider.

In addition, each health plan
would be required to offer spe-
cialized care for workplace inju-
ries, either directly or through
contracts with other providers.

Each health plan also would

have on staff a workers comp case
manager to coordinate treatment
and rehabilitation of injured
workers with workers comp insur-
ers and self-insured employers
and “to facilitate rapid return to
work.”’

Health plans would be reim-
bursed for treatment of work-re-
lated injuries by workers comp in-
surers or self-insurers based on a
fee-for-service schedule set by the
health alliance or through negoti-
ated arrangements.

The draft proposal also explic-
itly states that “nothing in this
policy alters or diminishes the ef-

tion laws as the exclusive remedy
for work-related injuries.”

“What they have done has pre-
served and strengthened aspects
of the traditional system that
work well,” said Peter Rice, legis-
lative counsel for Liberty Mutual
Insurance Co. in Boston.

The workers comp medical sys-
tem will continue to be a state-
based system, with claims ulti-
mately paid by workers comp in-
surers and self-insured employers,
Mr. Rice said. In addition, em-
ployers will still have an incentive
to maintain safe workplaces be-
cause workers comp insurance

fects of state workers compensa- Continued on next page
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Workers comp

Continued from previous page
will continue to be experience-
rated, he said.

Administration health care
planners have made ‘“two major
improvements” over the current
system, Mr. Rice said.

e First, the proposal would
override state laws giving employ-
ees the choice of any provider.

“People can't shop around for a
doctor who will say they can’t go
back to work,"” Mr. Rice said.”

“The plan should reduce the fre-
quency of ‘dueling docs,’” said
Robin Obetz, an attorney with Vo-
rys Sater Seymour & Pease in Co-
lumbus, Ohio, who serves on the
U.S. Chamber of Commerce'’s La-
bor Relations Committee.

The choice of the initial pro-
vider is controlled by the injured
employee in 29 states and by em-
ployers or insurers in 15 states,
according to a 1992 report by the
Workers Compensation Research
Institute. The remainder of the
states use some other approach.

However, by overriding state
laws regarding choice of provider,
the proposal also would eliminate
the ability of employers or insur-
ers to direct care, points out Craig
A. Berrington, senior vp and gen-
eral counsel with the American
Insurance Assn. in Washington.

Regardless of the provision’s
scope, “I am confident the legisla-
tive process will correct the prob-

lem,” Mr. Berrington said.

From a labor perspective,
changing choice-of-provider rules
would furnish “a golden opportu-
nity to restore trust and confi-
dence in the decisions and delib-
erations that medical providers
make regarding work-related ill-
nesses and injuries,” said James
Ellenberger, assistant director for
the AFL-CIO’s Department of Oc-
cupational Safety and Health in
Washington. “We can only do that
if we are convinced the gaming is
ended.”

“There are incredible opportu-
nities present in this approach
that could result in substantial
cost savings by reducing friction
costs and litigation over medical
issues simply by reducing doctor
shopping and efforts by the par-
ties to workers comp to control
the choice of providers, determi-
nations made about causation, ex-
tent of impairment and return to
work,"” Mr. Ellenberger said.

Others note that the choice-of-
provider provision would bolster
the use of managed care, since
managed care will be a big ingre-
dient in the health plans formed
by regional alliances.

Generally, “I'm encouraged by
the support for managed care,”
said Rodger S. Lawson, president
of the Alliance of American Insur-
ers in Schaumburg, 111.”

However, one workers comp
scholar noted that the proposal
would set what some would say is

an important precedent.

“This (provision) represents se-
rious federal incursion into state
workers compensation programs,”
said Peter Barth, an economist at
the University of Connecticut at
Storrs. “While not necessarily a
bad one, this community of people
interested in workers comp should
pause and reflect.”

“The overall impression is (the
proposal) opens the door pretty
wide for creation of a federal
workers comp system,” said Gre-
gory A. Saxum, workers compen-
sation director for Eastman
Kodak Co. in Rochester, N.Y.

s The second major improve-
ment, according to Mr. Rice, is the
proposal that health plans be re-
imbursed for workers comp-re-
lated treatment by workers comp
insurers or self-insured employers
according to a fee schedule or al-
ternative arrangements.

For example, a health care plan
could bill workers comp insurers
based on per case capitated rates.
And, health plans would be per-
mitted to negotiate rates with in-
dividual workers comp insurers
and self-insurers that vary from
the fee schedule.

This provision should reduce
health care cost-shifting to the
workers comp system, which pays
first-dollar medical costs, insurer
and employer spokesmen note.

The rule that each health plan
designate a workers comp case
manager also won praise.
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The case manager is expected to
ensure that the plan of treatment
for an injured worker meets ap-
propriate protocols and is de-
signed to assure rapid return to
work, the draft said.

But there may be a downside to
the proposal.

For example, the case managers
may simply add another layer of
bureaucracy, said Mr. Saxum,
who also is president of the Na-
tional Council of Self-Insurers.

“What seems to be lacking in
the very broad proposal is an un-
derstanding that workers com-
pensation requires a very differ-
ent type of case management,”
said Judith Greenwood, director
of research, training and informa-
tion with the West Virginia Work-
ers Compensation Division. For
example, the case manager must
cope with the prospect of litigated
claims and requires extensive
communication among parties.

Under the proposal, the scope of
health care benefits for work-re-
lated injuries would continue to
be defined by the states.

Mr. Barth questions whether in-
surers and employers would be re-
quired to provide broader rehabil-
itation benefits than those cur-
rently required by state law.

Mr. Ellenberger says no. “This is
not an effort to mandate voca-
tional rehab.”

And, while the proposal says
that “disputes related to whether
an injury or illness is work-re-

lated are resolved in accordance
with existing state laws,” it is
“very unclear” how the disputes
would be resolved, Mr. Saxum
said.

“There is the potential to make
workers compensation adminis-
tration for employers and employ-
ees more cumbersome, complex
and costly,” he said.

The timetable for implementing
the proposed plan varies with the
type of plan. For regional alli-
ances, the federal requirements
related to workers comp would
become effective two years after
implementation of health care re-
form in a particular state. The
plan would take effect in 1998 for
large corporations that form their
own health care alliances.

It also would create a Commis-
sion on Health Benefit and Inte-
gration “to study the feasibility
and appropriateness of transfer-
ring the financial responsibility
for all medical benefits (including
those now covered under workers
comp and automobile insurance)
to the new health system.”

The departments of Labor and
Health and Human Services
would provide staff support to the
commission, which must draft a
report by July 1, 1995.

In the interim, the two federal
departments would be authorized
to conduct “a demonstration pro-
ject in one or more states” to de-
velop “protocols for the treatment
of work-related injuries.’

GOP health reform plans
take coverage burden
off of employers’ backs

By MARK A. HOFMANN

WASHINGTON—Unlike Presi-
dent Clinton’s health reform plan,
separate plans released last week
by House and
Senate Repub-
licans would
not require
employers to
provide health
care coverage

CLINTON

to employees.

The Senate plan would require
all employees to buy coverage; the
House plan would not. Both plans
rely more heavily on individuals
and less heavily on employers
than the Clinton plan does.

Despite the sharp differences
between the Clinton and GOP
proposals, bipartisanship seemed
the order of the day.

Sen. John Chafee, R-R.I, the
chief architect of the Senate GOP
plan, insisted that his party was
“not drawing any lines in the
sand.”

This conciliatory tone drew
praise from a leading voice on
health care issues on the other
side of the aisle. “After the horri-
ble experience of the budget, a
much closer working relation-
ship” is emerging between Repub-
licans and Democrats on health
care reform, said Sen. John D.
Rockefeller IV, D-W.Va., who
supports President Clinton’s plan.

Republican senators propose
capping the tax-deductibility of
employer-paid health premiums.
The actual amount would vary by
region. The cost of coverage up to
the cap would be totally deduct-
ible to the self-employed.

The Senate plan also calls for
the creation of regional purchas-
ing alliances for small businesses.
Unlike the Clinton proposal, the
GOP plan would make member-
ship in these purchasing groups
voluntary and would limit partici-
pation to employers and employ-

ees in businesses with no more
than 100 employees and to indi-
viduals who do not participate in
an employer health plan.

To help promote universal cov-
erage, the GOP Senate plan would
create a system of vouchers for.
those too poor to purchase their
own insurance. This subsidized
coverage would be phased in over
a period of years.

Like the Clinton proposal, both
Republican plans also are de-

Sen. John Chafee
says the Republicans

are ‘not drawing any
lines in the sand’ on
health care reform.

signed to curb medical malprac-
tice costs. In at least one contro-
versial area, though, the Republi-
can plans go further than the
Clinton proposal: Both GOP plans
would cap non-economic damages
at $250,000 in medical malprac-
tice cases. The president’s plan
stops short of such caps.

The GOP House plan is less
sweeping than its Senate count-
erpart in some respects. Under the
House plan, no one would be re-
quired to purchase insurance,
though health insurers would be
required to offer at least one stan-
dard and one catastrophic plan
for small businesses that employ
two to 50 people. Health insur-
ance premiums for the self-em-
ployed would be fully tax-deduct-
ible.

And, the House plan would cre-
ate low-tax “Medisave” accounts
to help individuals save for medi-
cal expenses.

The House plan would also spe-
cifically pre-empt state laws that
restrict the use of managed care.IEIR



Business Insurance, September 20, 1993 / 55

Lack of malpractice award caps attacked

By LOUISE KERTESZ

Insurers and doctors are torn be-
.ween hopes that the Clinton
nealth reform plan would help
ower medical malpractice premi-
ums and awards and the nagging
__ suspicion that

| costs will not
) come down un-
til non-eco-
| nomic damage

g% awards are

: " capped.

President Clinton’s plan does in-
clude several steps strongly backed
vy tort reform advocates, like re-
ducing awards by amounts victims
set from collateral sources and al-
lowing periodic payment of dam-
ages in some cases.

But the legal, medical and insur-
ance communities are quick to note
that the health care reform plan
did not adopt the favorite cause of
tort reform advocates: caps on
awards for pain and suffering.

“Without some sort of significant
cap, other reform proposals. . .will
have no meaningful impact (on
premiums),” said Lawrence Smarr,
executive director of Physician In-
surers Assn. of America. Washing-
ton-based PIAA represents 44 do-
mestic physician-owned or con-
trolled insurers, or about 60% of
the private physician market.

“It doesn’t appear to be a serious
proposal,” said Phil Hinderberger,
vp and general counsel at Norcal
Mutual Insurance Co., a medical
malpractice insurer in San Fran-
cisco.

Caps on non-economic damages
form a critical part of California’s
widely praised Medical Injury
Compensation Reform Act of 1975,
which also includes some of the
measures President Clinton pro-
poses.

That law has “stabilized insur-
ance premiums, reduced defensive
medicine and (had) a salutary ef-
fect on the doctor-patient relation-
ship,” said James S. Todd, execu-
tive vp of the American Medical
Assn. in Chicago. “At the same
time, there has not been a public
outery that they are being denied
appropriate settlements.”

“1 want to make it absolutely
clear that the cap is most impor-
tant—or some limitation on dam-
ages. It doesn't have to be a
cap. . . .You could give juries
much more explicit guidance than
they have today,” explained Martin
S. Connor, president of the busi-
ness-backed American Tort Re-
form Assn, However, he allowed
that the Clinton proposal should
reduce the cost of malpractice in-
surance.

Some business groups think the
Clinton proposals would work—
perhaps too well for their taste,
Recognizing that recovery from a
doctor’s malpractice insurer is lim-
ited, “any smart plaintiffs lawyer”
will consider filing suit against the
drug or medical device companies
that the Clinton plan would not
cover, said Charles F. Preuss, a
principal with Preuss, Walker &
Shanagher in San Francisco, which
represents drug companies. “It’s
strictly a pragmatic approach.”

The Pharmaceutical Manufactur-
ers Assn., the AMA and other pow-
erful lobbies are forming the Na-
tional Medical Liability Coalition
to lobby for pro-business product
liability provisions in the national
health plan.

Malpractice reform has never
been a top health care priority for
employee - benefit managers. In-
stead, they have focused on “what
things they do have control over,”
like utilization and reimbursement,

said Roy Lyons, vp/marzger of he
employes benefits department at
Johnson & Higgins in Los Angeles,

Philosophically, emplovers bzek
tort reform as a way to lower costs,
But looming health care problems
make changing medical malprac-
tice laws seem like “pie iz the sky”
to most businesses, he said.

Medical malpractice premi-
ums—at a total cost of about S8
billion annually—constizute only
about 1% of the nation’s heal:h
care tab. But that is still an “awfal
lot of mcney,” said James Cathcert,
vp of gcvernmental and corporate
relations at Doctors Co. Insurance
Group, a malpractice insurer :n
Napa, Calif.

The Clinton administration’s
draft health reform proposal con-
tains eight provisions related <o

medical malpractice. Two would
establish pilot projects: One would
make health plans, as enterprises,
liable for malpractice rather than

‘It doesn't appear to
be a serious

proposal,” says Phil
Hinderberger of
Norcal Mutual.

individual doctors; the other would
examine what effect physician
practice guidelines would have on
malpractice suits.

The plan also proposes:

e Using alternative dispute reso-

lution in medical malpractice
cases. Consumers with a elaim
against a health care provider
would first be required to follow
an non-binding ADR system, but
could later file suit in court.

¢ Requiring malpractice suits to
include an affidavit signed by a
medical specialist “practicing in a
field relevant to the claimed in-
]'ury-ﬂ

e Limiting attorneys fees for
malpractice cases to one-third of
an award, with individual states
allowed to impose lower limits.

e Making public the malpractice
awards and settlements reported to
the National Practitioner Data
Bank (BI, Nov. 4, 1991).

e Reducing malpractice awards
by amounts the victims recover
from other sources, like health in-

surance.

e Allowing defendants to pay
malpractice awards in install-
ments, rataer than as lump sums,
“as appropriate to reflect the need
for medical and other services.”

California plans already success-
fully use ADR in non-malpractice
cases and =xpandirg binding ADR
to malpractice would further cut
costs, said Maureen Corcoran, who
heads the health care practice divi-
sion at San Francisco law firm
Pillsbury, I4adisen & Sutro.

But she faulted the “enterprise
liability” pilot proiect. Shifting lia-
bility to a managed care firm, she
said, disrupzs the careful balance

- that is needec between doctors’ in-

centives to control costs and their
obligation to provide the best care

possible. [ Bl

WESTZ KN ATLANTIC REINSURANCE CORPORATION

the Catastrophe. It was no time for
an intermediary to worry about the
staying power of its markets.

U.S. intermediaries who rely
on Western Atlantic know we're
committed to the business of
reinsurance. We'll be there before,
during, and after catastrophes strike.
We're part of the world-

a complete range of services
necessary to meet the ever-
expanding needs of the American
intermediary market.

The essence of our business is
risk. Western Atlantic is committed to
managing risk through good times and
bad - especially years like 1992.

Brokers need a reinsurer
who's committed,
no matter what tu

1992 was infamous as the Year of

wide Swiss Re Group, and as
professional reinsurers, we

provide financial stability and
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Reform to aid emploVers: Official

By MARK HOFMANN

WASHINGTON—Employers
that provide health benefits to the
dependents of employees should
“considerable” relief under

the Clinton
3] health plan,
one of the
% plan’s archi-
L8| tects promises.
.~ Her .audi-

: ence, though,
seemed skeptical of some aspects
of the plan. At a symposium spon-
sored by the International Society
of Certified Employee Benefits
Specialists, Judith Feder drew a
loud moan when she mentioned
the administration was consider-
ing a “surcharge” on self-insured
companies.

see

Another moan greeted Ms.
Feder, principal deputy assistant
secretary for planning and evalu-
ation in the Department of Health
and Human Services, when she
dropped this bombshell: The
Clinton administration plans to
eliminate nearly all types of flexi-
ble benefit plans (see story, page
1).

Other details of the Clinton pro-
posal were more predictable. Em-
ployers with fewer than 5,000 em-
ployees would be required to join
health purchasing alliances under
most eircumstances, said Ms.
Feder. Retirees do not count to-
ward that 5,000.

A lower minimum would have
required much more government
oversight and could have stifled
innovation, which she said occurs

most.often in larger firms.

Companies that self-insure
would have to offer the same ben-
efit’ package offered by the alli-
ances and would have to offer em-
ployees their choice of plans, she
said.

Employers that have more than
5,000 eligible employees would-be
permitted to join the alliances if
they wished. They would initially
be charged an experience-based
premium that would be shifted to
the particular alliance's commu-
nity-based premiums over time.

Employers would not be re-
quired ‘to cover retirees between
age 55 and age 65. Companies
might face. a. one-time levy to
cover early retirees, Ms. Feder al-
lowed, but generally people who
retire before they are eligible for

Medicare would be covered in the
alliances.

Answering a question from the
audience, Ms. Feder said the ad-
ministration is not planning to al-
low employers with fewer than
5,000 eligible ‘employees to com-
bine to form their own self-in-
sured plans independent of the al-
liances. “We're are not expecting
that kind of aggregation,” she
said. : ‘

Alliances would probably
charge large companies a pre-
mium equal to 7.9% of payroll.
Small firms would pay a smaller,
unspecified ‘premium. Ms. Feder
did not detail how large a sur-
charge might be levied on self-in-
sured plans to help finance the al-
liances.

Ms. Feder said employers who
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- health care system.

provide coverage for employees’
dependents not currently covered
under another plan would come
out ahead under the new system,
because the cost of providing that
coverage would be shifted to the
larger pools. Employers’ contribu-
tions would be determined on a
per worker basis, she said.

She added that employers’ pre-
miums for part-time workers will
be assessed on a pro rata basis.

The administration is “commit-
ted to integrating” workers com-
pensation health benefits into the
reformed national health care sys-
tem, Ms. Feder said. Workers
compensation insurers would pay
the premiums for injured workers
into the alliances and the alli-
ances would be required to have
specialists available to provide re-
habilitation for injured workers,
she said (see story, page 1).

That is the first step of a two-
step process. Next the administra-
tion plans to create a national
commission charged with finding
ways to integrate the workers
comp ‘system more fully into the
larger health care system, she
said.

Although workers compensa-
tion insurers will retain a role in
the reformed health care system,
Ms. Feder noted that the role for
insurance agents and brokers who
specialize in health coverage will
be greatly diminished. Ms. Feder
said. they would be reduced to
selling policies for supplementary’
benefits not covered under the al-
liances. i

Single-payer
proponent calls
reform inadequate

WASHINGTON—President
Clinton has “basically designed a
plan for the suburbs” that doesn’t
address the health care problems
of rural or inner-city residents,

asserts the au-

% thor of legisla-

B tion  that

hd would estab-

lish a Canadi-

MY an-style sin-
“ gle-payer.

Rep. Jim McDermott, D-Wash.,
predicts that although “we will
pass a bill by Easter,” the legisla-
tion that Congress approves won't
be what President Clinton has
proposed. - : -
_Although Rep. McDermott
wouldn't go so far as to proclaim
victory for his single-payer bill,
H.R. 1200, he told a press briefing
last week that the administration
had incorporated many of his
ideas in its proposal.

Rep. McDermott has lined up 89
co-sponsors—all Democrats—for
H.R. 1200, also known as the
“American Health Security Act.”
The bill would, among other
things, create a federal health
care financing system for state-
administered health plans. Pa-
tients would continue to choose
their own physicians and hospi-
tals.

Rep. McDermott said that by
creating health purchasing alli-
ances, the administration simply
imposed another layer of adminis-
tration that ‘“‘prevents people from
looking up” and seeing that the
program is really a government
program. He added that by creat- -
ing what are essentially single-
payer health systems in each
state, the administration recog-
nized ‘‘the political reality that
managed competition wouldn’t
work everywhere.”

—By Mark Hofmann



Flex plans

Continued from previous page

ably would also destroy so-called
full-fledged flexible benefit pro-
grams in which employees receive
“flex dollars” or “flex credits” to
be used for health care. Employees
can typically take unused credits in
cash, which then is taxed, or rolled
over into 401(k) plans.

Any doubts that the proposal
only would apply to premium con-
version plans or flexible spending
accounts were quashed last week
by Judith Feder, an official at the
Department of Health and Human
Services and a member of the
Clinton health reform task force.

Ms. Feder said at a benefits con-
ference that the administration in-
tends to amend Section 125 to re-
move health care as a eligible ben-
efit in a flex plan (see story, page
56).

The proposal would not affect
another popular Section 125
plan—spending accounts in which
employees make pretax contribu-
tions to pay for child care ex-
penses. Group term life insurance
also could still be financed through
spending account.

For several months, White House
officials have been straightforward
about their intent to eliminate the
programs, benefit lobbyists say.

“The White House has been fair
and open, We felt this was the
likely result based on the feedback
we had been getting. It was not a
surprise,” said Ken Feltman, presi-
dent of the 750-member Employers
Council on Flexible Compensation,
a Washington-based trade group
that represents both employers and
flex plan administrators.

While the administration did not
say why it wants to remove health
care from flexible benefit pro-
grams, one reason may be obvious.

“There is a lot of revenue here.
They are scraping for ways to fi-
nance health care reform without a
major tax increase,” said Frank
McArdle, a consultant with Hewitt
Associates in Washington.

Allowing the tax break on flex
plans would cost the Treasury De-
partment a total of $17.6 billion
between 1991 and 1995, the con-
gressional Joint Committee on
Taxation estimates.

Flexible benefit programs have
grown spectacularly over the last
several years as health care costs
have risen sharply. Between 1987
and the start of this year, the num-
ber of full-fledged flexible benefit
plans jumped to 1,061 from 462. At
the same time, the number of firms
with flexible spending accounts
only—rather than full-fledged
plans—increased to 467 from 254,
according to Hewitt Associates.

Section 125 has driven much of
this growth. It is Section 125 that
lets employees funnel pretax con-
tributions into FSAs to pay for un-
covered health expenses. FSAs
make it easier for employers to
shift costs—by raising deductibles,
for instance—since employees pay
in pretax dollars.

Full-fledged plans can also let
employees select benefit packages
that meet their individual needs.
For instance, someone whose
spouse receives health care cover-
age through his or her own em-
ployer might buy a low-cost indi-
vidual-coverage health plan and
apply the unused flex dollars to-
ward extra vacation days.

Benefit managers and consult-
ants agree that removing health
care expenses from Section 125
would be fatal to flexible benefit
plans as they are currently de-
signed. -

“It is a stunning blow,” said
Cathy Wooster, benefits planning
manager at Barnett Banks Inc. in
Jacksonville, Fla.

“This doesn’t leave much for flex
plans,” said Harry Conaway, a
principal with William M. Mercer
Inc. in Washington.

Others say flex programs would
survive, but in a different form—
one without the tax advantages as-
sociated with Section 125.

Companies might, for example,
set up accounts with a pool of
money that employees could tap to
buy taxable benefits, like home-
owners or auto insurance. Employ-
ees would be taxed on employer
contributions.

“Even without tax advantages,

the concept of choice remains very
important. Even without Section
125, there still will be plenty of
flexible benefit plans,” said Tom
Butterworth, a Hewitt consultant
in Rowayton, Conn. e

In fact, health reform could give
flex plans an #dfed boost>-If all
employees get “the same compre-
hensive set of benefits, employers
may want new ways to differenti-
ate their benefit packages from
competitors’. -

“If health care reformn happens,
the differentiation on health bene-
fits essentially will be eliminated.

LU LIEC O AT UTLIELE, DTPLEIILDCL 4V, LJJJd /7 44

By offering other benefits in a flex-
ible benefit plan, like homeowners
insurance, and subsidizing those
benefits, an employer will be able
to continue to differentiate itself,”
said Tom Grass, a consultant with
The Wyatt Co. in San Diego.

Others say it would be rash—just
because the administration has
made a proposal—for companies to
make any moves to dismantle their
flex plans. They note that the en-
tire administration proposal faces
fierce opposition and its fate re-
mains very much in doubt.

“I'd sit back and wait and see.

Continue to do what you are doing.
The administration proposal may
change,” advises John Welch, a
principal with A. Foster Higgins &
Co. Inc. in Washington.

Benefit managers agree.

Dow Corning Corp. plans to roll
out a flex program, as planned, on
Jan. 1, said Larry Muzzy, benefits
manager.

“We'll keep our eyes open and
our ears to the ground. But we
don't have to make any decisions
yet,” said Kevin Flatly, vp-em-
ployee benefits at American Ex-
press Co. in New York. =

e know better.
What's important
to our brokers is our
responsiveness today, and
tomorrow’s opportunities.

We prefer to see the glass
as half full rather than half
empty. This optimism is
demonstrated daily by the
level of service we provide
to our brokers. Each day
presents new challenges.
We realize we can’t be all
things to everybody. But
we can and do offer a

“The cynics would have

us believe that markets

are manipulated by
price alone.’”’

L Service is the key; our
customers demand it. RLI
provides us with the level
of service we need to
compete in this ever-
changing marketplace.
Their experienced
underwriting staff is able
to respond quickly. They
understand the E& S

marketplace and have

Dave Diriscoll
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We believe our staff is the
best and brightest in their
positions. This belief,
augmented by the
empowerment to make
decisions without unnecessary
referrals, allows us to
respond quickly and
confidently to any issue.

At RLI, we ignore the cynics.
Instead, we listen intently to
our customers.

Yesterday is 2 memory;

listening, caring, intelligent
individual who is ready to
share with our brokers this
same optimism and service
day in and day out. Ron
Helveston of Cooney,
Rikard & Curtin, Inc.,
Birmingham, AL, says it
better than I can:

RLI

tailored their products to
fit our needs. RLI will
continue to be a matket
leader and we are proud ro
be associated with them.”’

tomorrow is a vision. We are
pledged to help fulfill that
vision with new and
innovative levels of customer
service — service that is on
time, on target and ongoing.
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The Professional Marketplace

RATES AND CLOSING TIME:

Rates: Display classified is $130.00 per column inch, minimum of one inch. Straight classified is  Closing: Published every Monday. Copy must be in typewritten form by noon Tuesday, 6
$11.50 per line, minimum of 5 lines. Count 34 characters per line (include each space and  days preceding publishing date. No verbal phone copy accepted. Prepayment required for
punctuation as a character). Additional $17.50 charge for all blind box ads. Only those reponses  all advertisements. Mail ads to, Lisa Mazzetti, Classified Advertising, 740 N. Rush St
which fit into a business size envelope will be forwarded. Responses are forwarded daily. Chicago, IL 60611. For more information call 312-649-5340. FAX 312-649-7799.

RISK MANAGEMENT ANALYST

Eastman Chemical Company, a
global manufacturer, headquartered
in Kingsport, TN, is seeking a Risk
Management Analyst. Preferred
qualifications include:

* 5 years experience with an insur-
ance broker or risk mgmt depart-
ment of a global company
Exposure to property, marine, lia-
bility, and workers comp insur-
ance

College degree with courses in
risk management/insurance

VICE
PRESIDENT

Leading insurance industry
innovator has an outstanding
opportunity available for an
individual with extensive
knowledge of property/casu-
alty, bond and reinsurance
products; and excellent ne-

»

-

“Where Professionals Insure Their Careers”
S

0 Risk Management 0 Claims Management
{0 Safety & Fire Q Benefits & Pensions
Protection QO Property & Casualty and others

Also Ask About Qur Temporary Opportunities!

15 James Street, Main Level, Florham Park, NJ 07932
Call 201-765-9000 - Fax 201-765-9009

RicCHARD MEYERS
& ASSOCIATES, INC

T

gotiatingand marketing skills. * PC skills/experience in database
. and info system applications

You will be [esponSlble for * Ability to work as a member of a

solvingcommercialinsurance Se‘““‘ " _

problems for existing clients 0 o T o

and prospectsthatarereferred ngfﬂm"ﬁg fep

toyou byseniormanagement P.O. Box 1975

and field personnel. Addi- E;!:tmn ghﬁ';:‘;;lﬁf;?;;’s’”

tional areas of responsibility " Fax: (615)229-6598

include new product devel- An Equal Opportunity Eisiployes

opment and reinsurance,

Qualifications include a mini- '

mum of 10 years of insurance ACCOUNT \
REPRESENTATIVE

brokering, product develop-
ment, marketing and sales. In
addition, extensive contacts
in the insurance industry are
necessary. A Bachelor's de-
gree plusextensive additional
education in insurance, mar-
ketingand negotiatingarealso
required.

FREDERICK RAUH & CO.,
a leading Cincinnati insurance
agency/broker with national af-
filiation, has immediate opening
for individual with minimum 3
years Commercial P&C experi-
ence to service existing clients.
Prefer previous agency/broker
and computer experience. Ex-
cellent benefits, compensation
& incentive package.

Please send resume to:
Cindy L. Neky

Competitive compensation
and corporate benefits pack-
age. For confidential consid-
eration, please send your re-

r Bl CI ifi MNATIONAL SALES MANAGER
ed Fast-growing Disability Management corp.
ass' L s with national visibility and reputation is seek-
ing a top sales executive to head its sales/
assure marketing team. Experience, professional-
H ism, and strong ability to motivate people
top quallty and self are a must.
L] Responsible for managing regional sales
L fesu‘ts. managers and developing new territories.
Responsible for selling medical cost con-
tainment services to self insureds, TPA's
and to insurance companies.
I MBA preferred with 5-7 years of sales man-
agement experience. Located in Texas. Ex-
BRANC“ tensive travel, Excelient salary/benefits/com-
pensation package.
MANAGER Mail resume to: Box#2819, Dusiness In-
“A- Excellent” and admitted Zatines, ot Rt oo it
Commercial P&C carrier lo- :
cated in Northeast is seek-
ing an individual to establish
and manage a new branch Brokers/Agents

office in Denver. Territory to
include CO, KS, MT, NM, &
WY. College educ., GPCU and
7+ yrs of commercial multi-
line production & under-

“Do you have clients who
pay too much for
workers’ compensation
insurance?”

CEBCOR can provide work-

\

i . Preferred Accounts writing experience s required. ers’ compensation insurance
sume and sa]zuy history to: Manager Please send resume & salary in the voluntary market and a
BOXZBZO,BLISIIIESS[D_SUI?HCE. FREDERICK RAUH requirements to: risk management program to
740 Rush Street, Chicago, IL & COMPANY Box 2811 qualified companies to help
60011-2590. 3300 Central Parkway Builucss Tasnbkines control costs. We are expand-
Cincinnati, OH 45225.2384 40 N. Rush § ing our Independent Market-
\_ : y, 740 N. Rush St. ing Agent network. For de-
Chicago, IL tails, call Anthony Proto at:
60611-2590 312-849-2200.
4
CLAIMS MANAGER
DIRECTOR OF Property and Casualty

UNDERWRITING

American Healthcare Systems (AmHS), located in San Diego,
CA, is a national alliance of not-for-profit multi-hospital systems.
There currently exists an opening in the AmHS Insurance
Management Services (AmHS IMS) subsidiary for a

Director of Underwriting.

AmHS IMS provides wholesale brokerage setvice for group-
sponsored insurance programs (i.e., D&0O, Property and Excess
Workers Comp) and manages the AmHS Excess Liability
Insurance Program. Total premium volume is
approximately $50 million.

The Director of Underwriting is responsible for executive
management of underwriting, marketing and related functions of
the Risk Retention Group as well as development and
implementation of new insurance or risk financing products for
AmHS sharsholders.

Requires ten or more years of progressive insurance
underwriting and marketing experience in professional
liability/umbrella which should include HPL experience with a
multi-line and/or specialty insurer writing business in a mult-
jurisdictional environment.

Please mail or fax resume and salary requirements to: AmHS,

Atin: Personnel Department, 12730 High Bluff Drive, Suite
300-A, San Diego, CA 92130-2099; FAX: (619)481-8919. EOE.

AmHS

American Healthcare Systems

Insurance Brokerage

Large Retail and Wholesale Long Island based brokerage
seeking an experienced Claims Manager to_Administer 10
person Claim Department. A minimum of 10 years claims
management experience in an automated environment
along with a high degree of technical competency with
respect to all types of property and liability claims is
required. Carrier experience and any relevant professional
designations are a plus. Send resume to: Dept. GC, P.0.
Box 7975, Garden City, NY, 11530.

The National Network of Premicr Health Systems

P/C CLAIM
PROFESSIONAL

Milliman & Robertson, Inc., a consulting and actuarial
firn, seeks a Chicago-area P/C claim professional. The
successful candidate must have 5-10 years of commer-
cial liability and workers’ comp claims experience and
will perform claim file and operations reviews. Profes-
sional degrees or designations a plus.

Approximately 50% travel is required. Compensation
is a salary of $35,000-$45,000; the opportunity of a
revenue sharing bonus; and a full employee benefits
package.

For consideration, please send a resume and salary
history to:

Ms. N. Baugues
Milliman & Robertson, Inc., 40th Floor

55 W. Monroe, Chicago, IL 60603.

( INTERNATIONAL )
REINSURANCE CAPACITY

Manager of several small International
Reinsurance Companies (combined C&S
in excess of U.S.D. 200 million) secks
to reinsure non-U.S. Facullative/Treaty
business. Please respond in writing to:

SECURITY RESOURCES
INTERNATIONAL
The Security Building
Suite 901
Fourth & Locust

\\ Saint Louls, MO. 63102

J

HELP WANTED

Challenging Career

Self starter, competitive, aggressive,
persistent, thorough team player.
Looking for a position with substantial
upside potential with quality regional
broker in the Southwest. Oil and gas or
other heavy property and/or casualty
experience preferred. Please send com-
glete resume and salary history to:

ox #2821, Business Insurance, 740 N.
Rush St., Chicago, IL 60611-2590.

PRODUCERS WANTED
CONTRACTOR SPECIALISTS

The Land Improvement Contractors of
America, a national association of con-
tractors, is looking for brokers and
producers for their national casualty-
property insurance program.

Producers should understand contrac-
tors, and be ready to cooperate with the
Land Improvement Contractors Insur-
ance Service. LIS Brokers and Pro-
ducers receive competitive commis-
sions.

Send inquiries to Land Improvement
Contractors Insurance Service, Three
Continental Towers, Ste 600, 1701 Golf
Rd., Rolling Meadows, IL 60008 or call
;gg_‘wss-ucn (5422) or Fax #708-952-

INSURANCE
MATERIAL DAMAGE MANAGER

Our client, a Wisconsin insurance com-
pany, is seeking a Material Damage
Mgr. Reports to the Director of Claims.
Primary duties include technical train-
ing, direct field staff aplpraisers‘ review
appraisal activity, salvage disposal,
vendor/discount activity. Must be able
to qualify for licensing. Prefer 4 yr. de-
greed individual with 4-7 yrs. experi-
ence in material damage appraisal/auto
repair and 2-3 yrs. directly related
management experience. Position re-
quires knowledge of auto industry from
manufacturing thru sales, repair, parts
& service, as well as data entry, word
processing and excellent human rela-
tion skills. Send resume to: Jock Seal,
The H.S. Group, P.Q. Box 24155, Green
Bay, WI 54324 or Fax resume to 414/
436-2966.

Job Oggortunlt
STATE OF FLORIDA
DEPARTMENT OF LABOR
EMPLOYMENT SECURITY
W.C SELF INSURANCE
COORDINATOR(#02808)

Grade: 530
E)lange: $3,033.33-$5,290.138
y

Pa
Salar
(Momgl

Minimum Qualifications include:
A bachelor’'s degree and seven years of
professional financial and administra-
tivé experience four years of which
must have been in a supervisory capac-
iS{. Desired but not required knowl-
edge or background in Workers' Com-

ensation Self Insurance.

lease submit a completed State of
Florida Employment Application
(available at any Florida State Em-
Bluymem Ofﬁc;‘g and/or a resume to:

etly Gibson, 301 Forrest Bidg., 2728
Centerview Drive, Tallahassee, FL
32399-0680

AN EQUAL OPPORTUNITY/
AFFIRMATIVE ACTION EMPLOYER
PREFERENCE SHALL BE GIVEN
TO CERTAIN VETERANS
AND SPOUSES
OF VETERANS AS PROVIDED BY
CHAPTER 295 LAWS OF FLORIDA
WE HIRE ONLY U.S. CITIZENS AND
LAWFULLY AUTHORIZED
ALIEN WORKERS

HELP WANTED

EB CONSULTANT. At least 10 years
Group L&H exp.; 5 as consultant. BS/
BA degree required. Competitive sal-
ary/benefits. Resume to: Consultant,
7134-A Campbell Rd. Box #25, Dallaa,
TX 75248 (confidential)

State Filings Specialist

Florida insurance company seeks nons-
moker todprepare state rate and form
filings and file statistical reports. Min-
imum 3 years experience. Call Natalie at
305-345-1101.

REQUEST FOR PROPOSALS

NOTICE

WASHINGTON STATE
USL&H COMPENSATION ACT
ASSIGNED RISK PLAN

SERVICING CARRIER
REQUEST FOR PROPOSAL

RFP AVAILABLE 9/15/93
BID DUE 11/1/93
CONTRACT PERIOD1/1/94-7/1/95

PROSPECTIVE RESPONDENTS MAY
OBTAIN A COPY OF THE RFP BY
MAILING A $25 PROCESSING &
HANDLING FEE PER COPY TO:

WA-USL&H ASSIGNED RISK PLAN
P.0. BOX 16109
SEATTLE, WA 98126

Business Insurance

Circulation
Breakdown™*™
Commercial Consumers

Administrative:

CEQ's Presidents, and Owners . 2,652
Vice-Presidents, General Managers
and Other Administrative Personnel

.......................... 4,166
Financial:

Chief Financial Officers and Vice-presi-
dents of Finance.. ............ 2,526
Secretaries, Treasurers, contollers and
other Financial Personnel . . .. .. 3,735
Risk/Employee Benefits:

Vice-presidents, directors, managers,
and other related department person-
nel of: insurance, risk, employee ben-
efits, personnel, compensation, pen-
sion, safety, security, industrial

relations, human resources and em-
ployee/labor relations . . . ... .. 15,035
Sub-total ............... 28,114
Associations .. . ............... 392
Government, Unions and Educational
INSEUWRONS .o = e v e i 1,120
Commercial Consumers

Sub-total ............... 29,626
Insurance Agents and Brokers .. 8,788
Insurance Companies.........7,977
Accountants, Actuaries, Attorneys &
Consultants ., .............. 3,572

Adjusters, Appraisers, TPA's, Ca;:!ive
Managers & Health Care Providers

......................... 1,849
Others Allied to the Field . . .. ... . 968
Single Copies . .......oeiurinnnn 0
TOTAL . ... ... .......... 52,780

= Source Business/Occupational
breakdown of qualified circulation,
November 30, 1992 issue, as submit-
ted to BPA for December 1992 BPA
Publisher's Statement.

GET RESULTS
ADVERTISE IN THE
PROFESSIONAL
MARKETPLACE

CALL

312-649-5340 -
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L.A. subway

Continued from page 3
Group in Nashville, Tenn.

The subway project program is
one of only a handful of environ-
mental wrap-up programs assem-
bled nationwide, according to Wil-
lis Corroon Vp John Theiss.

“Abdoul and (the Metropolitan
Transportation Authority) pio-
neered the environmental
wrap-up,” he said.

Besides providing a certain com-
fort level for the county transit au-
thority, the wrap-up program—
one of six wrap-ups covering vari-
ous aspects of the subway
project—makes it easier for minor-
ity contractors to bid on the pro-
ject, according to Mr. Sesay.

LACTC “is a public entity, and
we have an obligation to make
sure wherever we can to open up
new opportunities for small busi-

nesses and minority and women-
owned businesses,” Mr. Sesay ex-
plained.

“If we put out a contract with
insurance requirements of $5 mil-
lion or $10 million, including con-
tractors pollution liability, very
few (insurance) companies would
be able to provide that capacity.
And even if they can get it, the
price would be exorbitant.

“When you consider that mini-
mum premiums are $15,000 to
$20,000 a year for this type of cov-
erage, that’s just out of the ques-
tion for this particular project,”
Mr. Theiss concurred.

Under the wrap-up program, by
contrasi, winning bidders are
given three options for meeting the
required $500,000 self-insured re-
tention: provide a letter of credit
to show financial responsibility for
the amount; purchase deductible
coverage from the MTA; or pro-

vide evidence of their own insur-
ance.

Purchasing coverage through
the MTA wrap-up-is mutually ad-
vantageous, according to Mr.
Theiss, since the contractor de-
ducts the cost of insurance from its
bid, passing on the savings to the
MTA, and premiums are based on
the value of the contract, which is
considerably lower than the cost if
the coverage was purchased on the
open market.

“So instead of having to pay
$20,000 for a CGL contract on that
$100,000 job, in effect it’s costing
you $5,000,” Mr. Theiss estimated.,

In addition, the environmental
Wwrap-up program ensures prime
contractors that their coverage
will apply to the subcontractors
working under them, he added.

Because the number of prime
contractors and subcontractors in-
volved in the project are innumer-

able, with new bids being let for
each phase of construction of the
400-mile system, it’s good to know
no stone has been left unturned,
according to Mr. Sesay.

“We are embarking on the larg-
est construction project in the
United States and perhaps even
the world," he said.

The Metro Red Line Segment 1,
which runs through downtown
Los Angeles between Union Sta-
tion and MacArthur Park, opened
in January 1993. Segment 2 of the
Red Line will open at Wilshire
Boulevard and Western Avenue in
1996 and at Hollywood and Vine
in 1998. Segment 3 of the Red Line
will branch out in three direc-
tions—to North Hollywood, East
Los Angeles and the Mid-City
Pico/San Vicente area—and is
scheduled to be done by 2000.

In addition to the 22.7-mile Red
Line subway, the Metro Green line

is currently under construction be-
tween Norwalk and El Segundo.
This 20-mile line opens in late
1994. Construction on the 13.6-
mile Pasadena Blue Line light rail
system begins later this year and
will be open by 1997.

The other segment of the
North-South Metro Blue Line is
already operating between down-

+ town and Long Beach.

And Metrolink, Southern Cali-
fornia’s commuter train network,
connects commuters from Ventura
County, Santa Clarita, San Ber-
nardino and Riverside to the
downtown Los Angeles Union Sta-
tion. Commuter lines to.Orange
County and outlying areas will
open later.

A rail transit line serving the
San Fernando Valley and an ex-
tension to Los Angeles Interna-
tional Airport are under study.

Continued on next page
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L.A. subway

Continued from previous page

“When you look at the big pic-
ture on this project, you're talking
30 years and $200 billion,” ob-
served Mr. Theiss.

And because the project is pub-
licly funded, it must meet strict
environmental safety standards
set by the state Legislature,
pointed out Mr. Sesay.

“We're in California, where they
have one of the strictest environ-
mental laws in the country,” he
said.

“My job is to make sure every-
thing runs smoothly and that we

have the coverages to address”
potential environmental liabili-
ties.

To meet that goal, contractors
on the project travel to other parts
of the world to find the latest
technology to avoid certain haz-
ards, such as the metaane gas that
occurs naturally beneath the Los
Angeles Basin, according to Mr,
Sesay.

Then, environmen:al consult-
ants conduct an environmental
assessment, which involves re-
searching all public records and
documents that they canfind to
determine if, for example, a spill
has been reported at a particular

site to any regulatory agency, Mr.
Theiss explained.
The consultants also conduct ti-

environmental hazard like an un-
derground storage tank, Mr.
Theiss added.

‘From a risk management perspective, |
think it’s one of the most interesting positions
because | am doing more wrap-ups than perhaps
any single entity in the country,’ says LACTC
Risk Manager Abdoul R. Sesay.

tle searches on adjacent proper-
ties to determine whether prior
owners may have left behind an

Finally, the consultants take
soil samples from holes bored the
depth of the subway tunnels to
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find contaminants.

“So the element of surprise is
taken away as a result of the con-
tractors doing their job,” Mr.
Theiss said.

“If there’s a contaminant there,
if there’s gas there, they know
that.”

After each environmental as-
sessment is completed, another
contractor in charge of abatement
follows in the construction pro-
cess, according to Mr. Sesay.

It was this synchronization that
persuaded the underwriters at
Zurich-American Specialties to
provide environmental liability
coverage for the project, accord-
ing to Mr. Theiss,

“We put together a whole un-
derwriting submission with all
these criteria,” said Mr. Theiss.
““The underwriters were im-
pressed by the thorough precau-
tions taken,” as well as by the cal-
iber of the project management,
he said.

The LACTC “‘carefully selected
some of the best and brightest
people around” to work on the
project because ‘“we are making
history,” Mr. Sesay pointed out.

“And, from a risk management
perspective, I think it's one of the
most interesting positions because
I am doing more wrap-ups than
perhaps any single entity in the
country,” he added. “I'm manag-
ing at least six wrap-ups at the
same time, and there are more to
come.”

Fortunately, Mr. Sesay is an old
hand at assembling and managing
Wrap-ups.

From 1986 to 1988, he worked
as a production coordinator spe-
cializing in construction wrap-up
projects for Marsh & McLennan
Inc. in Africa and the West Indies.
And he put his knowledge to work
as risk manager for the city of
Philadelphia, which he left in
1990 to join the LACTC as its first
risk manager. Before 1990, the
transit authority had no risk man-
ager.

‘‘Basically, an environmental
wrap-up is similar to a construc-
tion wrap-up,” Mr. Sesay ex-
plained. “The only difference is
the exposures.

When you build a tunnel, you
not only have” digging contrac-
tors, but also design professionals
and environmental consultants
and abatement firms.

“I saw that and decided we
needed to close all the loopholes
and have a wrap-up across-the-
board for contractors, design pro-
fessionals and environmental con-
sultants.”

But while the concept is similar
to a construction wrap-up, “when
we're talking about environmen-
tal impairment liability, we're
talking about a totally different
breed of cat within the insurance
industry,” Mr. Theiss observed.

“Traditional insurance is slip-
and-fall and burning buildings.
But we're talking about an expo-
sure that is driven by legislation,”
he said.

“Secondarily, there's a great
deal of technical insight required
to understand what'’s going on.”

So the insurers that offer such
coverage use non-traditional un-
derwriters like environmental en-
gineers, according to Mr. Theiss

Assembling the complex pro-
gram took almost two years.

Since it was completed in No-
vember 1992, wrap-up programs
have been put together to cover
Superfund site cleanups with lim-
its as high as $25 million, Mr.
Theiss explained.

“But we believe we were the
first organization to go to a full-
blown wrap-up concept in the
marketplace,” Mr. Sesay com-
mented. | Bl |



Business Insurance, September 20, 19393 / bl

Employers

Continued from page 1
Consultants and employers say
they can’t determine what imme-
diate actions, if any, companies
should take until more details of
the reform plan are released.

However, employers already see
their grip loosening as the govern-
ment tells them what benefits to
offer their workers and the
amount employers must contribute
for those benefits.

At the same time, employers
don’t believe the administration’s
estimates of the savings the reform
plan will generate, which is the re-
ward employers have been prom-
ised for giving up control over
their plans.

“The plan is employer-financed,
but it's not employment-based
health benefits,” said Rick Smith,
director of health care policy at
the Assn. of Private Pension &
Welfare Plans in Washington.

Among employers’ chief con-
cerns so far is the reliability of the
proposed cap on employer pre-
mium contributions. Under the
proposal, employers are required
to pay 80% of the weighted aver-
age premium for employees cov-
ered by rtegional or corporate
health alliances, while employees
are responsible for paying the re-
maining 20%.

Contributions for most employ-
ers are capped at a maximum of
7.9% of payroll, but the maximum
for companies with 50 or fewer
employees ranges from 3.5% fto
7.9%.

Most observers remain skeptical
that the payroll tax will generate
enough revenue to purchase the
levels of coverage proposed under
the Clinton plan.

“Most employers pay about 11%
of payroll now. Suggesting a pre-
mium cap that is 25% to 30% be-
low what the market bears now is
a flight of fancy,” charged John
Erb, a principal with A. Foster
Higgins & Co. in New York.

“If there is a revenue shortfall”
because the payroll tax isn’'t high
enough, “I don't know where the
money is going to come from,”
said Susan Brown, senior manager
of Deloitte & Touche’s actuarial,
benefits and compensation con-
sulting practice in Chicago. “The
government is likely to come back
and say their estimates were
wrong and increase the cap.

The only alternative would be
for purchasing alliances to “go
back and negotiate horrendously
reduced rates with providers,” Ms.
Brown said. “But there is some
question about how far you can
try to push provider rates down
without massive revolt.”

The uncertainty surrounding the
7.9% payroll tax cap makes it vir-
tually impossible for employers to
accurately gauge whether they
will pay more or less under the
new system, pointed out Charles
Kerby, a principal in the Washing-
ton office of William M. Mercer
Inc. “There is not enough informa-
tion in the preliminary document
to enable employers to perform
hard number calculations.”

Observers also remain skeptical
about the administration’s esti-
mate of the cost of providing the
proposed standard benefit pack-
age: $1,800 for individuals and
$4,200 for families.

In fact, most employers expect
their costs to increase based on the
benefit levels in the standard ben-
efit packages proposed by the ad-
ministration, which are richer
than what some employers cur-
rently provide (BI, Sept. 13).

In addition, the requirement to
pay for health care coverage for
part-time employees and indepen-
dent contractors is bound to in-

crease employers’ costs.

Under this proposal, employers
would be required to make contri-
butions toward health care premi-
ums for part-time employees on a
pro-rated basis. The proposal de-
fines such workers as individuals
working more than 10 hours but
fewer than 30 hours per week. Em-
ployers also would make contribu-
tions on behalf of independent
contractors, which are defined as
individuals who earn more than
80% of their annual incomes from
one employer.

The rule was designed to “dis-
courage employers from designat-
ing employees as independent con-
tractors in order to avoid payment
of health insurance premiums,”
according to a draft of the pro-
posal.

Yet, many employers now hire
part-time employees and indepen-
dent contractors to avoid added
benefit costs.

“The part-time stuff is a back-
breaker. If employers have to pay
premiums for these folks, they just
won't hire them,” Mr. Erb said.

Other employers that rely
heavily on part-time workers, like
hotels and retailers, would have to
control labor costs by limiting
wage increases, Ms. Brown noted.

Large employers that would be
able to continue to self-insure
their health plans also would see
costs rise because they could not
longer limit or eliminate coverage
for certain types of services since
corporate plans must conform
with the standard benefit package.

In fact, President Clinton’s pro-
posal contains several provisions
that could discourage large em-
ployers from continuing to self-in-
sure their health benefits.

For example, self-funded em-
ployers may be surtaxed to help fi-
nance the overall reform effort.

The proposal amends the Em-
ployee Retirement Income Secu-
rity Act of 1974 so that employers
belonging to regional alliances are
no longer exempt from state laws
relating to employee benefit plans.
Also, the ERISA pre-emption no
longer applies in states that choose
to establish single-payer health
systems.

Employers that form their own
corporate alliances would retain
their ERISA pre-emption, but
questions about its scope remain.
According to the draft of President
Clinton’s proposal, the ERISA
pre-emption would be modified to
“permit taxes and assessments on
employers or health benefit plans
in corporate alliances if the assess-
ments are non-discriminatory in
nature.”

“The reason companies self-in-
sure isn't only to get around state
mandates, but to enjoy premium
tax savings and to get control of
reserves,” noted Martin Brown,
corporate manager of employee
benefits for Clorox Co. in Oakland,
Calif.

Several details in the prelimi-
nary proposal may discourage Clo-
rox from continuing to self-insure,
though the company has been
moving toward fully insured man-
aged care arrangements in recent
years anyway, Mr. Brown noted.

“There is not a lot of incentive to
continue to self-fund,” Mr. Erb
noted. “But I can’t see them blow-
ing away ERISA with the stroke of

_apen.”

Employers say the proposal dis-
courages companies from forming
corporate alliances. For example,
the administration is considering a
1% payroll tax on all corporate al-
liances to help fund public health
services and a 1.5% payroll tax to
help fund medical research and
education.

“The option to be outside the
government-run purchasing alli-
ances is illusory,” the APPWP's
Mr. Smith said. Large businesses
are particularly upset that all pub-
lic subsidies to employers and em-
ployees are denied to employers
who choose to form corporate alli-
ances, he said.

Also, employers forming their
own corporate alliance would have
to provide health care coverage to
terminated workers for up to six
months or pay a 1% payroll tax to
cover unemployed workers. Em-
ployers in regional alliances do not
face this requirement.

If the corporate alliance fails to
pay the health plan premium for
an employee for whatever reason,
the employer would have to pay
for the cost of all services rendered
to the employee.

Corporate alliances are subject
to the same cost containment goals
as are regional alliances. In gen-
eral, the proposal limits annual in-
creases in the growth of premiums
through a national inflation factor
tied to the Consumer Price Index.
Corporate alliances that fail to
meet these limits would be re-
quired to purchase coverage
through regional alliances.

Health plan premiums in corpo-
rate alliances could be based on
community rates, the corporation’s
own experience or a combination
of the two. But, if employers that
form corporate alliances find that
their premium costs are higher
than for employers in regional alli-
ances, the administration’s pro-
posal doesn’t make it easy for
companies to obtain immediate re-
lief from their cost problems.

Large employers would have the
opportunity to periodically switch
to regional alliances, but the em-
ployer must pay a risk-adjusted,
weighted average premium for a

period of four years, after which
the rates charged to that employer
adjust to obtain a community rate
over four years.

Employers and consultants also
remain wary about the way Presi-
dent Clinton proposes to pay for
retiree health care coverage, which
is the only section in the draft re-
leased earlier this month that is la-
beled.“under review.”

Under the proposal, if a worker
takes early retirement at age 55
from a company with a retiree
medical plan, the employer would

" contribute 20% of the premium

cost to insure the retiree, and the
government would pay the re-
maining 80%. Companies that do
not offer a retiree medical plan
would not have to contribute any-
thing for retiree coverage; retirees
would pay 20% of the cost of their
coverage and the government
would pay 80%, the plan says.

On the surface, the proposal
“looks like a huge windfall for a
lot of companies that want relief
from the responsibility of covering
their retirees. If I were a General
Motors or Ford, I'd be jumping up
and down,” Ms. Brown said.

Many employers may offer
workers early retirement, despite
the possibility that they may have
to pay a one-time surcharge if they
do so, consultants say.

Other companies may want to
eliminate retiree medical plans al-
together since it appears that the
government will be taking over the
major responsibility for covering
retirees.

The administration says savings
from Medicare and Medicaid
changes will finance retiree cover-
age, but consultants and employ-
ers remain skeptical. “I don't
know where the money will come
from to pay for this,” Ms. Brown
said.

Everything you wanted to know. ..

Frequent questions about reform proposal answered

By JERRY GEISEL

WASHINGTON—Ever since
copies of the Clinton administra-
tion’s 239-page blueprint for re-
forming the nation's health care
system were
released this
month, benefit
advisers have
been hit by a
barrage of

: questions from
employers asking how the pro-
posal would work.

Many of those questions, but
not all, are answered in the docu-
ment. Administration officials
continue to fine-tune the pro-
posal, though, which is expected
to continue right up to the time
President Clinton formally pre-
sents his package before a joint
session of Congress Wednesday
evening.

To aid employers in under-
standing the Clinton health re-
form proposal, Business Insurance
interviewed benefit consultants
and lobbyists for their answers to
the questions benefit managers
are asking most frequently.

Those questions and answers,
based on interviews as well as an
analysis of the Clinton health re-
form plan document, follow:

Q: Would employers or employ-
ees be taxed if companies contin-
ued to provide health care bene-
fits beyond the standard package
proposed by the administration?

A: No. Under a special grandfa-
ther provision, employees would
not be taxed, and employers
would continue to be able to take
tax deductions for benefits that
exceed the standard package for
10 years after the enactment of

CLINTON

the legislation.

To qualify for this special treat-
ment, the benefits would have had
to be provided as of Jan. 1, 1993.
In addition, employers must regis-
ter their health plans with the De-
partment of Labor before Dec. 31,
1994.

Q: Are employers with more
than 5,000 employees the only en-
tities that could establish corpo-
rate health alliances and remain
outside state-chartered regional
health alliances?

A: No. Taft-Hartley plans, also
known as multiemployer welfare
plans, as well as individual union
plans and rural electric and tele-
phone cooperatives also could es-
tablish corporate health alliances
if they covered more than 5,000
employees.

Q: Could 10 employers, each
with 500 employees, form a corpo-
rate alliance?

A: No. However, White House
Senior Domestic Policy Adviser
Ira C. Magaziner told business
lobbyists last week that the ad-
ministration would review the is-
sue.

Q: How many health plans
would regional and corporate
health alliances offer?

A: A regional health alliance
would be required to offer at least
one fee-for-service plan and two
other health plans: a low-cost
plan, which would essentially be
an HMO-type arrangement, and a
PPO-type organization, in which
cost sharing would vary depend-
ing on whether a plan participant
opted for services inside or out-
side a fixed list of providers.

A corporate-sponsored health

alliance also would be required to
offer at least one fee-for-service
plan and two other types of health
plans. While the Clinton docu-
ment does not explicitly say so, it
is strongly implied that the other
two plans would have to be an
HMO and a PPO-type arrange-
ment, said Henry Saveth, a prinei-
pal with A. Foster Higgins & Co.
Inc. in New York.

Q: Could an employer, with its
own corporate health alliance, be
forced by the government to dis-
band its alliance and join a re-
gional alliance?

A: Yes. This could happen in
several situations. If an employ-
er's workforce falls below 4,800
employees, it would have to join a
regional alliance.

In addition, if an employer was
unsuccessful in controlling health
care costs, it also would have to
join a regional alliance.

This would happen if the em-
ployer’s costs exceeded an al-
lowed rate of growth, known as
the “inflation factor,” during two
of any three years.

In 1996, for example, the al-
lowed rate of growth would be the
rise in the Consumer Price Index,
plus 1.5 percentage points. An ad-
justment also would be made for
population growth. An employer
could petition the Department of
Labor for an adjustment in its in-
flation factor to compensate for
unusual changes in its workforce,
such as a big increase in the num-
ber of older workers with high
health care costs.

“If you don't get your costs in
line, you can lose your right to run
your own plans,” said Diana

Reace, a consultant with Hewitt
Associates in Lincolnshire, T11.

Q: Could employers operate cor-
porate health alliances in states
with single-payer health care sys-
tems?

A: Each state with a single-
payer system would have the au-
thority to prohibit employers from
operating health alliances outside
the system.

Q: How many regional health
alliances could a state establish?

A: There is no limit on the maxi-
mum number of regional health
alliances that could be estab-
lished. However, a state would
have to establish a minimum of
one regional alliance.

In addition, only one regional
alliance could be established in a
specific geographic region.

For example, if the state of Illi-
nois defined Cook County as a
specific region, only one regional
health alliance could be set up by
the state in that county.

Q: What percent of employees’
health care premiums would an
employer be required to pay?

A: In general, an employer
would have to pay 80% of the
“weighted” average of premiums
offered through an alliance. This
essentially would be the average
of the premiums charged by the
different health plans offered
through an alliance.

Employers with corporate alli-
ances would have to pay a higher
percentage of the premium for
low-wage workers. For workers
earning less than $15,000 per
year, the employer would have to
pay the greater of 80% of the av-

Continued on next page
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average premium or 95% of the
premium for the lowest cost plan
available to the employee in the
corporate alliance.

However, in situations where
there are two working spouses in
a family, an employer could pay
much less than 80% of the pre-
mium for family coverage.

Q: How much would an em-
ployer pay for family coverage?

A: It would depend on the aver-
age number of workers per family
in the alliance. If two-parent fam-
ilies in an alliance have an aver-
age of 1.5 workers per family, the
employer’s per worker contribu-
tion for a two-parent family
would be 80% of the average fam-
ily premium divided by 1.5.

The administration document
provides an example of how this
would work: Assume the average
family premium is $4,200, 80% of
which would be $3,360.

To come up with the premium
an employer would pay, that
$3,360 would be divided by 1.5,
which equals $2,240.

As a result, if there were two
working spouses, each spouse'’s
employer would pay a $2,240 pre-
mium to the alliance, or a total of
$4,480.

If the employee with family cov-
erage had a non-working spouse,
the employer would pay $2,240.

This schedule would be a boon
to companies that now are provid-
ing some employees with family
coverage because an employee’s
spouse works for an employer that
does not provide health care cov-
erage. These employers could see
their health care costs decrease
substantially compared to their
current expenditures.

On the other hand, firms that
don’t offer health coverage—often
smaller companies—would have a

new benefit cost to pay.

“Clearly, there are winners and
losers,” said Tom Butterworth, a
consultant with Hewitt Associates
in Rowayton, Conn.

Q: What are the maximum
health care costs employers would
pay?

A: That would depend on em-
ployer size .and average wage
base. Premiums paid by employ-
ers in regional alliances with more
than 50 employees could not ex-
ceed 7.9% of payroll.

For employers with fewer than
50 employees, caps would be
placed on their premiums as a
percentage of payroll, with the
size of the cap linked to their av-
erage per employee wage costs.
For example, if wages averaged
less than $12,000 per employee,
the employer’s premium contribu-
tion would be capped at 3.5%,
and if wages averaged between
$12,000 and $15,000 per em-
ployee, the cap would be 3.8% of
payroll. The size of the cap would
steadily increase until it reached
7.9% of payroll for employers
whose payroll costs averaged
more than $24,000 per employee.

Q: Would employers have to
continue to pay for retiree health
care coverage?

A: This issue still is under con-
sideration. However, Mr. Maga-
ziner told business lobbyists last
week that a proposal is under con-
sideration in which employers
with retiree health care programs
as of Jan. 1, 1993, would pay 20%
of retiree health care premiums
while an unspecified retiree “sub-
sidy” program would pay the re-
maining 80% of the premium.
This program would apply for re-
tirees over age 55, who are not yet
eligible for Medicare.

If the employer didn’t offer re-
tiree health care coverage, the re-
tired worker would pay 20% of
the premium, and the subsidy pro-

gram would pay the remaining
80%.
It isn’t clear how this program,

if approved, would apply to em-

ployers that offer health care ben-
efits to retired workers who are
over age 65 and eligible for Medi-
care,

Q: What percentage of the pre-
mium would employers pay for
part-time workers?

A: Premiums would be pro-
rated with 30 hours as the base.
For example, if an employee
worked 10 hours per week, the
employer would pay one-third of
what it would pay for employees
working at least 30 hours a week.

White House officials say pre-
miums would be pro-rated down
to one hour a week.

Q: What kind of financial stan-
dards would apply to self-funded
health plans?

A: Self-funded plans would
have to establish a trust fund with
reserves equal to amounts they
owed to providers at any one time.

A new national guaranty fund,
administered by the Department
of Labor, would reimburse pro-
viders in the event a.self-funded
plan collapsed.

This national guaranty -fund
would be run similar to state
guaranty funds. Apparently, that
would mean that other self-
funded health plans could be
slapped with special charges if a
self-funded plan failed and
couldn’t pay promised claims.

Q: How exactly would the re-
form proposal control costs?

A: Health alliances would have
their budgets set by a new na-
tional board in Washington. Be-
cause alliances would only have a
fixed amount of money, insurers
presumably would have a greater
incentive to negotiate lower fees
with hospitals and physicians so
they could win contracts from al-
liances.

Mapping their future

Insurers, HMOs preparing for new roles in market

By DAVE LENCKUS

Even before President Clinton
officially unveils his health care
reform proposal, insurers and

health mainte-

= nance organi-
=] « zations are
; mapping out
— the markets
sl they could
ol 7

; = 5% continue serv-
ing and those they would be
forced to abandon because of new
economic pressures.

In insurer and HMO headquar-
ters nationwide, executives have
set up what one consultant de-
scribed as “war rooms” to deter-
mine where to allocate their re-
sources.

Those decisions are expected to
lead to a wrenching consolidation
of the approximately 1,575 health
insurance companies and HMOs,
including companies that only
dabble in the market.

Ironically, reform could leave
some areas underserved, with
some perhaps able to attract only
fee-for-service arrangements, say
some insurance executives, con-
sultants and analysts.

But others believe the proposal
offers great opportunities to some
small and regional enterprises as
well as national companies, as
long as they are efficiently run.
And they doubt market shortages
would develop.

What's not in doubt is that the
Clinton plan would radically alter
the health insurance market land-
scape.

If that proposal is enacted as
outlined in a widely circulated
draft, health insurers and HMOs
would jockey for market share in
the regions they think will be the
most profitable. Industry experts
say such market positioning will
be crucial to insurers’ and HMOs’
survival, because the resources
they would have to commit to
those markets would be limited by
the caps on premium increases
that are proposed in the Clinton
reform plan.

The proposed caps would equal
the projected increase in the Con-
sumer Price Index plus 1.5 points
in 1996, 1 point in 1997 and a
half-point in 1998. From there on,
premiums could rise no faster
than the general inflation rate.

A national health board would
adjust the inflation factor for each
health care purchasing alliance
‘“to reflect unusual changes in the
demographic and socio-economic
characteristics of the population
covered by the alliance,” the draft
proposal explains.

By comparison, midyear pre-
mium hikes were 18% to 22% for
traditional indemnity plans, 12%
to 18% for preferred provider
plans, 10% to 16% for point-of-
service plans and 4% to 14% for
HMOs (BI, June 21).

Overall, for health insurers, “it’s
not business as usual,’ said
Stephen C. Caulfield, a managing
director of William M. Mercer Inc.
in Boston.

In offices resembling war
rooms, some insurers have set up
maps of their major markets and

are trying to formulate “hold and
exit strategies,” he said.

For example, CIGNA Corp. is
“looking at how we deploy our re-
sources,” said Art Lifson, vp of
health policy-federal affairs in
Washington.

Noting that CIGNA offers man-
aged care products in more than
110 markets, he added, “We
haven’t written anybody off.”

But, the insurer announced last
week that it will eliminate 1,000
jobs in its 25,000-employee health
care division by year-end, only
partially through attrition.

The move is part of a five-step
cost-cutting effort to maintain
and enhance its market position.

CIGNA, which says the effort
does not come in response to the
Clinton proposal, also is attempt-
ing to trim expenses elsewhere by,
for example: limiting travel, en-
tertainment and purchases of of-
fice supplies; maximizing technol-
ogy; weeding out organizational
redundancies; and improving
quality of care.

ITT/Hartford Group Inc. an-
nounced last week that it was sell-
ing its group medical and dental
benefits business for an undis-
closed sum to Massachusetts Mu-
tual Life Insurance Co. so Hart-
ford can concentrate on other em-
ployee benefits business.

Hartford had been working for
a year on selling the business,
which represents $820 million or
38% of its employee benefits busi-
ness, because it did not want to
make the investment needed to be

Continued on next page

Update

ADA suit challenges AIDS cap

ALEXANDRIA, Va.—A lawsuit filed in federal court last week
claims that the Americans with Disabilities Act prohibits a Vir-
ginia firm from capping health benefits for employees with AIDS.

The ADA generally prohibits disease-specific restrictions on
benefits (BI, June 14).

An unidentified Victory Van Corp. employee is challenging
caps—$25,000 per year and $50,000 lifetime—on AIDS benefits
the company imposed in 1991. His medical bills already stand at
$18,000 and will probably exceed the caps, especially since he has
begun using the drug Neupogen, which costs $287 a day, said his
attorney, Eric M. Drattell of Howrey & Simon in Washington.

A complaint also has been filed with the Labor Department.

Bills limit aircraft liability

WASHINGTON—Companion bills introduced in the House and
Senate last week would place restrictions on product liability
suits against manufacturers of general aviation aircraft.

Introduced in the House by Rep. Dan Glickman, D-Kan., and
Rep. James Hansen, R-Utah; and in the Senate by Sen. Nancy
Kassebaum, R-Kan., the bills would limit to 15 years the period in
which civil product liability suits can be filed against aircraft
manufacturers after an accident or injury. State laws that permit
a shorter period of repose Wwould be allowed to stand.

Unlike previous—and, unsuccessful—bills, the new measures
would not eliminate joint and several liability in aircraft cases.

Hodson changing its name

NEW YORK-—G.L. Hodson & Son Inc., the U.S. reinsurance
brokerage subsidiary of Willis Corroon Group P.L.C., is changing
its name to Willis Faber North America Inc.

The name change will “give a close identification” between the
U.S. reinsurance brokerage and its immediate parent, Willis
Faber & Dumas Ltd. in London, said Willis Faber North America
Chairman and CEO James F. Dowd.

Hodson is the ninth-largest U.S. reinsurance broker, based on
1991 revenues of $25 million.

HCC raises $34.8 million

HOUSTON—HCC Insurance Holdings Inc., parent company of
a group of property/casualty companies that includes Houston
Casualty Co., raised net proceeds of $34.8 million from a public
offering earlier this month.

Proceeds from the offering will be used to expand the compa-
ny's underwriting. The HCC group, which wrote net premiums of
$20.6 million during the first half of this year, specializes in ma-
rine, aviation, offshore energy and property insurance.

A total of 2 million shares were sold in the offering at $29.50 a
share, of which 1.3 million were sold by the company itself and
the remainder by other shareholders.

Truck accident jury verdict

SANTA MONICA, Calif —Industrial Asphalt Co. of Los Ange-
les is planning to appeal a $14 million jury verdict to a Culver
City, Calif., physician whose husband and mother were killed
when a truck carrying hot asphalt slammed into their car on the
Santa Monica Freeway in 1990. .

An additional $166,000 was awarded to four people in another
vehicle who were injured when the driver of the asphalt truck lost
control of his rig.

The Santa Monica Superior Court jury on Sept. 13 assigned
30% of the fault to Gevorg Sarkisyan, owner and operator of the
truck, 50% to Industrial Asphalt, which hired Mr. Sarkisyan to
deliver the load, and 20% to the driver of the car with the flat.

Paul Stanford, the company’s general counsel, could not be
reached for comment. However, in news reports he said he ex-
pects the insurers of Industrial Asphalt and the other defendants
to appeal the verdict.

Briefly noted

Insurers would be prohibited from dropping or denying cover-
age for pre-existing health problems for individuals or groups in
California under legislation awaiting Gov. Pete Wilson's signa-
ture. A.B. 1768, sponsored by Assemblyman Burt Margolin, D-
Los Angeles, also prevents insurers from selling policies that re-
sult in substandard coverage because of a person’s pre-existing
cancer, diabetes or other serious medical condition. , . .ITT/Hart-
ford Group Inc. is reducing its workers comp rates in Texas effec-
tive Oct. 1 by an average of 16.2% below 1991 levels. This is the
third rate reduction ITT/Hartford has filed in Texas since August
1992 as a result of the state’s workers comp reform legisla-
tion. . . Robert Willis, the District of Columbia’s insurance super-
intendent, has been named the district’s first insurance commis-
sioner. . . .Wind, hail and tornadoes caused an estimated $25 mil-
lion in insured property damage to portions of Texas on Sept.
13. .. Industrial Risk Insurers plans not to renew policies on 43
selected oil and petrochemical accounts beginning Dec. 1 because
of the accounts’ exposure to uncontrolled vapor cloud explo-
sions. . . .The National Weather Service has increased its damage
estimate for the Midwest floods by $5 billion to between $15 bil-
lion and $20 billion. That makes the flooding the second most-
costly U.S. weather-related catastrophe ever, after Hurricane An-
drew. Unlike Hurricane Andrew, however, less than $1 billion of
the damage is insured.
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Reliance National’s

Risk Management
Services Division

h

_=

SRR

hen there’s no room for doubt.

Today’s complex business environment places more
demands than ever on the sophisticated risk manager of
the *90’s. Pressure to reduce the ever-increasing costs of
insurance and minimize the potential of economic harm

to large companies due to casualty losses are only a few of

the demands the risk manager faces. Using an insurance
carrier which is both flexible and responsive is a key
element in the risk manager’s program development.

At Reliance National, our Risk Management Services
Division is attentive to the needs of the risk manager and
the large casualty account. We offer a diverse array of
products and services customized to the particular needs
of each client. Talented and experienced underwriters
listen and respond to the requests of our customers.

Reliance National... THE CHOICE
in Risk Management Services.

Reliance National underwrites through Reliance National Insurance Company, Reliance Insurance
Company, Planet lnsurance Company. United Pacific Insurance Company, Reliance Insurance Company
of IHinais. and Reliance Insurance Company of New York.

4) 1993 Reliance Natiunal Insurance Company.

Risk Management Services Division

® National Risks

® Reverse Home Foreign

® Excess Workers’ Compensation

® Risk Management Programs

® Workers’ Compensation Alternative Programs
® Risk Management Consulting Services

THE CHOICE
i Reliance National

< A Reliance Group Holdings Company
77 Water Street. New York, N.Y. 10003

For further information
write us or call (212) 858-6308
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Update

Insurance fraud indictments

Continued from previous page

dollars on deliberately incurred or inflated claims. Policyholders and
their adjusters also bribed insurer representatives for favorable treat-
ment of the claims, prosecutors charge.

Those indicted include employees of Aetna Life & Casualty Co.,
Continental Insurance Co., Hanover Insurance Co. and CIGNA Corp.
These insurers and others paid claims totaling $25 million, including
one $19 million claim that American International Group Inc. paid
for allegedly water-damaged merchandise owned by a New York
sportswear company.

The indictments marked the second phase of a two-year investiga-
tion. In the first phase, 49 people pleaded guilty to defrauding two
dozen insurers on claims totaling $43 million. Fourteen others have
pleaded guilty to various charges without being indicted.

The indictments described schemes in which defendants: blew pow-
dered concrete into a building to simulate smoke and soot damage;
broke pipes to create water damage; hosed down goods and walls
with water mixed with tea to create stains; and moved the same dam-
aged merchandise from one location to another to allow various poli-
cyholders to claim it as their own.

Managed care firms to merge

AVON, Conn—The planned merger of two Connecticut health care
firms will create the nation’s largest provider of managed mental
health and substance abuse services. |

Avon, Conn.-based Value Health Inc. is seeking to buy Preferred
Health Care Ltd. of Wilton, Conn, in a stock-swap arrangement,
pending shareholder and regulatory approval.

Preferred Health mainly provides managed mental health care ser-
vices, while Value Health provides managed prescription drug, mental
health and substance abuse benefit plan services.

If combined, the companies would provide services to about 50 of
the nation’s 250 largest companies and their managed mental health
plans would cover more than 12 million people. The companies’ com-
bined revenues for year-end 1993 would total about $165 million
from mental health and substance abuse plans.

Under the deal, valued at about $425 million, each share of Pre-
ferred Health’s stock would be swapped for 0.88 of a share of Value
Health's stock. The merger is expected to be completed by year end.

Value Health'’s shares lost $1.75 Thursday to close at $34 on the
New York Stock Exchange, while Preferred Health’s shares climbed
by $6.88 to $27.88 on NASDAQ.

David J. McDonnell, chairman and chief executive officer of Pre-
ferred Health, will join Value Health's board of directors when the
transaction is complete, Other management changes—including a new
company name—are under review, said a Value Health spokeswoman.

Empire padded loss figures

NEW YORK—Empire Blue Cross & Blue Shield filed incorrect in-
formation with the New York Insurance Department for four years
due to accounting instructions from the insurer’s chief financial offi-
cer, an inquiry has found.

The filings showed “unacceptable numbers,” said Otto G. Ober-
maier, an attorney at Weil, Gotshal & Manges in New York whom
Empire retained in June to study its accounts (BI, June 21).

Empire BC/BS overstated its losses by-a total of $63 million be-
tween 1989 and 1992, the report said.

The discrepancies were spotted between the internal accounts of the
company and those sent to the Insurance Department. “We found un-
explained differences in the accounts that were the result of instrue-
tions from the CFO,” Mr. Obermaier said.

Jerry Weismann, who as Empire’s chief financial officer was re-
sponsible for the filings, was fired in July.

During the four-year period scrutinized, Empire was granted rate
increases by the state, but the increases were not based on the incor-
rect filings, the report said.

Chartwell share offering

STAMFORD, Conn—Chartwell Re Corp., parent of Chartwell Re-
insurance Co., has filed with the Securities and Exchange Commis-
sion for an initial public offering to sell 2.2 million shares of common
stock for $24 to $26 a share, or a total of up to $57.2 million.

According to the filing, net proceeds from the offering will be used
to increase the reinsurer’s statutory surplus to more than $100 million
and, together with available funds, to retire current senior debt.

Chartwell Re underwrites property and casualty treaty reinsurance
through brokers. The reinsurer’s net premiums written totaled $33.7
million for the first six months of the year, and its policyholder sur-
plus was $78.9 million as of June 30.

LUl investigation report

LONDON—The British Department of Trade and Industry is rec-
ommending that information about intermediaries and ceding com-
missions be made mandatory in reinsurance treaties after an investi-
gation into allegations that London United Investments P.L.C. di-
verted tens of millions of dollars to Liechtenstein accounts

Continued on page 50

Errors & Omissions

e A study by SCOR U.S. Corp. shows that casualty rates are 40%
of what the company believes to be break-even levels and equal to
the rates charged at the height of the soft market of the early 1980s,
These conclusions were incorrectly stated in the Sept. 20 issue.

Merger will strengthen
Travelers, analysts say

By JUDY GREENWALD

HARTFORD, Conn.—The

“merger of Travelers Corp. and

Primerica Corp. will create a
stronger company that will ulti-
mately benefit corporate insur-
ance buyers, analysts predict.

In particular, the broader finan-
cial base that the combination
creates means Travelers’ troubled
real estate holdings will pose less
of a strain on the insurer's opera-
tions, they say.

Analysts say Primerica’s man-

agement will also bring a fresh
perspective to the insurer, which
they say is sorely needed.

“The risk manager of a large
company who looks at the possi-
ble transformation of this com-
pany can be nothing but heart-
ened by these changes,” said Rus-
sell R. Miller, chairman of San
Francisco-based investment
banker Russell Miller Inc.

The two companies last week
announced a definitive agreement
for Primerica to purchase the ap-
proximately 73% of Travelers'

common stock that it does not al-
ready own. Primerica, a financial
services company whose units in-
clude stockbroker Smith Barney
Shearson, had acquired about
27% of Travelers last September
for an investment of $722.5 mil-
lion (BI, Sept. 28, 1992).

The transaction has been ap-
proved by both companies’
boards. The Primerica board also
approved the repurchase of up to
$600 million of common stock af-
ter the close of the transaction,

Continued on page 4

Amtrak liability in doubt

Barge company’s legal responsibilities may be capped

By GAVIN SOUTER

MOBILE, Ala.—Amtrak and
CSX Corp., the railroad that
owned the bridge from which a
passenger train plunged last
week, each have at least $75 mil-
lion in liability insurance to cover
claims resulting from the tragedy.

However, the owner of the tug-
boat and barges that may have
struck the bridge, causing it to
weaken and later collapse under

the weight of the passing train,
may have their liability limited to
the value of the barges under an
1851 law.

The train was carrying 188 pas-
sengers and 18 crew. Late last
week, 44 people had been re-
ported killed, while seven others
had been taken to the hospital.
None of the injured had life-
threatening injuries, said the
Amtrak spokeswoman,

Both Amtrak and CSX purchase

Deal with UAW drives Ford ahead of rivals

liability coverage from Bermuda-
based Transportation & Railroads
Assurance Co. Ltd. and Railway
Assn. Insurance Ltd., sources say.

TRAC offers coverage limits of
$25 million excess of $25 million,
while RAIL offers limits of $50
million excess of $50 million.

Washington-based Amtrak also
carries a substantial self-insured
retention, a spokeswoman said.

A CSX spokeswoman wouldn’t |

Continued on page 4

Benefit costs may burden GM _

By MICHAEL SCHACHNER

DEARBORN, Mich—So who's
the big loser in the tentative con-
tract that requires the United Auto
Workers to forego certain wage in-
creases and Ford Motor Co. to im-
prove its pension benefits and con-
tinue to provide first-dollar health
coverage?

Maybe General Motors Corp,

Health care experts and auto in-
dustry analysts agree that GM will

have difficulty absorbing the costs
of the Ford contract. Chrysler
Corp., which the UAW selected
next for patterned bargaining, will
have a somewhat easier time, they
say.

Last week, the union’s 200-
member Ford Bargaining Council
approved the deal, and Ford’s
96,000 UAW employees are ex-
pected to follow suit by the first
week in October.

Even though Ford achieved none

of the health care concessions it
sought in months of negotiasons,
the company will find the contract
beneficial at best and palatable at
worst, observers point out.

“It really seems as though Ford
negotiated more against GM than
the UAW,” said Edwin Freedman,
managing director with AlexComp
Consulting Plus, a Lyndhurst,
N.J.-based subsidiary of Alex-
ander & Alexander Services

Continued on page 51

Cat capacity gets a boost

NAMIC plan
expected to help

U.S. mutuals
By JUDY GREENWALD

CHICAGO—An additional $500
million in property catastrophe
reinsurance capacity will be
available to U.S. mutual insurers
under a program sponsored by the
National Assn. of Mutual Insur-
ance Companies.

About 100 to 200 NAMIC mem-
bers are expected to participate in
the program, said Paul Davies,
president of Chicago-based Aon
Reinsurance Agency Inc., which
helped organize the program on
NAMIC’s behalf.

The program is scheduled to be
officially unveiled this week at
NAMIC’s annual convention in
Chicago by the association's pres-
ident, Larry Forrester. It is ex-
pected to be in full operation by
January.

CNA Insurance Cos. will be the

program’s lead underwriter. An-
other six to eight domestic rein-
surers are expected to participate,
said Mr. Davies, who would not
reveal their identities pending
their official commitment.

“There will be some retroces-
sions ceded off to some compa-
nies, and probably a couple of the
Bermuda companies” participat-
ing, he said.

Mr. Davies said there will be a
different aggregate limit in each
of four basic zones in the United

Continued on page 39
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Travelers

Continued from page 2
which is expected to be completed
by year end.

Sanford I. Weill, Primerica’s
chairman and chief executive offi-
cer, will retain those positions with
the new company, which will be
called The Travelers.

Edward H. Budd, now chairman
and CEO of Travelers, will become
chairman of the executive commit-
tee of the new company’s board of
directors, as well as chairman of
The Travelers' insurance operations.
Among other executive changes,
Robert 1. Lipp, a Primerica's vice
chairman and group chief executive,
will be named CEO of Travelers' in-
surance operations.

Standard & Poor’s Corp. put its
ratings of Primerica and Travelers
on CreditWatch with positive impli-
cations, while Moody’s Investors
Service Inc. also put both companies

under review for possible upgrade.

Analysts generally were enthusi-
astic about the proposed merger.

“I think it is a much more sound
company to do business with than
anything risk managers or individ-
ual insureds have had at the end of
the line of their insurance policy for
a long time,” said Michael Morris-
sey, a principal with Firemark Con-
sultants Inc. in Parsippany, N.J.

Primerica has ‘“‘great balance
sheet integrity and great financial
skills,” and everyone “has got to feel
better about what they've got in
terms of policyholder security with
the new setup,” he said.

Mr. Morrissey said although the
move by Primerica was expected, it
was nevertheless a shock that “a
proud, old company, one of the Go-
liaths that stood atop the industry,”
will no longer be independent.

“I think Travelers has been a kind
of company that was created in the
19th century that is too big and too

unresponsive to actively meet its
competition for the 21st century,”
said Mr. Miller.

“The companies that have an ex-
pense structure created in the '40s
and ’50s and a distribution system
created at the same time have found
it hard to adopt to the competitive
pressures for Fortune 500 company
needs as well as the individual poli-
cyholder. I think somebody like
Sandy Weill and his associates are
more in tune with those needs,” said
Mr, Miller.

“T think it'll be good for Travelers
because anything that has the effect
of getting the scoundrels out is go-
ing to be good for Travelers. Any
outside wind that is going to sweep
the place relatively clean is certainly
not going to hurt and probably will
help,” said Charles Ronson, an ana-
lyst with Balestra Capital in New
York.

While there are still challenges
ahead, the move will create greater

financial flexibility and strength,
while real estate assets “will be a
smaller piece of the total pie, so to
speak,” said Larry Mayewski, senior
vp-life/health for AM. Best Co. in
Oldwick, N.J. Best affirmed its A-
rating for Travelers' property/casu-
alty and life/health operations.
Travelers reported a $485 million
aftertax charge in 1992 resulting
from the addition of $735 million in
mortgage loans and real estate re-
serves. Sales of mortgage loans and
real estate will hit book values of
more than $1 billion by year end.
However, Gordon Luce, assistant
manager with Brown Bros. Harri-
man & Co. in New York, said: “I
don't see a terrible amount of syn-

© ergy between the operations. I think

Travelers will probably be pretty
much left alone.”

Alice Cornish, a partner with
Northington Partners in Avon,
Conn., also believes Primerica’s pri-
mary interest is in life insur-

Ramon Gonzales Teja/The Image Bank

United National Insurance Company

“Never say nevet”

Some surplus lines insurance companies use under-
writing policy to bog down producers in a bottomless
quagmire of paperwork and procedure while under-
writers try to figure out what to do with unique risks
and specialty programs.

It is no wonder that producers often feel their risks
will never get written.

At United National Group—one of the largest
surplus lines insurers in America—our underwriters

:

are trained to tear through the paperwork in order to
get risks placed quickly and efficiently. We want to

help producers grow and profit.

Our companies are resourceful, flexible, and inven-
tive, and when it comes to writing surplus lines risks,

W€ NEVET Say NEVer.

United National Group. Wise enough to listen,

strong enough to act.

united
national

group

The open market for unique risks and specialty programs.

Three Bala Plaza, East  Suite 300

Diamond State Insurance Company
Bala Cynwyd, PA 19004

(215) 664-1500

Hallmark Insurance Company

United National Group companies rated A+, VIl by A.M. Best, eligible for surplus lines in 50 states, and admitted in 41 states.

United National Insurance Company's policyholders’ surplus is $146,946,000.

ance, particularly pension-type ac-
counts. As far as property/casualty
insurance is concerned, “it appears
that the Travelers people will still be
running that piece of the entity, and
I don’t think there will be many
changes in that business at all.”
Mike Romanowski, vp with Conning
& Co. in Hartford, said that scant
mention was made of Travelers ’
managed care operations at an ana-
lysts’ meeting last week with Mr.
Weill and Mr. Budd. “They did not
highlight it in the meeting yester-
day, preferring to talk a lot about
asset management, financial services
and the national account business.”
He noted Travelers’ managed care
operations serve about 2 million
subscribers. “That’s a pretty healthy
base” and large operations will be
the beneficiaries of health care re-
form. But Travelers does not really
dominate any market, and the “big
winners” will be those with large
market shares, he said. Bl |

Amtrak

Continued from page 2
comment on the Jacksonville, Fla.-
based company’s insurance.

The owner of the barges, Warrior
& Gulf Navigation Co. of Chick-
asaw, Ala., has liability coverage
with the Steamship Mutual Under-
writing Assn. Lid., a protection and
indemnity club in London, con-
firmed James Stockdale, a manager
at the club.

The company has standard unlim-
ited P&I coverage. Steamship Mu-
tual retains the first $3 million, and
claims exceeding the retention up to
$25 million are paid by the Interna-
tional Group of P&I Clubs. Claims
up to $1.01 billion are reinsured in
the London market and claims
above that are paid by the Interna-
tional Group. However, under the
1851 Limitation of Liability Act,
any damages awarded against the
company could be limited to the
value of the tugboat and six barges
that may have hit the bridge. ‘

The law limits the liability of
shipowners if they prove an acci-
dent occurred without their “privity
and knowledge,” said John Kimball,
a partner at Healy & Baille, a New
York law firm.

“If the accident was a result of or-
dinary negligence, then the liability
can be limited,” Mr. Kimball said.

An example of ordinary negli-
gence would be a situation where
the captain of a vessel made a
wrong turn while believing that he
was taking a correct course, he said.

Extraordinary negligence would
include cases in which a vessel did
not post a proper lookout as a nor-
mal matter of business, he said.

The crash occurred at about 3
am, on Sept. 22. The Amtrak Sun-
set Limited was en route from Los
Angeles to Miami when the bridge,
about 10 miles east of Mobile, col-
lapsed, causing the $10 million train
to fall into the bayou below.

A spokesman from the National
Transportation Safety Board said,
“There is compelling evidence that
the bridge was struck and there is
evidence that the (Warrior & Gulf)
barge struck something.”

The NTSB is analyzing paint col-
lected from the damaged areas of
the bridge and barges, but it is un-
likely to release an official report
until sometime next year, he said.

Warrior & Gulf confirmed that its
tugboat, the MV Mauvilla, was tow-
ing six barges near the bridge at the
time of the incident. The boat was
making its way north through heavy
fog on the Mobile River toward Bir-
mingham and Tuscaloosa, Ala. “The
vessel found itself not in the river
channel but in the Bayou Canot,”
said Andy Harris, general manag-
er-terminals at Warrior & Gulf. The
vessel was returning to the river
when the bridge collapsed. | Bl |
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Marine rates

Continued from page 3

marine cargo insurance, though, are
reporting a decrease in the amount
of non-marine risks underwritten
within marine cargo policies.

An underwriter for a major Ger-
man reinsurer said that underwrit-
ers that continue to expose their
cargo accounts to dangerous catas-
trophe accumulations by writing
non-marine coverages should find
their reinsurance rates climbing to
prohibitively high levels.

Cargo insurers face other prob-
lems. One London . cargo under-
writer said there are still “far too
many non-marine underwriters out
there who still think they know
how to write cargo risks, when they
don’t.”

This means competition still is
fierce, with a real hardening of the
marine cargo market likely to be
some way off. .

Rates for offshore energy risks in
the marine market are steadily
firming, underwriters reported. In
particular, the reduction in catas-
trophe and excess-of-loss reinsur-
ance capacity in London and else-
where has led underwriters to raise
rates for energy programs.

However, at least one under-
writer voiced concerns about
whether the marine market would
be able to sustain rate increases and
tighter conditions.

Rate increases in the marine in-
surance market, particularly in the
hull market, primarily have been
imposed because of the losses suf-
fered by underwriters and the sub-
sequent loss of capacity in the
world markets, especially in Lon-
don, said Peter N. Chrismas, under-

writer for Lloyd’s of London syndi-

cates managed by Stewart & Hugh-
man Ltd.

This may not bode well, said Mr.
Chrismas, who is also the chairman

of IUMI’s Ocean Hull Committee.

“There are currently two views as
to the way it will go,” he said of the
current marine market hardening.
“Some believe that this is such a
deep trough that it will take a long
time for the market to turn again.
Some hope it will be like the period
after Hurricane Betsy (in 1965) and
we will see a reasonable period of
stability, which is also in the cli-
ents’ interests. No one benefits from
volatility.

“But there is also the fear that
once we start to make profits again,
capacity will flow back into the
market and depress the rates
again,” he said.

For the time being, however, Mr.
Chrismas and his marine market
colleagues are happy to see rates
and conditions improving.

“All markets report rising rating
levels, increased levels of deduct-
ibles, and a tightening of terms and
conditions of coverage. Many mar-

kets report reluctance to grant cov-
erage on older vessels....While in-
dividual examples are not forth-
coming, there is no doubt that the
high cost of insuring old vessels is
prohibiting many of them from fur-
ther trading,” Mr. Chrismas told the
TUMI conference in his report on
the ocean hull market.

Martial de Calbiac, deputy man-
ager of Syndicat France de
I'Assurances Maritime & Trans-
ports and a member of the TUMI
Ocean Hull Committee, reported
that rates and deductibles in the
French hull market had risen dra-
matically.

In the first half of 1989, the aver-
age deductible on a sample of 3,900
vessels insured in the French hull
market was $32,000, he pointed out.
The equivalent figure for the first
half of 1993 was $100,000.

He also said that over the same
period, hull rates have also risen
dramatically. For the first half of
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1989, the average premium per ves-
sel in the 3,900 ship survey was
$72,000. But by the first half of
1993, premiums per vessel had risen
to an average of $180,000, a 150%
jump, he said.

Mr. de Calbiac also said that
French hull underwriters had ref-
used a record level of non-French
hull risks in 1992. Out of a survey
of 72,000 vessels not flying the
French flag, only 15% of the risks
offered had been accepted by
French marine underwriters. In
monetary terms, this represented
about $300 million in rejected pre-

The French market was by no
means alone in vigorously refusing
to underwrite poor risks. The
world's major hull markets report-
ing to TUMI's Ocean Hull Commit-
tee claim to have rejected about
20% of all risks in 1992,

But, as Thomas Prendergast,
chairman and president of the Ma-
rine Office of America Corp. in
Cranbury, N.J., asked: Where are
all the bad risks going?

“We are deleting more and more
business, but if we are all doing
this, where the hell is all this busi-
ness going to? Are we all as keen to
clean the house up as we really
claim?” he asked.

About half of the national mar-
kets that responded to a question-
naire from IUMI's Cargo Commit-
tee reported increased premium
volume, compared with a year ago.

The U.K. cargo market reported a
15% increase in premiums on aver-
age, while U.S. underwriters saw a
4% to 12% increase in volume; the
German market reported a 6.3% in-
crease; the French market’s volume
was up 6%; and the Canadian mar-
ket reported a 5% hike.

But even among underwriters
from countries that reported in-
creased cargo premiums, the mood
was still rather gloomy.

“Underwriters in London have
had some success in achieving rate
increases across the broad spectrum
of the cargo account. The rate in-
creases now being achieved are
seen as necessary in an attempt to
redress the adverse results seen
from the cargo account in recent
years,” stated the Institute of Lon-
don Underwriters. “The poor per-
formance of the cargo account has
led to a number of insurers with-
drawing from this class of business,
which has resulted in a reduction in
overall market capacity. Despite

‘the rate increases achieved, it is

generally felt that further increases
will be necessary if the account is to
return to profitability.”

The loss of capacity in London
has been a vital factor in the overall
hardening of the worldwide hull in-
surance market because business
returning to domestic markets have
found it difficult to find the same
level of capacity. Local underwrit-
ers have also been forced to raise
hull rates and deductibles because
of the scarcity of reinsurance.

Contraction in the London mar-
ket also reverberated throughout
marine cargo markets.

Respondents to IUMI's question-
naire about offshore energy mar-
kets were cautiously optimistic and
also underscored the effect of the
problems in the London market,

“We estimate that London repre-
sents approximately 65% to 75% of
available worldwide capacity per
risk. Such capacity would normally
be sufficient for most structures/
complexes, although some of the
more recent higher-valued segre-
gated designs of platforms may suf-
fer from insufficient capacity at
catastrophic/clash level,” stated the
ILU.

“The reduction in XI. capacity
has resulted in renewed confidence
that our terms will not continually

Continued on page 12
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Opinion %

A starting point for reform

RESIDENT CLINTON’S health care reform
package will revolutionize how nearly $1 trillion
in health care services are delivered and financed.

The package is a fine starting point for what may
well become one of the fiercest political debates in
U.S. history because repairing the health care system
will truly require a revolution, not the small-scale re-
forms that many opponents of the president’s package
propose.

Nearly everyone will find something to oppose in
the president’s plan. That’s the beauty of it. Every-
one—from employers to insurers to doctors to individ-
uals—will have to give up something in order for re-
form to succeed.

Many, though, are unwilling to make these compro-
mises and will fight the president’s plan tooth and
nail. This is short-sighted because the Clinton plan is
the only comprehensive reform proposal with a
chance of passage by the end of next year. Those who
will not give this plan a fair hearing are essentially
saying the health care system does not require funda-
mental reform.

We believe that many of the basic principles in the
package are on the 'mark, including universal health
care coverage, a guaranteed basic benefit package,
more information about the cost and quality of care,
and the formation of health care purchasing alliances.

We absolutely agree with those who say that health
care costs never will be brought under control without
universal coverage. As long as some Americans re-
main uninsured, we’ll continue the endless round of
cost-shifting and delay of essential treatment that
leads to much bigger costs later on.

It also isn’t too soon to say that an employer man-
date—requiring employers to pay 80% of employees’
health care premiums—will ignite a fire storm of pro-
test from the small-employer community. Small em-
ployers already are charging that an employer man-
date will cause firms across the country, at best, to lay
off employees and, at worst, to close their doors.

But to these critics, we ask a basic question: What is
their alternative? Would they prefer instead a single-
payer system as a way to assure universal coverage?
We don’t think so, given small employers’ desire to
have a smaller, not larger, role for government.

On the other hand, even though the Clinton health
package is only days old, certain problems—big
ones—are obvious.

We agree with Sen. Daniel Patrick Moynihan, B-:

N.Y., who describes the administration’s revenue as-
sumptions as “fantasy.” Yes, there is a lot of waste in
the current health care system and cutting it, along
~ with new “sin” taxes, will raise revenue, lots of it. But
it won’t be nearly enough to finance universal cover-
age.
Similarly, the idea that health care alliances will be

Business
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able to deliver a comprehensive benefit package for
an average of $1,800 for individual and $4,200 for
family coverage is not realistic.

And much as we might like the idea, we don’t think
the government has the resources to take on the tens
of billions of dollars in retiree health care obligations
that employers have promised to workers retiring be-
fore they are eligible for Medicare.

As a broad principle, we think health alliances—gi-
ant purchasing cooperatives organized by states—are
essential, if only to reduce administrative costs. But
after a certain point, size is not a virtue. Creating gi-
gantic health care purchasing alliances, as the admin-
istration’s proposal would surely do, would lead to gi-
gantic bureaucracies and would not spawn competi-
tion, which in turn could lead to inefficient delivery of
health care. If a group of employers—all under the ad-
ministration’s minimum size of 5,000 employees—
wants to form its own purchasing alliance, it should
be given that option.

Certainly, we and others will have additional criti-
cisms of the president’s plan in the weeks ahead. Any
proposal, particularly one as complex as this one, will
benefit from thoughtful criticism. Indeed, President
Clinton has made a point of saying that the adminis- -
tration is open to suggestions.

No one should expect quick action on the Clinton
package, and that suits us fine. The only thing worse
than no action is a reform package that irreparably
damages the health care system.

But with presidential leadership, an intense debate
in Congress and informed comments from employers,
we believe that fundamental reform of a broken-down
health care system finally is possible.
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Change driving risk managers into new territory

To the editor: T would like to congratu-
late Barbara Stewart and Business Insur-
ance for her excellent and cogent article,
“An Uncertain Future,” in the Aug, 30 is-
sue. What she makes quite clear is that

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

change is sweeping through our entire
economic/societal structure and, inevita-
bly, the insurance industry. That potent
tool, the computer, has helped create this
change under which heretofore “uncer-
tainties” have now become “risks” subject,
hopefully, to control and management.

It doesn’t take any great analytic genius
to see these forces at work: Sears Roebuck
Co., International Business Machines
Corp., General Motors Corp. and Lloyd’s
of London are all having to rediscover and
restructure themselves accordingly. Size,
tradition, track record—none of these fea-
tures seem to be predictors of continued
success. .

Ms. Stewart draws a parallel between

the risk management profession and the
American frontier where settlers knew
where they were depending on whether
they were being harassed by “Eastern
bankers or Indians.” Risk management
will also be required to change as its fron-
tier is continually pushed forward.

Ms. Stewart states that General Custer
found out that venturing into unknown
territory could be dangerous. We all seem
to be living in “Indian country” these
days.

Paul Richard

Manager, Insurance Services
Broadcast Cable Financial
Management Assn.

Des Plaines, I1l.
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Marine rates

Continued from page 6
be undermined by foreign competi-
i-n. Business is gravitating towards
those with the best security rather
tran the best reinsurance programs,
ar-d underwriters are placing greater
emphasis on spread with peak expo-
sures commanding particular atten-
t.cn,” the ILU added.

For the overall marine market, the
fzll in capacity worldwide—and es-
pecially in London—appears o be
having a significant impact on pric-
ing. But, as Lloyd's underwriter Mr.
Crrismas noted, if increased rates
are caused only by declining capac-
itv, the potential for a similarly
rapid decrease in rates if new capac-
it enters the market is all too real.

“There is a slight concern that
corporate capital at Lloyd’s—not to
msntion Bermuda—may reverse the
siaation. I certainly hope this does
no: happer,” he said. Bl |

Cargo theft flourishes at L.A. port

By ADRIAN LADBURY

STOCKHOLI, Sweden—A spate
of hijackings and armed robberies
at the Port of Los Angzeles could
cost nsurers as
muck as $100
million in in-
surec cargo
losses this year,
according to Los
Angeles Police
Department esti-
mates.

In the first half of 1993, 60 inci-
dents of cargo heft from trucks at
the port had already been reported
and the police expect the crime
wave to continue, said Roderic J.
Wildish, chairman of the Interna-
tional Union of Marine Insurance.

The insured value of those losses

has been pegged at $51.1 million, he
told the IUMI annual conference,
held last week in Stockholm. In all
of 1992, 72 incidents of theft at the
Port of Los Angeles cost cargo in-
surers $78.9 million, he added.

“They (the hijackings) are increas-
ingly accompanied by violence and
(the figures) do not include ordinary
theft of trailers and containers,
which average about 10 a night,”
said Mr. Wildish, who is also execu-
tive vp of the Marine Office of
America Corp.

Mr. Wildish later said he believed
that the rapid rise in incidents could
probably be related to the recession
and similar problems encountered in
Italy. During last year’s IUMI con-
ference in Bern, Switzerland, Clau-
dio Campana, a director of Assi-
curazioni dItalia S.p.A. in Rome,

gave a presentation on hijackings
and armed robberies in Italy (BI,
Sept. 21, 1992). He said then that
between 1983 and 1991 the number
of armed robberies of trucks loaded
with goods increased to 6,000 from
only 150.

As in Italy and elsewhere, the hi-
jackers in Los Angeles concentrate
their efforts on easily sold and
high-value goods like electronic ap-
pliances.

According to Mr. Wildish, the
LAPD, which has set up a special
unit to deal with the growing prob-
lem, believes that much of the
growth can be blamed on insiders in
the cargo and transport industries.

Arnaldo Solimano, a member of
the TUMI executive committee and
an executive with Assicurazioni
Generali Sp.A., said that Italy’s
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rash of hijackings has been over-
shadowed recently by a massive in-
crease in the hijacking of goods
bound for the former Soviet repub-
lies and other Eastern European na-
tions. Road freight to the region was
rapidly becoming an uninsurable
risk, he said.

“Russian hijackers concentrate on
goods easily sold on the black mar-
ket such as radios, food and alco-
holic drinks,” said Mr. Solimano.

Hijacking also is a major concern
to cargo underwriters in Poland, ac-
cording to Andrzej Geisler, an exec-
utive with Warta Insurance & Rein-
surance Co, Ltd., which controls
nearly 75% of Poland’s marine
cargo insurance market.

“In domestic transports, Polish in-
surance companies have also en-
countered cases where the whole
truckload of goods and commaodities
disappeared. These cases are cur-
rently under close investigations by
the police, but it is now obvious that
these losses were attributable to or-
ganized crime,” he said.

Messrs. Wildish and Solimano
said that the key to stemming such
thefts is to collect more information
about the crimes. At the moment,
little is known about the thefts ex-
cept for a general recognition that
they are “recession-related” crimes.

Cargo theft was also highlighted
as a major problem in the air cargo
industry.

James Zrebiec, a member of the
cargo loss prevention committee of
the American Institute of Marine
Underwriters and chairman of In-
ternational Marine Underwriters, a
division of Commercial Union Insur-
ance Co. in New York, said that ac-
cording to a recent AIMU survey,
41.5% of the value of insured losses
in the air cargo industry over the
past five years were blamed on
“theft, pilferage, non-delivery and
shortage.”

Mr. Zrebiec could not offer an ex-
planation why the cost of theft is so
high in the air cargo industry. He
did suggest, however, that see-
through “igloo containers,” which
are made of acrylic and have be-
come more common over the last
five years, are partly to blame.

While these containers have
“made it harder for handlers to acci-
dentally leave cargo inside, unfortu-
nately it has also made it easier for
a thief to ‘window shop’ a closed
container,” he explained.

“Theft is still a major problem at
some U.S. airports, and little seems
to have changed the reputations of
New York and Miami as risky air-
ports to use. However the Port Au-
thority of New York did report that
‘only’ $3 million in claims were
made for stolen goods in 1992 out of
a total imports value in excess of $3
billion,” Mr. Zrebiec said.

But Mr. Zrebiec also identified
two areas that could help limit fu-
ture losses due to theft and shortage,
“Better shipment tracking is avail-
able via hand-held scanners to read
bar codes on cargo,” he said, adding
that records of cargo movement
must be kept long enough to trace
cargo that is later stolen.

In addition, “electronically coded
plastic identification cards have
helped keep undesirables off airport
grounds by limiting entry to autho-
rized personnel only. Access codes
on these are now changed regu-
larly,” he said.

The arrival of automated cargo
handlers could help the claims rec-
ords of air cargo underwriters. Delta
Air Lines is using robots to handle
goods in some facilities. “I am
pleased to say that there have been
no reported cases of robots involved
in any pilfering,” Mr, Zrebiec 581%3]]
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Qil Pollution Act

Continued from page 3
surer said.

OPA 1990 creates “two potential
economic nightmares” for vessel
owners or operators, said Mary
Shaddock Jones, general counsel
at Hollywood Marine Inc. in Hous-
ton.

First, the law allows the U.S.
Coast Guard to charge owners and
operators unlimited fees for
cleanup costs associated with oil
spills.

For example, she said, the Coast
Guard recently billed a Texas
barge and towing company
$16,000 to clean up a five-barrel
oil spill. Another responsible party
was billed $13,000 for one Coast
Guard helicopter flyover.

In addition, she said, responsible
parties are forced to pay for in-
spections when a spill is only sus-
pected, not confirmed.

Another question arising from
OPA 1990 is whether a claimant
may recover economic damages
without accompanying physical
damage, Ms. Jones said. Currently,
federal appellate courts are di-
vided on the issue, and the lack of
predictability is harming vessel
owners and operators, she said.

Pollution liability insurance pre-
miums for shipowners will in-
crease this fall due to the ex-
panded federal regulations under
OPA 1990, said Richard H. Hobbie
I, president of Water Quality In-
surance Syndicate in New York.

“Our intention is to provide
guarantees under OPA, but we
cannot state categorically that we
will. We will have to study the
Coast Guard regulations when
they are promulgated,” Mr. Hob-
bie said.

Proposed rules under OPA 1990
would expand federal financial re-
sponsibility authority from just
the outer continental shelf waters
to all navigable waters in the
United States and its territories,
explained Jeffrey P. Zippin, chief
of inspection, compliance and
training at the U.S. Department of
the Interior’s Minerals Manage-
ment Service in Herndon, Va. This
could mean coastal waters, rivers
and streams, most lakes and wet-
lands, and reclaimed farmland, he
said.

And, the proposed rules would
expand the definition of “offshore
facilities” to include pipelines, ma-
rinas and oil tank farms located
near navigable streams, he ex-
plained.

Proposed rules would increase
operators’ oil spill financial re-
sponsibility to $150 million from
$35 million. All operators of “off-
shore facilities” in all navigable
waters would be subject to the
$150 million requirement, said E.
Ronald Dixon, senior program an-
alyst at the Minerals Management
Service.

And, he said, civil penalties for
failure to comply would increase
to $25,000 per incident from
$10,000 per incident per day.

The Minerals Management Ser-
vice is seeking comment on the
methods available to show finan-
cial responsibility under OPA 1990
and the economic effects of the fi-
nancial responsibility requirement
on companies, and on oil produc-
tion and distribution, Mr. Dixon
pointed out.

Proposed rules are scheduled to
be published in the Federal Regis-
ter by next spring, and final rules
are expected to be published about
two years from now, he said.

OPA 1990 also is unclear on the
issue of intentional jettisoning of
polluting material when the jetti-
son would create less pollution
than a spill, said George L. Wad-
dell, a partner at Hancock, Rothert
& Bunshoft in San Francisco and

Legal exemptions threatened

Marine insurers suffer from industry’s image problems

By NANCY P. JOHNSON

HOUSTON—Marine insurers
have historically enjoyed an ex-
emption from many burdensome
insurance laws,
but these ex-
emptions will
increasingly be
challenged on
both the state
and federal
level, according
to an attorney.

“To some public-policy makers,
you and I and insurance compa-
nies in general have become the
very symbol of corporate evil,”
said Kim Yelkin, an attorney with
Akin, Gump, Strauss, Hauer &
Feld in Austin, Texas.

Speaking at the Houston Marine
Insurance Seminar, Ms. Yelkin
discussed the anti-insurer mood
among state and federal lawmak-
€ers.

Those who believe corporate
America is a threat have found
that the insurance industry is an
easy target, she said, and even
though the ocean marine insur-
ance industry has enjoyed a rela-
tively low profile, “to the legisla-
tors, regulators and the public we
are one, monolithic, single-
minded, avaricious company, ma-
nipulating the public because of
corporate greed.”

However, she added, “It is in-
cumbent on each of us in the busi-
ness to educate the decision-mak-
ers.”

Ms. Yelkin, who lobbies for in-
surance interests before the Texas
Legislature, described several laws
that have—or might have had—an
effect on marine insurers.

For example, she recalled that
H.B. 2, as introduced in 1991 in
the Texas Legislature, contained
many “punitive, anti-insurer” pro-
visions. Several regulatory re-
quirements in the bill may have
directly applied to ocean marine
insurers and would have adversely
affected ocean marine insurers do-
ing business in Texas, she said.

But, “through our discussion
with the legislators, they under-
stood the potential problems H.B.
2 could pose for ocean marine in-
surers,” she said. The bill subse-
quently was amended to provide a

complete exemption for ocean ma-
rine insurers for rate and form-fil-
ing provisions, as well as exemp-
tions from the measure’s: cancella-
tion and non-renewal provisions;
prompt claims-payment provision;
a 10-day notice requirement for
settlement offers on liability
claims; and, most importantly, dis-
closure requirements of guaranty
fund non-participation,

The broad exemptions won for
ocean marine insurers in HB. 2
helped to avoid similar problems
under H.B. 1461, Texas’ omnibus
insurance reform bill passed last
May, Ms. Yelkin said.

Ocean marine insurers that op-
erate on a surplus lines basis in
Texas should become familiar
with H.B. 958—also adopted in the
last legislative session—which
clarifies the distinction between
unauthorized insurance transac-
tions and eligible surplus lines
transactions, she said.

“Among other reasons, this dis-
tinction is important to the appli-
cation of the litigation bond re-
quirement which has been im-
posed on surplus lines insurers by
courts in several recent cases,” Ms.
Yelkin said. “The bill also contains
provisions to clarify that premi-
ums on risks or exposures which
are properly allocated to federal
waters, international waters, or
under the jurisdiction of a foreign
government are not taxable by the
state of Texas.”

At the federal level, insurers’ an-
titrust exemption is being chal-
lenged in Congress, she pointed
out. HR. 9, introduced by Rep.
Jack Brooks, D-Texas, would
amend the exemption from the
federal antitrust laws provided
under the McCarran-Ferguson Act
(BI, Aug. 2). ;

Ms. Yelkin noted that in a July
hearing by the House Judiciary
Subcommittee on Economic and
Commercial Assistant U.S. Attor-
ney General Anne K. Bingaman
said she does not endorse H.R. 9
because she has been in her job
only a short period and must study
the matter further. Ms. Bingaman
said that while the Department of
Justice generally opposes exemp-
tions to the antitrust laws, she
promised to work with the insur-
ance industry to craft “safe har-

bor” language for inclusion in any
reform bill.

Should H.R. 9 pass, Ms. Yelkin
said, marine insurers could con-
ceivably be subject to the same re-
strictions under federal antitrust
laws as other insurers if their co-
operative activities take place out-
side of syndicates and pools of ma-
rine insurers and reinsurers. But,
she added, H.R. 9 is unlikely to go
anywhere during this legislative
session.

The Federal Insurance Solvency
Act of 1993, or H.R. 1290, intro-
duced by Rep. John D. Dingell, D.
Mich., would establish an indepen-
dent agency to regulate the finan-
cial condition of insurance and in-
surance companies in the United
States, Ms. Yelkin said (BI, March
15). “At this point, it is difficult to
speculate on the likelihood of pas-
sage, but it is certain that there
will be a number of hearings on
the proposed legislation,” she said.

Ms. Yelkin urged marine insur-
ers to take an active role with state
and federal lawmakers. “The mea-
sure of our success will be the rec-
ognition by lawmakers of the
unique distinetion between ocean
insurance and other lines of insur-
ance.”

the chairman of the Maritime Law
Assn.’'s committee on marine in-
surance.

“It would be most unfortunate if
a ship in peril were allowed to
break up and release her entire
cargo of polluting substances be-
cause no one had the courage to
lighten the vessel” because of the
risk of civil and criminal penalties,
he said.

The Maritime Law Assn. has
proposed an exemption for pur-
poseful jettisoning to the National
Research Council’s Commission on
Engineering and Technical Sys-
tems, he said.

Protection and indemnity clubs
view OPA 1990 with trepidation.

“This trend toward recognition
of environmental claims is seen at
its most extreme in OPA 1990,”
said Jonathan Hare, a solicitor in
the legal department of the Skuld
P&I club in Oslo, Norway.

He noted that the 1992 Proto-
cols, a worldwide marine pollution
standard that the United States
did not sign, acknowledge com-
pensation for environmental im-
pairment but limit this to “costs of
reasonable measures of reinstate-
ment actually undertaken or to be
undertaken. In clear contrast to
OPA 1990, compensation is ex-
cluded when reinstatement will
not or cannot be carried out,” he
said.

“If ever there was a need for in-
ternational uniformity, this is it,”
he contended. “It is not just the ef-
fective loss of the right to limit but
the enormous extension of catego-
ries of admissible claims,” he said.

Indeed, punitive laws like OPA
1990 stem from the marine indus-
try’s poor public image, according
to a public relations consultant.

“Shipping is virtually ignored
by the general news media—ex-
cept, of course, when there is bad
news to report,” said Jesse W,
Lewis Jr., president of Crisis Con-
sultants Inc. in Stamford, Conn.

“The general press only reports
marine casualties and links these
incidents with threats to the envi-
ronment. So when a major marine
accident occurs, there is hostile
public reaction, legislators express
outrage and restrictive laws with
criminal penalties, like OPA 1990,
are enacted. Similar laws are not
passed—or even proposed—fol-
lowing air crashes or other indus-
trial accidents,” said Mr, Lewis.

The marine industry should pro-
mote a positive public image and
when casualties occur, it should
make certain that the public gets
accurate and timely information,
he advised.

“A prudent company will com-
municate with the public before an
accident,” he said. [ Bl |
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Annual marine insurance meeting attracts 1,125

HOUSTON—Speakers at the Houston Marina
Insurance Seminar take home an unusual honor:
They are presented a Texas flag, along with z _et-
ter from Gov. Ann Richards making them ar ad-
miral in the Texas Navy, which boasts a two-ves-
sel fleet.

Attendance was up for the annual meeting,
which was held Sept. 12-14 at the Adam’s Mark
Hotel in Houston. There were 1,125 registrants,
compared with 1,100 last year.

Speakers at the meeting included Stephen Cat-
lin, underwriter of Lloyd’s syndicate 1003, wao
spoke on recent changes at Lloyd’s.

Stephen L. Way, chairman and chief executive

officar of Houston Casualty Co., discissed prod-
lems facing the U.S. marinz insurance market.
Leonard N. Campbell, deputy chairmar of the
Institute of London Undsrwriters, presented an
update on that facilizy.
Kim Yelkin, an attorney with A:kin, Gump,

Strauss, Hauer & Feld in Austin, Texas, described

new laws that have am impazt on marine insurers.

Next year’s meeting will be held Sept. 18-20 at
the Adam’s Mark Hotel. For more information,
contact Weldon Corbett, Energy Insurance Inter-
naticnal Inc., 2000 Bering Drive, Suitz 900, Hous-
ton, Texas 77057, 713-733-6640. fax: 713-783-
7241,

U.S. marine market rates
must increase: Insurer

HOUSTON—The U.S. marine
:nsurance markat is :n peril from
~unaway asbestcs claims and
“aces a crippling lack of capacity,
a marine insurer contends.

““Marine un-
derwriters con-
tinue to allow
nor-marine lia-
b:lity risks. This
must stop,” said
Stepher L.
Way, chairman,
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chief executive officer and presi-
dent of the Houston Casualty Co.
in Houston.

Mr. Way spoke about problems
facing the U.S. marine insurance
market at the Houston Marine In-
surance Seminar Sept. 12-14.

The American market, like the
London and Scandinavian mar-
kets, has shrunk considerably in
recent years, he said. Years ago,
the Houston marine market didn’t
enjoy a very good reputation, he
acknowledged. ‘‘Volume, not
quality, was the order of the day.”

Using “incompetent leads and
100% reinsurance,” brokers were
able to control prices, but thank-
fully those practices are now all
but gone, he said. Now, the ma-
rine market enjoys improved
rates, especially in the blue-wa-
ter—or ocean marine—market.
The inland marine—or brown-wa-
ter—market has shown improve-
ment, but premium increases still
are necessary, he added.

Even though protection and in-
demnity clubs' rates and deduct-
ibles have increased substantially,
it is nearly impossible to make a
profit on P&I business, he said.

Insurance buyers will eventu-
ally find that risk management
and loss control practices will be
much cheaper than rising P&I
club premiums, he warned.

Offshore energy insurance has
finally turned the corner, though
big-operator rates are still too
low, he said. “Losses easily out-
distance the meager premiums.”

Marine underwriters are their
own worst enemy in certain areas,
Mr. Way contended.

Asbestos claims are “destroying
marine insurers,’’ he charged.
“Onshore exposures must be cov-
ered by casualty insurers.

‘““‘How can an underwriter
charge for a risk he cannot deter-
mine?"’ he asked rhetorically.

“The U.S. government expects
insurers to pay for pollution
cleanups,” Mr. Way said. “This
will well exceed the entire capital
and surplus of the entire industry.

“We believe punitive damages
should be borne by policyholders.
This would encourage risk man-
agement and loss control.”

The marine insurance market
also suffers from a cash-flow
problem, he said. “We offer free
credit through prepayment dis-
counts, which are a complete joke
when short-term interest rates are
2Y5%."

Turning to speculation on mar-
ket cycles, Mr. Way said, “This is
the fifth cycle of my 30-year ca-
reer. I think this cycle may be dif-
ferent, and that may be to every-
body's advantage.”

Several factors cause capacity
to disappear, he said: insurer in-
solvencies, companies ceasing to
write marine business and ever-
bigger losses. “Companies will
think twice before entering the
market with such big potential
losses," he warned.

“We'd like to see a smaller
spread of rates over the years,” he
said. “If you continue to raise
rates, this brings competition
from inferior competitors who are
lured by the potential profit. High
prices also encourage self-insur-
ance by policyholders,” he said.

Mr. Way urged attendees to
keep alert to court cases, espe-
cially in the states that border the
Gulf of Mexico. Courts in those
states “are notoriously biased”
against the marine industry and
routinely give plaintiffs liberal
awards, he said.

—By Nancy P. Johnson
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Underwriter bullish on Lloyd’s

Market has capacity to excel in energy business: Catlin

By NANCY P. JOHNSON

HOUSTON—LIlcyd’s of Lon-
don’s new business plan—together
with the market’s -apacity—will
ensure Lloyd’s
remains the
dominant force
in the energy in-
surance market,
according to a
Llayd’'s marine
underwriter.

Lleyd’s “is in
good shape” and “affers, in my
opinion, the best insurance capac-
ity in the weorld,” according to
Stephen J.O. Catlin. lead under-
writer on syndicate 1003, which is
managed by 8.J.0. Catlin Under-
writing Agencies Ltd

Indicating that he hoped that

Lloyd's new strategies for survival
will “end a slide,” he said, “In the
middle of 1990 I felt like leaving
the insurance industry. I hate bad
business. But now, I'm proud to be
a Lloyd’s underwriter.”

Mr. Catlin, a leading marine un-
derwriter, delivered the opening
speech at the Houston Marine In-
surance Seminar, which was held
Sept. 12-14.

Mr. Catlin spent most of his al-
lotted time trying to persuade the
audience that the embattled
Lloyd's would not only survive but
thrive in the future.

Lloyd’s has $13.45 billion in ca-
pacity, which is larger than the
combined capacities of the London
Insurance & Reinsurance Market

Assn. and the Institute of London
Underwriters, each of which has
an estimated capacity of $5.7 bil-
lion, he said.

And, he contended, a reduction
in the number of syndicates—to an
estimated 150 for the 1994 under-
writing year from about 400 in
1990—is an advantage for the in-
surance buyer because the remain-
ing syndicates will be larger and
more efficient.

The changes recommended in
Lloyd’s business plan will result in
growth, a better capital base and a
better structure for capital man-
agement, Mr. Catlin said.

Those changes include: the in-
troduction of limited-liability cor-
porate capital next year; the segre-

gation of all pre-1986 syrdicate
accounts that remain open into
NewCo., a new market-owned re-
insurer; and the creation of mem-
bers egency pooling arrangements,
investment vehicles like riutual
funds that will spread out perzici-
pants’ investments ameong a
cross-section of syndicates (BI,
Aug. 30).

“Investors need a reason to con-
tinue investing in Lloyd’s,’ Mr.
Catlin said. “Lloyd’s has o oe-
come more efficient in ordar to
compete.”

Other efficiency-producing
changes include reducing the num-
ber o decision-makers to two—
the leading underwriter ard :he
claims office—and cutting the

You demand experience and
commitment behind the scenes.
Aon Entertainment/CNA gives you both.

Aon Entertainment has been a leader
in entertainment insurance since 1962.
We focus our efforts exclusively on ser-
vicing the entertainment industry and
we understand the specific needs you
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The CNA Insurance Companies have
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casualty products and value added ser-
vices continuously for nearly one hundred

years. Their loss control experts can

help you prevent many claims and help

reduce insurance costs by creating a
safer workplace. If a claim should arise,
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it quickly.
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you can expect from Aon Entertainment/
‘CNA. Contact your independent agent or

number of claims offices to only
one: the Lloyd's Claims Office.
Previously, the marine, non-ma-
rine and aviation markets each
had its own claims offices.

Lloyd’s solvency surplus re-
mains at more than $9 billion,
with no bad debt, Mr. Catlin
pointed out. And, he said, Lloyd's
assets have high liquidity, with
$25 million held in cash and top-
class securities. “There is no real
estate and no junk bonds,” he said.

The consolidation of capacity
and syndicates will lead to fewer,
larger syndicates, and therefore
fewer, more professional under-
writers, economies of scale, a more
stable capital base and greater ca-
pacity available for successful un-
derwriters, Mr. Catlin said.

And, Lloyd’s will take advan-
tage of its existing as well as new
sources of capital: traditional
names, corporate names, Consor-
tium underwriting with insurance
companies and quota-share rein-
surance provided by other insur-
ance companies.

After trumpeting Lloyd’s stabil-
ity and security, Mr. Catlin took
questions from the audience.

Asked about Stephen Merrett's
recent resignation as deputy chair-
man of Lloyd’s (BI, Sept. 13) and
whether “Lloyd’s names have too
much power,” Mr. Catlin said,
“With the shortage of capacity,
members can choose, quite right-
fully, who represents them.”

Some London market observers
say that Mr. Merrett was forced to
resign as underwriter of syndicate
418 due to the threatened with-
drawal of support for the syndi-
cate by several members agents.

Another attendee asked Mr. Cat-
lin about the chances for success
of a group of dissident names led
by Claud Gurney, who opposes
corporate membership at Lloyd’s.
“Mr. Gurney did not get much
support at the last meeting. .. He
is a force but not a strong force.
There will be a meeting Oct. 20 at
which members will vote on cor-
porate membership,” said Mr. Cat-
lin, adding that “no one knows
how much corporate capital may
be raised.”

Asked if Lloyd’s will ever
change its three-year accounting
system to match that of other in-
surers, Mr. Catlin replied that it is
a possibility, “but we will have to
change to an ongoing basis. I'm in
favor of it. But, there will be regu-
latory difficulties.”

Another attendee asked him to
comment on NewCo., the new re-
insurer that will reinsure all of
Lloyd’s pre-1986 business, which
is plagued with heavy long-tail li-
ability losses.

“I support it. I can see advan-
tages for individual names. But,
there is a lot of work to be done in
the next two years,” Mr. Catlin
said.

Another question addressed a
topic that weighed heavily on at-
tendees’ minds: The Oil Pollution
Act of 1990, which expands pollu-
tion liability and requires respon-
sible parties to show evidence of
financial responsibility to the U.S.
Coast Guard. Currently, Lloyd's
offers to cover such evidences of
liability on the outer continental
shelf but has not offered a product
to cover the new requirements.
Asked if Lloyd’s will issue the ex-
panded evidences of financial re-
sponsibility, Mr. Catlin replied,
drawing laughter from the audi-
ence, “I don’t know. We don't
know where the goalposts are. But
when we do, we’ll let you know.”

Finally, more laughter erupted
when someone asked, “Do you
have an open syndicate and, if not,
how did you avoid it?”

Mr. Catlin admitted, regretfully,
that he does. El
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Family benefits

Continued from page 3

said Milton Moskowitz, a Mill Val-
ley, Calif—based writer who com-
piled the list for Working Mother.
These companies also tend to offer
some similar benefits: alternative
work schedules; adoption assistance;
and subsidies for low-income par-
ents. In addition, these companies
have expanded work and family
benefits outside their corporate
headquarters, he said.

For example, Johnson & Johnson,
which has made the list all eight
years and the top 10 three times, not
only has an onsite child care center
at its corporate headquarters in
New Brunswick, N.J., but operates
three other onsite centers in Raritan
and Titusville, N.J., and Fort Wash-
ington, Pa., he said.

Johnson & Johnson launched its
“Balancing Work and Family Pro-
gram” in 1989, a spokesman for the

health care products manufacturer
said. Besides the child development
centers, the company offers: re-
sources and referrals for child care
and elder care; family care leave
and absences; flexible work hours;
pretax dependent care reimburse-
ments; and adoption benefits,
among other things.

Not only are employers attracting
and retaining more women with
these programs, they are reaping
other benefits.

For example, at Household Inter-
national, turnover was cut to 25%
in 1992 from 40% in 1989 due to its
family-friendly programs, a spokes-
man said. Programs like flexible
working hours, an onsite child care
center, adoption benefits and others
placed the Prospect Heights, l—
based financial service firm into the
ranks of the best companies for
working mothers for the first time,

In addition, according to the sur-
vey, 93% of new mothers at Helene

Curtis Inc. returned to work after
having their babies in 1992 after the
company added many family-
friendly benefits.

In 1991, the company introduced
its “Family to Family” program,
said Felice Cota-Robles, supervisor
of equal employment opportunities
and family programs for the Chica-
go-based personal care products
manufacturer. Beyond adding bene-
fits like child care referrals and
leave of absences, the program
“demonstrated the overall commit-
ment” from the company. The bene-
fits saved the manufacturer
$360,000 in 1992 because of the
lower turnover rate, she said.

These ideas “were good ideas 20
years ago,” contends a spokesman
for AT&T. The company made the
list for the fifth consecutive year
and the top 10 for the second time.

In the late 1980s, Berkeley
Heights, N.J.-based AT&T asked its
top executives to name their biggest

cause of stress, and they said it was
their teen-age kids, the spokesman
said. “If their kids are pre-occupy-
ing the minds of executives, they're
not giving their full attention to
their job,” he said.

Now, “virtually everything work-
ing parents need is available to be
taken advantage of,” the spokesman
said, referring to flexible hours,
adoption aid up to $2,500 and schol-
arships for employees’ children, This
year AT&T added referral services
to help employees with adoption,
school selection and dealing with
disabled adult relatives, he said.

AT&T also uses money from its
“multimillion-dollar” Family Care
Development Fund to provide
grants and other funding to child
and elder care programs across the
country, the spokesman said. “Our
employees tell us they want better
child care in their neighborhood”
rather than onsite centers.

According to Working Mother, 51
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of the top 100 employers on its list
provide onsite centers.

In fact, a new onsite child care fa-
cility propelled Toyota Motor Manu-
facturing U.S.A. Inc. into the rank-
ings for the first time. In the late
1980s, when the automaker’s Geor-
getown, Ky, was under construc-
tion, it made a commitment to hire
Kentucky residents, said Tom Suter,
assistant general manager of human
resources, This commitment resulted
in many employees having to relo-
cate to Georgetown, causing some
child care concerns.

After five years of renting an off-
site center, Toyota built an onsite
$7.5 million complex known as the
Family Center. The complex consists
of a child care center, a fitness cen-
ter and a team-member facility.

The child care center, which
opened in January, operates 24
hours a day and has reached its ca-
pacity of 260 kids, Mr. Suter said.
“We're currently talking about ex-
pansion.”

But, Toyota, whose U.S. work-
force of 5,000 includes 1,200 women,
was not the only traditionally
male-dominated workplace to reach
the top 100,

Amoco Corp., which has about
9,500 women in its 34,500-employee
workforce, implemented several new
work/family programs in 1993.

In addition to an onsite child care
center in Houston, the Chicago-
based oil giant implemented a lacta-
tion program for working mothers
who breast-feed, said Brian
MecLintock, an in-house human re-
source consultant for Amoco in Chi-
cago. Amoco now provides “healthy
and private” rooms equipped with
breast pumps and 24-hour consult-
ing. About 15 employees are partici-
pating in the program.

Because of the program, women
return to work sooner after mater-
nity leave and are more productive,
Mr. McLintock said.

In addition to the lactation pro-
gram, flexible hours, and referral
and consulting services, Amoco has
a unique reimbursement program.
In 1993, it recognized that when em-
ployees travel on business, they can
incur incremental care expenses for
children and the elderly, he said.
Now, an employee can be reim-
bursed for up to $750 a year for
added child care and elder care ex-
penses.

While companies like Toyota and
Amoco made the list for the first
time, seven-year veterans were cut.

For example, at Apple “there is
not a feeling among employees that
their (work/family) programs are
getting lots of support,” Mr.
Moskowitz said. Recently, amid
large corporate downsizing, the Cu-
pertino, Calif.—based computer firm
brought in an outside contractor to
run its onsite child care center and
has made no effort to expand it de-
spite a lengthening waiting list, said
Mr. Moskowitz. In addition, the cen-
ter is “not extremely well-funded.’

An Apple spokesman said that
even though it is looking to cut
costs, Apple has “not lessened its
commitment to its family pro-
grams.” The company is working on
expanding its child care center,
which currently accommodates 70
children, she added.

Procter & Gamble, which has al-
ways been “a progressive employee
benefit company,” has not been very
strong in child care support, said
Mr. Moskowitz. The Cincinnati-
based manufacturer has failed to
extend some of its programs beyond
headquarters, In addition, the pres-
ence of women in management posi-
tions is “pretty wretched,” he said.

A Procter & Gamble spokes-
woman said there “have been no
major changes in the company'’s pol-
icy and benefits from the previous
years” when it was on the list. N
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Prenatal benefits

Continued from page 3

information will highlight the com-
pany’s particular needs and prob-
lems, she explained. }

And, after a prenatal care pro-
gram is instituted, these same sta-
tistics can be compared to deter-
mine the effectiveness of the pro-
gram.

The basics of any prenatal care
program are education, early rec-
ognition of women with potentially
high-risk pregnancies and case
management of those high-risk
pregnancies, experts agreed at a
conference earlier this month in
Chicago sponsored by the Midwest
Business Group on Health.

“The single most expensive prob-
lem” in obstetrics is preterm labor
resulting in premature births, ac-

Lactation program
speeds mothers'’
return to work

The Los Angeles Department
of Water and Power is saving
money and improving morale
among new mothers with a lac-
tation program.

Double-action breast pumps
are provided to department em-
ployees at 34 locations to use
during breaks and at lunch.

Beverly King, director of hu-
man resources for the depart-
ment, figures the program pro-
vides a $4 to $5 return for each
$1 it costs. Thanks to the pro-
‘gram, babies are healthier and
mothers are back at work soon-
er—usually about a month ear-
lier—than they would be with-
out the program, Ms. King said.

Not only do breast-fed ba-
bies become ill less frequently,
but when they do get sick they
are not as ill as bottle-fed ba-
bies, she said.

Like many other work/fam-
ily programs, Ms. King said,
the lactation program pro-
motes employee loyalty, im-
proves productivity, reduces
absenteeism, reduces turnover,
helps recruitment and im-
proves the company’s public
image.

The department spends ap-
proximately $500,000 a year on
a variety of work/family pro-
grams, including a fathering
program, parenting classes,
on-site Lamaze classes, a
beeper program for expectant
parents, subsidized child care
centers, infant cardiopulmo-
nary resuscitation classes, sup-
port groups and a parents’ re-
source center.

About one-third of the utili-
ty’s 11,500 employees partici-
pate in at least one work/fam-
ily program, Ms. King said. The
most popular is the parenting
class.

Dr. Betty Lowe, vice chair-
woman of the American Acad-
emy of Pediatrics in Elk Grove
Village, Ill. suggested that
companies interested in ensur-
ing proper children’s health
care consider paying for child-
hood vaccines.

“You're going to recoup your
investment many times” in
lower future health care costs
for dependents if all children
are properly immunized, Dr.
Lowe said.

Furthermore, first-dollar
coverage for most of the major
childhood vaccines for children
from birth through 5 years old
costs less than $5 per month
per family, she said.

~-By Deborah Shalowitz

cording to Dr. John Gianopoulos, a
perinatologist and director of the
division of maternal-fetal medicine
at Loyola University Medical Cen-
ter in Maywood, Il. A premature
birth generally is considered a
birth that occurs before 37 weeks'
gestation. Depending on how early
in the pregnancy a baby is born,
neonatal care for the premature in-
fant can cost between $20,000 and
$400,000 or more.

Dr. Gianopoulos, who specializes
in high-risk obstetries, noted that
8% to 10% of all pregnancies resu't
in premature deliveries.

The first line of defense against
premature deliveries is determining
who is at high risk cf delivering a
premature baby.

Most prenatal care programs rec-
ommend having a nurse conduct a
telephone interview with a preg-
nant woman during her first tr.-
mester to determine whether she
could have a high-risk pregnancy.

This interview typically covers the
expectant mother's health history
and lifestyle, including whether she
smokes or drinks alcohol. Smoking
and consuming alcohol can con-
tribute to low birth weight babies.

Chicago-based Sara Lee Corp.
offers its employees and depen-
dents a program ealled “Baby Ben-
efits” that offers free prenatal edu-
cation and advice

The program, which is adminis-
tered by Health Management Corp.
in Richmond, Va., begins with a
telephone interview with a nurse,
said Dr. Donald Heyes, Sara Lee’s
medical director.

This interview identifies women
with a higher-than-ncrmal risk for
preterm births, anc rurses are as-
signed to help mznzge the women's
pregnancies. The nurses help the
women comply with their doctors’
instructions, provide support and
encouragement and ensure that the
women receive tae care they need

to delay or prevent a premature
birth.

While Dr. Hayes could not quan-
tify the company’s health care cost
savings as a result of the Baby
Benefits program, he said he does
think the prenatal care program
and other related wellness pro-
grams have resulted in lower
health care costs.

The “time gained in utero™ by
prenatal care programs is essential,

Dr. Gianopoulos pointed out. Even -

an additional one or two weeks’
gestation for a baby is crucial, he
said.

Since Schaumburg, I11.-based
Motorola Inc. began offering a pre-
natal care program to its insured
women two years ago, an average
of two gestational weeks has been
added to the births to participating
women, noted Charles Cressman,
director of the BabyLink prenatal
care program, a division of Tokos
Medical Corp. in Santa Ana, Calif.

The BabyLink program includes
an initial telephone interview, ac-
cess to a free, 24-hour telephone
line for information about prenatal
care, three different magazines
geared to the three trimesters of
pregnancy, case management of
high-risk cases, and a resource and
referral program for women with
special needs such as mothers ex-
pecting multiple babies.

Mr. Cressman said the BabyLink
program costs Motorola approxi-
mately $200 per participant, ex-
cluding the cost of incentives.

In addition to providing prenatal
education and case management
for high-risk pregnant women, pre-
natal care programs also seek to
reduce the number and rate of C-
sections performed on pregnant
women.

While in the past there was a
generally accepted medical theory
that if a woman had one C-section
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Mizel has high hopes for new broker

SAN FRANCISCO—A newly
formed insurance brokerage plans
0o become one of the world's 20
largest brokers within five years.

The new company, San Fran-
cisco-based United States Insur-
ance Services, will acquire medi-
um-sized to large insurance bro-
kerages that serve middle-market
commercial and industrial busi-
nesses, said USI Chairman Ber-
nard H. Mizel, who formerly was
chairman of American Business
[nsurance Inc. and Jardine Insur-
ance Brokers Inc.

Mr. Mizel's goal is to build a
brokerage generating revenues of
$140 million within five years
through the acquisition of “fewer
than 20 agencies.”

To meet that goal, USI is “tar-
geting brokerages with $5 million
to $25 million in commissions,” he
said.

“We hope to finalize our first
acquisitions by the end of the year
or the first quarter of 1994,” Mr.
Mizel said, noting that agency
principals have been discussing
the sale of their agencies to USL
“People come to us with deals
nearly every day.”

The brokerages that are being
targeted by USI are niche-ori-
ented firms “that have excelled in
providing value to a certain seg-
ment of the community,” Mr. Mi-
zel explained.

USI's target clients include
companies “with 250 to 1,000 em-
ployees who need the help of spe-
cialists, not generalists,” Mr. Mi-
zel said.

While he is not ruling out any
specialty, among the niches that
USI is investigating are profes-
sional liability, environmental lia-
bility, surety and association pro-
grams.

“We won’t rule anything out if
it meets the criteria of specializa-
tion,” Mr. Mizel explained.

“We will not be everything to
everybody,” he said, adding that
he considers USI to ‘“‘be an alter-
native to, rather than a competi-
tor of, the alphabet brokerages.”

Baby benefits

Continued from previous page
each subsequent pregnancy would
require another C-section, that
theory has been dismissed, Dr. Gi-
anopoulos noted.

In approximately 60% to 80%
of cases in which a woman had a
C-section, a subsequent vaginal
birth can be successful, he said.

The cost difference between the
two birthing methods is signifi-
cant: A vaginal birth cost an aver-
age of $4,720 compared with
$7,826 on average for a C-section
delivery, according to the Health
Insurance Assn. of America in
Washington.

To ensure the success of a pre-
natal care program, several ex-
perts recommended that employ-
ers offer incentives to encourage
women to participate.

For example, Motorola gives
each pregnant woman who enrolls
in its prenatal care program
within the first 16 weeks of preg-
nancy a $100 U.S. savings bond in
the name of the child, said Mr.
Cressman. And, all participants in
the program receive a baby blan-
ket with the child’s name on it af-
ter the birth.

The WBGH's Ms. Jacobson sug-
gested offering free child car seats
and diaper bags.

It is also important to continu-
ally market and communicate the
program as the population of
pregnant women changes, Mr.
Cressman pointed out. | B |

Markets

Besides offering retail broker-
age services, USI also will provide
wholesale brokerage services and
what Mr. Mizel calls “financial
services,” which include claims
adjusting, benefit consulting, an-
nuity sales, pension plan adminis-
tration and similar services.

The company will be divided
into five geographic zones, each
headed by a president who will
oversee the agencies acquired by
USI in each zone.

The presidents, who will be
shareholders in the company and
sit on an executive committee,
will coordinate operations so that
the strengths of agencies in each

zone can be shared by other USI-
owned agencies.

The acquired agencies will
maintain their separate identities
after they are purchased by USI,
he said.

In addition, USI plans to form a
relationship with a London bro-
kerage and plans to build the ca-
pability to service companies with
operations in Europe and Asia,
Mr. Mizel said.

Following the model he estab-
lished at ABI, which is currently
being acquired by Acordia Inc.
(BI, Aug. 30), Mr. Mizel foresees
USI maintaining only a “small
holding company staff to provide
corporate services to the agencies.
The real power will lie with the
zone presidents,” he said.

The private equity financing for

USI is being led by Saratoga Part-
ners, an investment fund com-
posed of several partnerships that
invest equity in corporate acquisi-
tions. Saratoga is managed by
New York-based investment bank
Dillon, Read & Co.

Mr. Mizel founded ABI in 1984.
Under his stewardship, ABI be-
came the world’s 19th largest bro-
kerage with revenues of $116 mil-
lion in 1991.

That same year, he left the com-
pany because of a difference in
philosophy concerning ABI’s
growth with its ultimate parent,
Cincinnati-based American Fi-
nancial Corp. (BI, June 29, 1992).
After leaving ABI, Mr. Mizel
served as a consultant to Poe &
Associates Inc., now Poe & Brown
Inc., before forming USL

HMO America buyout

MINNEAPOLIS—United
HealthCare Corp. has completed
its acquisition of HMO America.

Each issued and outstanding
share of HMO America stock was
exchanged for two-thirds of a
share of United HealthCare stock.
Chicago-based HMO America had
approximately 10.2 million shares
of common and preferred stock
outstanding, plus outstanding op-
tions to acquire approximately 1.3
million shares of common stock.

The acquisition gives Minneap-
olis-based United HealthCare the
largest managed health network
in the Chicago area, including di-
visions Chicago HMO Ltd. with
300,000 members and Share Illi-

Continued on next page

In 1982,

there were

129 reinsurers

To find out how your reinsurer will work for you in the
'90s, you should look at what they did in the '80s. A
reinsurer is supposed to help stabilize your results, but

romising
their clients
a secure future.

many couldn't manage their own. Opportunistic

practices cost the short-sighted companies their business.
In the last seller's market, many reinsurers closed
offices and cut staff; we added them. Many reduced

or restricted coverage; we continued to provide

occurrence liability coverage even though the market

moved toward claims-made. We didn't give our
branches premium quotas, or force them into sunset

clauses, either. In the last two years, some reinsurers

have been cutting property capacity and pro rata

coverage. We continue to provide both.

American Re has a 76-year history of financial
stability. With $3.6 billion in statutory admitted assets
and approximately $ 1 billion in statutory surplus, our
balance sheet is stronger than ever. We are a company
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nois with 102,000 members.

Arkwright research

WALTHAM, Mass.—Arkwright
Mutual Insurance Co. has formed
and retained a controlling interest
in a scientific research company.

The company, Integrated Diag-
nostic Measurement Corp., owns
technology for evaluating pres-
sure vessels and equipment such
as boilers, steam piping and tur-
bines through computerized
tomography similar to medical CT
scans.

Arkwright also has formed a
wholly owned subsidiary, Ark-
wright Technical Services, to
market the technology.

ATS will provide equipment
evaluation and analysis to indus-
tries that rely on pressure vessels
and heavy machinery, like paper
mills, electrie utilities and chemi-

cal plants.

Agency network

BALTIMORE—Two Baltimore
insurance agencies have merged
to form the East Coast insurance
network of American Phoenix
Corp.

American Phoenix is a subsidi-
ary of Phoenix Home Life Insur-
ance Co. of Hartford, Conn.

J.B. Schaftel Co. and Poor, Bo-
wen Bartlett & Kennedy Inc. re-
ported combined 1992 revenues of
$21.1 million.

Peter A.B. Hoblitzell Jr., chair-
man of Poor, Bowen Bartlett &
Kennedy will serve as chairman o
the merged firm.

Stuart Schaftel, president of
J.B. Schaftel Co., will be vice
chairman, and Robert B. Schaftel,
Schaftel’s executive vp, will serve
as president and chief operating
officer.

NIS forms two EPOs

TAMPA—National Insurance
Services has linked up with the
Admar Group Inc. of Santa Ana,
Calif., to form and manage exclu-
sive provider networks in Florida.

The EPOs will help Tampa-
based NIS organize community
health alliances that will provide
more affordable health care cov-
erage and increase the company’s
marketf penetration.

NIS, a wholly owned subsidiary
of Pan-American Life Insurance
Co., specializes in coverage for
small-employer health care plans.
Admar develops, markets and ad-
ministers managed health care
services for insurers and self-in-
sured companies.

PacifiCare acquisition

CYPRESS, Calif.—PacifiCare
Health Systems Inc. has signed a

Today,

definitive agreement to acquire
California Dental Health Plan, a
provider of prepaid dental bene-
fits.

Pending approval by the Cali-
fornia Department of Corpora-
tions, the acquisition will be final
on Oct. 1.

PacifiCare also agreed to ac-
quire Dental Plan Administrators,
an affiliated company that pro-
vides administrative services to
CDHP and other companies.

Upon completion of the acquisi-
tion, PacifiCare will offer CDHP
dental and vision programs to its
clients through its managed care
company, PacifiCare of Califor-
nia. CDHP will continue to mar-
ket independently, providing den-
tal and vision benefits to 450,000
members.

Name changes

The Professional Review Orga-

there are only 54.

of specialists who work together in teams, drawing upon
an unparalleled list of technical and financial services to
create customized products for our clients.
Regardless of the changes in the underwriting cycle,
our prices and conditions are consistent and
predictable, year after year. Because we are committed
to maintaining client relationships tha: outlast the
underwriting cycle, and supporting our clients’ needs

into the future.

Atlanta, Bermuda, Bogota, Boston, Brussels

AMERICAN
RE-INSURANCE COMPANY

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

Cairo, Chicago, Columbus; Dallas, Hartford, Kansas City, London,
Los Angeles, Melbourne, Mexice Cily, Minneapolis, viontreal, New York; Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto, Vienna

nization for Washington has
changed its name to PRO-West, a
Professional Review Organiza-
tion.

Seattle-based PRO-West con-
tracts with governmental agen-
cies, private employers, union
trusts, third-party administrators
and insurers to monitor health
care utilization management and
quality assurance.

Eastern Aviation & Marine In-
surance Co. has changed its name
to U.S. Specialty Insurance Co. In
addition to its core business of
aviation and marine, the St. Pe-
ters, Mo.-based company will also
focus on providing products to fi-
nancial institutions and short-
term health care coverage for
travelers.

Westchester, Ill.-based Premier
Hospitals Alliance Inc. has
changed its name to Premier
Health Alliance Inc., because its
membership now also includes
health systems and networks.

New offices

Maxson Young Associates Inc.
has opened a new office in the At-
lanta area. The address is 5659
Peachtree Parkway, Norcross, Ga.
30092; 404-242-2640, fax: 404-
242-2641.

DAVID Corp. has relocated its
Southern sales office to Dallas
from West Palm Beach, Fla. The
new office address is 2121 San Ja-
cinto St., Suite 2400, Dallas,
Texas 75201; 214-978-3690. =N

Washington

IRS approves
trusts’ use
of settlements

By MARK A. HOFMANN

WASHINGTON—The Internal
Revenue Service recently ap-
proved the use of structured set-
tlements by certain trust funds es-
tablished to resolve claims in mass
tort cases.

The action came in response to a
petition from the National Struc-
tured Settlements Trade Assn.,
which last year asked the IRS to
clarify whether structured settle-
ments could be used to resolve
claims in mass torts and class-ac-
tion suits that involve physical in-
jury.

The NSSTA wanted to know
whether structured settlements—
which involve paying damages to
an injured party over a specified
period rather than as a lump
sum—could be used in cases
where a trust fund had been cre-
ated to handle claims from a large
group of people who had been in-
jured by a single product or event.

Such trust funds had emerged
during the 1980s as a popular way
to deal with individual injury
claims. Congress in 1986 re-
sponded to the growing popular-
ity of these trust funds for indi-
vidual claimants by enacting Sec-
tion 468-B of the Internal Reve-
nue Code, which allowed such
trust funds to be used to settle
class-action and mass tort cases.

IRS guidelines on implementing
Section 468-B were finally re-
leased in 1992. However, the
guidelines did not make clear
whether the trust furids created by
Section 468-B could enter into a
structured settlement arrange-
ment, as was allowed with indi-
vidual claimants.

NSSTA then asked for clarifica-

Continued on next page
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tion of this issue. Attorneys for the
association argued that whether a
person was hurt in a car accident
and filed an individual claim, or
was injured by a defective product
and joined a mass tort action,
should not determine whether that
person could accept a structured
settlement from a trust fund.

The IRS agreed and last month
issued Revenue Procedure 93-34,
clarifying that trust funds created
under Section 468-B may enter into
structured settlements.

OSHA committee report

The Occupational
Health Administ ;
committee on construction :ai y
and health will meet on Sept. 30 in

Safety dnd

Washington to receive a working
group report on standards for pro-
tecting workers from falls.

The advisory committee recom-
mends standards and policies to
OSHA aimed at protecting con-
struction workers from workplace
hazards, such as falls. The 15-mem-
ber committee has employer, em-
ployee and government representa-
tives.

The committee’s working group
will present recommendations on
the development of an interim pol-
icy for uniform enforcement of fall
protection requirements. The meet-
ing, which is open to the public, be-
gins at 9 a.m., in Room S-4215A-B
of the Frances Perkins Building at
200 Constitution Ave. N.-W.

Product liability reform

The Senate Commerce Committee
will approve a product liability re-
form bill by the end of the year,

predicts Sen. John D. Rockefeller
IV, D-W.Va,, the bill’s chief Demo-
cratic sponsor.

Subcommittee hearings on S. 687
were scheduled for Sept. 23. If the
full committee approves the mea-
sure, the bill will go before the Ju-
diciary Committee and could reach
the full Senate next year, Sen.
Rockefeller said. “I feel pretty good,
but I'm not ready to declare vic-
tory.” Federal product liability re-
form bills have been introduced in
every Congress since 1980, but all
have died.

Sen. Rockefeller said that five
senators who voted against ending
debate on similar measure last year,
thus allowing the bill to die, have
told him that they will support this
bill. S. 687 currently has 40 spon-
sors, 33 of them Republicans.

A similar measure in the House
has gained momentum since Rep.
John D. Dingell, D-Mich., recently
signed on as a co-sponsor. Bl |

Comings & Goings: Buyers

Harnischfeger names
assistant treasurer

John A. Spies, 36, has been pro-
moted to assistant treasurer of
Harnischfeger Industries Inc.

Mr. Spies is responsible for the
Milwaukee-based compa
worldwide property/casualty
management program, including
insurance placement and claims
handling, and for the funding and
investment of funds for the sav-
ings and pension plans.

He also serves as vp of the mate-
rials-handling equipment manu-
facturer’s two captive insurance
companies, one in Vermont and

Stallion mferUhty Spe(:lal events habdlty Fine
High value vehicles International exporter pa
Unusual collections Memorabilia Exotic anim
Difference in conditions Group personal exces:
ilm and theatrical producers’ errors and omissi
rip transit Horse mortality Musical instrume

ast insurance Negative film Unusual valuatig
‘ommercial crime High value homes Fiduciar
Directors and Officers liability Tax interruptio
Broadcast interruption Props, sets and wardrob
roduct liability Fidelity Coupon over-redemp

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

ancellation of event Parades Unique buildin
Adoption insurance Umbrella and excess liabi
[heatrical productions Faulty stock High valu
Kidnap, ransom and extortion Award presentat

Chubb Custom Market, a department of Chubb & Son Inc., provides underwriting and insurance
services for unique and unusual risks. We're able to combine the financial strength, stability and claim ser-

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

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

ing non-standard risk specialist.

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

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

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

Insure your world with Chubb

For promotional purposes, Chubb refers to member insurers of the Chubb Group of Insurance Companies who issue coverage.
Chubb is proud to participate in “American Playhouse.”

Watch for it on PBS.

| of Safety Engineers.
| bachelor’s degree in natural sci-

| eral

the other in Bermuda.

Mr. Spies reports to Ian Lam-
bert, vp/treasurer. Prior to joining
Harnischfeger in 1990 as director
of risk management, Mr. Spies
was director of corporate services
at Nicolet Instrument in Madison,
Wis., and corporate risk manager
at Minneapolis-based DataCard
Corp.

He holds several professional
designations: Chartered Property
& Casualty Underwriter, Associ-
ate in Risk Management, Associ-
ate in Loss Control Management,
and Certified Safety Prof

i Mr. Spies is a director of the
| consin chapter of the Risk &: In-

surance Management Society Inc.
and serves on the International
Section Committee of the Society
of EPELE

His other professional affilia-
tions include the Manufacturers

ance for Product

vation and the American bnuet\
He holds a

ence from St. John's Universi
Collegeville, Minn.
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Bette J. Brinkerhoff has joined
Arthur J. Gallagher & Co. as vp-
human resources. In this position,
she will direct and continue to de-
velop employee benefits, compen-
sation programs and other human
resources programs.

Ms. Brinkerhoff reports to
Michael J. Cloherty, vp-finance
and a director of the Itasca, Ill.-
based broker.

Prior to joining Gallagher, Ms.
Brinkerhoff was with underwriter
manager Wm. H. McGee & Co Inc.
in New York. Prior to that posi-
tion, she had been vp-human re-
sources for Frank B. Hall & Co.
Inc. in Briareliff Manor, N.Y.

Ms. Brinkerhoff earned a bache-
101 of arts degree in sociology and

dlogy from Geor
mginn University in Washington,
and a master’s degree in human
agement from the

New ol for Social Research in

| New York.

* k ¥

Harold C. Strong, 49, has joined
Thiokol Corp. as manager of risk
management, Mr. Strong is re-
sponsible for the Ogden, Utah-
based Lumpdnv"s primary casu-
alty and marine insurance pro-
grams, as well as its many self-in-
sured programs, including: gen-
liability, product liability,
workers compensation, aviation
and automobile.

Mr. Strong reports to Terry L.
Gilbreth, director of risk manage-
ment.

Prior to joining the aerospace

| and defense contractor, Mr.

Strong was vp-risk ma
for Cooper/T. S : g
Co. in Mobile, Ala. He is a deputy
member of RIMS.

Mr. Strong earned a bachelor’s
degree in business management
from the University of South Ala-

bama in Mobile.
* ¥ ¥
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©1993 General Star Management Company

Look Ma, no “e”!

No “e” means that our A++ A.M. Best rating, without the subscript “e’
now reflects our financial strength independent of our parent company.

The superior rating is ours, all ours. It stands alone, and it just doesn't
get any better than that. In fact, you can count on one hand the other
companies in our business rated that highly.

So don't settle for less than the best. Let your wholesaler put the
capacity, ingenuity and superior security of General Star to work for you.

4> GENERAL
.1 STAR

» Market Stability
* Financial Strength
» Underwriting Quality

-Specialty underwriting through appointed surplus lines brokers.
For a list of brokers in your area, call General Star Management Company, Stamford , CT (203) 328-5700, ext. 5985.
Atlanta ¢ Chicago ¢ Dallas ® Hartford  Los Angeles * New York ® Stamford



A video camera turned out to be a useful tool for returning injured fish processing workers
The Fish Company Wanted Its Workers Back Safe.

to their jobs. First, we made a few changes to the processing line, modifying it to make the work

0(4 c ShOt Them- easier. W also provided on-site training. And then




videotaped the whole thing in action. With the tape to watch, physicians could make an

informed decision about optimum return times. The upshot was lost days cut in half. If youd

| LIBERTY
like to cut your workers compensation costs too, talk to Liberty Mutual. MUTUAL.

© 1993 Liberty Mutal Insurance Group/Bastan



IN THE HIGH COURT OF JUSTICE (ENGLAND) No. 4481 of 1993
CHANCERY DIVISION

IN THE MATTERS OF

KINGSCROFT INSURANCE COMPANY LIMITED
(formerly Kraft Insurance Company Limited,
Dart and Kraft Insurance Company Limited
and Dart Insurance Company Limited)

- and -
WALBROOK INSURANCE COMPANY LIMITED
- and -
EL PASO INSURANCE COMPANY LIMITED

- and -
LIME STREET INSURANCE COMPANY LIMITED
(formerly Louisville Insurance Company Limited)

-and -
MUTUAL REINSURANCE COMPANY LIMITED
(a Bermudian registered company)
-and -
IN THE MATTER OF
THE COMPANIES ACT 1985 OF GREAT BRITAIN

AND
IN THE SUPREME COURT OF BRERMUDA
IN THE MATTER OF

No. 369 of 1993

MUTUAL REINSURANCE COMPANY LIMITED

- and -
IN THE MATTER OF
THE COMPANIES ACT 1981 OF BERMUDA

NOTICE IS HEREBY GIVEN that by Orders dated 30 July 1993 and 4 August 1993 mude in the above matiers in the High Coun of Justice
(England) and in the Supreme Court of Bermuda respectively separale mectings ire 10 be summoned of the Scheme Creditors (as defined in the
Scheme of Amangement hercinafier mentioned) for the purpose of considering and, if thought (it, agrecing (o a Scheme of Arrangement (“the
Scheme”™) proposed 10 be made between the above-mentioned companies (together “the Scheme Companies™ and each a “Scheme Company™)
and the Scheme Creditors hereinafter mentioned. namely:
1. the Scheme Creditors other than those who are Protected Policyholders (each as defined in the Scheme of Arrungement); and
2. the S¢heme Creditors who are Protected Policyholders (as so defined).
Such mectings will he held at Alexandra Palace, Wood Green, London N22 4AY on 17 November 1993 at the times mentioned below, namely:
1. in the case of the Scheme Creditors other than those who are Protected Policyholders:
(@) the meeting of Kingserolt Insurance Company Limited a1 2.00 p.m.:
(b) the meeting of Walbrook Insurance Company Limited a1 2.05 p.m.*;
(€) the meeting of El Paso Insurance Company Limited at 2,10 pim.¥;
(d) the meeting of Lime Strect Insurance Company Limited at 2,15 p.m.*;
(e) the meeting of Mutual Reinsurance Company Limited at 2.20 p.m.*; and

2. in the case of the Scheme Credilors who are Protected Policyholders:

(a) the meeting of Kingscrofl Insurance Company Limited ot 2.25 p.m.*;
(b) the meeting of Walbrook Insurance Company Limited at 2.30 p.m.*;
(c) the meeting of El Paso Insurance Company Limited at 2.35 pm.*;

(d) the meeting of Lime Street Insurance g:mp;my Limited at 2.40 p.m.*;
(¢) the meeting of Mutual Reinsurance Company Limited at 2.45 p.m.*:

* or as soon thereafter as the previous meering shall have concluded or been adjonred

at which place and respective times all the said Scheme Creditors are requested to attend.

Each Scheme Creditar or his proxy will be required 1o register his attendance at the meetings he is entitled 10 anend prior to their commenge-
ment. Registration will commence at approximately 12.30 p.m.

The chairman of the meetings will address Scheme Creditors generally on the Scheme and on the issues refevant 1o vating at the commencement
of the first meeting.

The Seheme is proposed between cach Scheme Company and its Scheme Creditors, being creditors in respect of any claim arising out of a liability 10
which the Scheme Company is subject i the date of the Scheme or 1o which it may hecome subjeet therzafier by rewson of an abligation incurred before
that date, except any claim which would have been preferential under applicable statte in 4 liquidation of that Scheme Company or a claim in respect of
the costs or expenses of the Scheme (both of which will be payable in full).

On a liquidation of a Scheme Company, ¢enain creditors would be entitled 1o proteetion under the Policyholders Protection Act 1975, The
Policyholders Protcction Board has agreed (o join in the Scheme and to.make payments in accordance with its terms 1o any Scheme Creditor who,
being a Protected Policyholder, would be entitled 10 protection’ under the Policyhelders Proteetion Act 1975 on a liguidation of a Scheme Company
and whe. in addition, is cligible for protection under section 16(9) thercof.

Any creditor of one or more of the Scheme Campunies who is or believes that he may he entitled to attend the relevant meeting of a Scheme
Company against which he has a claim may obiain a copy of the document containing the Scheme and an explanatory statement in compliance
with section 426 of the Companics Act 1985 of Great Britain and, in addition, in relation to Mutual Reinsurance Company Limited only. section
100 of the Companies Act 1981 of Bermuda. and the forms of proxy for use at the meetings, from the Provisional Liguidators of the Scheme
Companics a1 Coopers & Lybrand, St Andrew's House, St Andrew Sirect, London EC4A 3AY or at the office of the below-mentioned Solicitors
at the address given below.,

Memoranda on the Policyhalders Protection Act 1975 and on the Ackmian appeal in proceedings in relation to the said Act are contained a
Appendices X1V and XV 10 the explanatory statement. Any person whao is in any doubt whether he is a Scheme Creditor of a Scheme Company
and, if so, 4 Scheme Creditor other than a Protecied Policyholder, or a Scheme Creditor who is a Protected Policyholder, should consult his own
legal adviser without delay.

Scheme Creditors may attend and voie at the relevant meetings in persen or by proxy and are, in any event, requesicd 1o compleie the forms af
proxy and return them to the Provisional Liguidators of the Scheme Companies at Coopers & Lybrand, St Andrew’s House, St Andrew Sircel,
London EC4A 3AY by 5.00 p.m. on 12 November 1993 (London timc), although if not so retumed they will be accepted a any time prior to the
commencement of the meetings (and may be handed in no earlier than 12.30 p.m. on the day of the meetings at the place fixed for them).

By the said Orders the counts have appointed Christopher John Hughes or, failing him, lan Douglas Barker Bond or, failing him, Gareth Howard
Hughes to act as chairman of the mectings and have directed the chairman 1o report the results thereof o the respective courts.

The Scheme will be subject to the sanction of the High Coun of Justice (England) and the Supreme Court of Bermuda.

Clifford Chance

200 Aldersgate Street
London ECIA 4J)

Dated 8 September 1993,

Solicitors 10

1 D B Hond and C.J Hughes
Provisional Liguidators

of the Scheme Companics

/

If you arranged insurance for yourself or your clients with the Weavers
Stamp between 1972 and 1990, or through the “Drivers Stamp” in the same
period, you need to know that five of the insurance companies in the Stamps
cannot pay claims in full, and face liquidation. They are:

Kingscroft Insurance Company Limited

Walbrook Insurance Company Limited

El Paso Insurance Company Limited

Lime Street Insurance Company Limited

Mutual Reinsurance Company Limited

Kingscroft was variously known as “Dart”, “Dart and Kraft” and “Kraft"”
Insurance Company Limited; Lime Street was formerly Louisville Insurance
Company Limited.

Any holder of a policy or contract of insurance in which any one or more of
the companies participated may be a creditor of them, either now or in the future.

An alternative to Liquidation

lan Bond and Chris Hughes of Coopers & Lybrand have been appointed
Provisional Liquidators of all the companies (referred to together as
“KWELM") by the High Court of Justice (England) and also, for Mutual
Reinsurance, the Supreme Court of Bermuda.

lan Bond and Chris Hughes have proposed, as an alternative to liquidation, a
Scheme of Arrangement under the Companies Acts of England and Bermuda.
The purpose of the Scheme is to enable the companies to pay their creditors a
percentage of their claims as they are agreed, whilst retaining sufficient cash
assets to pay the same percentage to creditors whose claims are agreed later.

The Scheme of Arrangement cannot go ahead unless it is approved by
creditors. The Courts have authorised meetings of creditors to consider and,
if thought fit, approve the Scheme. These meetings are to be held on 17
November 1993 at Alexandra Palace, Wood Green, London, England. Holders
of policies or contracts of insurance in which the companies participated may
vote at the meetings or appoint a proxy to do so.

Coopers
&Lybrand

Did you arrange
Insurance
through the
“Weavers Stamp”?

Find out more
A series of presentations has been arranged to brief policyholders and
their brokers or other advisers on the Scheme, and to answer their questions.
Meetings will be held at 2.00 p.m. (local time) as follows:
Date Venue

27 September 1993 London Press Centre
New Street Square
London EC4A 3JB

Roosevelt on Madison Avenue
45 East 45th Street
New York, NY 10017

The Westin Hotel
909 North Michigan Avenue
Chicago, lllinois 60611

Hyatt at Los Angeles Airport
6225 West Century Boulevard
Los Angeles 90045

Hotel Nikko Atlanta
3300 Peachtree Road NE
Buckhead

Atlanta, Georgia 30305

Grapevine Convention Center
1209 South Main Street
Grapevine, Texas 76051

(Near Dallas/Fort Worth Airport)

For more information call the Provisional Liquidators on ++44 71 212 8120
(UK 071 212 8120), or write to them at KWELM, St Andrew’s House, 20 St
Andrew Street, London EC4A 3AY, United Kingdom. Full details of the
Scheme are available on request.

7 October 1993

8 October 1993

12 October 1993

14 October 1993

15 October 1993

KWELM




aming disability costs

By Stanley S. Jakubowski

UNNING A BUSINESS today entails managing a

variety of challenges, all of which have the
potential to drain the bottom line if not managed well.
Long-term disability represents one area that can cost
employers thousands of dollars. But until quite
recently, long-term disability claims were viewed by
many managers as part of the cost of doing business.
That'’s about to change.

No longer can employers and insurers sit back and
wait for long-term disability costs to run their course
or return to employment status. With pain-related
disability costing American businesses and insurers
$160 billion a year, management must develop the
same aggressive attitude toward managing long-term
disability cases that it has used in its recent battles to
gain control over workers compensation costs. Some
companies have begun applying firm cost-cutting
methods in an effort to bring some control to this area,
a harbinger of the new generation of LTD
management.

For the better part of its existence, long-term
disability has been regarded as an unpleasant, but
necessary, cost of being in business. Over the years,
many companies have supported disabled workers,
sometimes for 30 years or more, wondering if a less
costly alternative existed.

Even those employers that were enlightened enough
to consider some form of intervention for a disabled
worker relied almost exclusively on traditional
methods of vocational rehabilitation to prepare the
disabled employee for alternative employment.

All that has changed. With a greatly reduced pool of
available jobs, the prospect of alternative employment
has disappeared for many disabled workers. That
combined with dwindling profit margins, means
employers can no longer afford to take a passive “wait
and see’ attitude toward LTD cases.

This new focus on aggressively addressing long-term
disability cases has manifested itself in three key
trends: a movement toward medical case management,
the growing popularity of placing LTD clients in their
own businesses, and an increase in consulting.

Until quite recently, the idea of employing medical
case management in an LTD case was a foreign
concept, and one that was certainly not supported by
the disability policy. With today’s economic realities,
however, few employers or insurers can afford not to
explore every tool available to them in controlling
costs.

Aggressive medical case review makes especially
good sense for cases that languish in the limbo of “not
medically stable.” For this reason, soft tissue injuries,
in particular, are excellent candidates for a medical
review. A prolonged prognosis of “unstable” may
actually prove to be a case with great potential for
rehabilitation, provided a skilled, medically trained
case worker is asking the right questions.

In one case, for instance, a physician classified an
employee as disabled because a back sprain prevented
him from climbing stairs, lifting more than 15 pounds
or standing for long periods—all basic requirements in
his job as a building foreman. As far as the
physician—and even the patient—was concerned, the
former building manager was relegated to the status of
unemployed and disabled.

Sensing that the case was going nowhere, the insurer
took the unusual step of assigning it to a medical case
management team. After careful review, the nurse
handling the case recommended that the patient
undergo four to eight weeks of work hardening in an
effort to strengthen the injured back muscles. The
physician concurred that the patient would be
approved to return to work if he successfully
completed the work hardening program. The insurer
agreed to pay for the program. In return for its
investment of several thousand dollars in a work
hardening program, the insurer saved an estimated
$50,000 that would have been required to support the
disabled individual.

LTD innovations
pay off for firms

Increasingly, insurers are offering to pick up the cost
of a medical case review for an LTD case in the hopes
that it will bring quicker resolution to the case.
Experience suggests that as many as 30% of all LTD
cases could see some dramatic savings by applying
medical case review techniques.

A review can also prevent needless and expensive
testing when early diagnosis can bring quicker
resolution to a case. Diagnosing probable multiple
sclerosis early in a case, for example, can save
significant administrative cost in processing the claim,
given the clear-cut outcome of that disease.

As always, the sooner case management is applied,
the greater the chances of its success. Studies show
that if a2 worker has not returned to work within two
years, there is only a 15% chance that he or she will
ever come back. Occasionally, medical case review can
bring meaningful benefits even at the short-term
disability stage. At this stage, patients are frequently
under the care of a family physician who may be
inclined to practice very conservative medicine in view
of the personal relationship shared with the patient.

The second trend under way in the LTD treatment
field is the growing popularity toward establishing
disabled workers in their own businesses as an
alternative to ongoing wage replacement payments.
This option has grown increasingly popular in light of
the depressed economy; with the shrinking pool of
possible jobs, fewer options for alternative
employment exist for many disabled individuals.

In one case, a heavy manual laborer became disabled
when a series of back injuries left him unable to
perform his job. A case manager quickly uncovered the
following information: The individual’s wife owned
and managed her own hair salon, and his
brother-in-law managed gas stations. A history of
successful entrepreneurship existed within the family.
Furthermore, the former laborer expressed interest in
investing in a company, and in fact, had been eying a
vacant gas station on a busy corner.

A small business expert was called in and prepared a
40-page report that rated the location a “high
potential” business site. Equipment and financing
needs were tallied, showing that between $20,000 and
$30,000 were needed to start the business. Most
importantly, it was discovered that the former laborer
could manage the gas station without any physical
labor, thanks to the support and involvement of his
family.

The company closed the case for $30,000, which set
the worker up in his new location, where he and the
station have prospered. For a $30,000 investment, the
insurer saved itself an additional $30,000 that would
have gone out in wage replacement payments.

This option does not make sense for all—or even
most—LTD cases. But for the ones that lend
themselves to this approach, the outcome can be very
successful.

For a particular LTD case to qualify as a “new
business set-up” case, the following worker
characteristics should be present:

e An active interest in another line of work and an
identified business he or she would like to invest in. It’s
important that the individual—not a consultant—be
the source of this idea. Forcing someone into an
occupation that is not a good match rarely succeeds.

s Some experierce in the line of business under
consideration. An effective LTD case manager,
through probing questions, will discover whether the
worker held a job in the past or worked a second
business on the side that provided that all necessary
experience.

e Genuine motivation to start and support a business.
It’s not enough to guess at the client’s motivation; an
assessment by a vocational expert is crucial.

» Access to a network of supporters.
Entrepreneurship is a lonely vocation, and it’s
important that a candidate have a group of
individuals—family, friends or professional
mentors—who will provide support along the way.

If a case meets all of the above criteria, the next step
is to call in a small business expert who is qualified to
examine the business potential of the opportunity. It's
critical that only a qualified small business expert
perform this step. In particular, the consultant will
focus on the following:

» Does a market exist for the product or service?

e Is the geographic location viable?

¢ What will the business require initially from a
funding standpoint?

¢ What additional expenses (such as advertising and
marketing materials) will be involved?

e What inicome is expected to be generated?

Ideally, a new business set-up will provide at least the
same income as the disability payments, and in some
cases more. The employer, insurer and disabled worker
should all consider up front—and get in writing—the
options to be pursued if the business should fail.

With the average long-term disability case now
costing an employer $130,000 or more, many have
begun examining what they can do to prevent such
cases. Some employers, especially ones that have seen a
sudden increase in LTD claims or a trend of many
similar types of claims, have begun requesting
assistance from LTD consultants. )

A qualified consultant will perform an analysis of
past and current LTD cases in an effort to identify steps
that might reduce the incidence of further cases, The
consultant may spend several weeks or more at the
company, studying past and current LTD cases,
examining various jobs performed, studying personnel
policies and the overall environment of the company.

The key to a successful analysis of a company’s cases
is to combine the expertise of a nurse, who performs
medical reviews of cases, with a review by a vocational
expert, who studies the situation from a rehabilitative
standpoint. The findings can be illuminating. Among
the most common causes of LTD cases that might have
been prevented are:

» Environment problems. In some instances, simple
job modifications can prevent disabilities. One of the
most common preventive steps for back strain, for
example, is adjusting the level of a worker’s desk.

s Personnel policies. Many companies lack written
policies that enforce safety training, one of the most
effective means of controlling long-term disability
incidents.

o Procedural problems. One recent review revealed
that a company with a spiraling number of claims for
lower back disorder has been sending all of its workers
to the same doctor, whose conservative,
non-intervention approach to treatment had relegated
all the workers to LTD status. Once a second medical
opinion was obtained, many or the workers were judged
able to return to work.

Long-term disability cases need not be suffered as a
cost of being in business. By turning the same
aggressive cost containment measures toward LTD that
have yielded cost savings in the workers compensation
arena, employers and insurers have the potential of
saving thousands of dollars. Applying steps such as
medical case management, new business set-ups and
preventive consulting, managers may come to view
long-term disability not as a vacuum that sucks away at
profitability, but as an area that holds great potential
for cost savings. Il

Stanley S. Jakubowski is director
of LTD/STD Account Services for
m General Rehabilitation Services Inc.
; in Wayne, Pa.




Even the best-laid plans. . .

By Margarita M. Smith

VERYBODY SEEMS to be getting a “‘conceptual”

these days. What is that? Is it definite in form?
Did the process of inviting conceptual proposals take
the place of “‘going out to the market for bids” or is it
a prelude?

In fact, it is a good idea for the risk manager to
establish a definition of “conceptual” before inviting
anyone to participate. Risk managers typically solicit
a conceptual from their current agent or broker and
one or two others to determine if a better level of
service is available. :

Although it is the duty of the risk manager to
communicate this information to the agent/broker,
there is always a degree of mysticism that
accompanies the invitation. Sometimes, even when
the right questions are asked, the explanations can be
vague, not to mention uninformative.

Don’t automatically blame the risk manager,
though; maybe he or she is not even sure. The
suggestion may have come from the company’s
financial officer. Often, the suggestion for a
conceptual proposal originates not at the risk
management level, but rather at the treasurer level. At
any rate, a summary of what the risk manager is
looking for can be elusive.

Clarity is clearly a good approach

one facet of the conceptual proposal that is most
critical to the maintenance and well-being of
whatever program is eventually decided upon. Clear
and effective communication during the conceptual
process will most likely stay that way during the
relationship.

s Purpose. Determine and communicate to the
brokers whether you are interested in substantial
change from the existing program vs. simply an
improvement of coverage. Is the company rebounding
from a bad experience with an insurer or broker? Is
price the object, or is it service?

e Scope. Is the conceptual to cover several lines, or
is it limited to specific lines such as property or
casualty? Is this an opportunity to replace one broker
or more than one? Who are the other brokers?

e Retention/risk attitude. It is important, too, that
the risk manager share the general risk attitude of the
company with the agent/broker. Are higher
deductibles acceptable or even preferable? Is the
company averse to self-insurance programs? Is the
company looking for improvements to, or replacement
of, the current program? Is the company risk averse, or
is the company seeking comfort from unexpected or

amount of time it normally takes to obtain a
consensus on a decision. Be sure there is more realism
than optimism when communicating this to the
brokers.

e Delivery. While it may be presumed that whatever
is promised during the conceptual will in fact be
delivered, such will not be the case, particularly if the
conceptual did not give authority to contact the
marketplace.

Remember that the number of markets is limited,
and that dividing the marketplace among the
participating brokers is not practical and not in the
best interest of you, the insured. Hence, in addition to
the presentation and effective dates mentioned above,
specify a firm delivery date.

Too often, the agent/broker will initiate a grandiose
presentation. They'll bring in their best people, make
it professional, spare no expense. The underlying
belief from the agent/broker perspective is that it’s
now or never. Be fair to your own company and staff
as well as to the participating agent/brokers.

First, make sure they don’t send you a full-fledged
band when you are expecting a soloist.

Secondly, make sure the agent/broker introduces its

_ Itis an easy enough task for the risk manager to
arrange a parade of conceptual presentations for the
benefit of the department and for top management.
But it’s not such an easy task for the broker/agent to
organize and deliver without a good understanding of

what is expected.
Some things to consider include:

¢ The goal. Before any energy is exerted, an
important and highly recommended step is to
understand what the desired outcome is, what the

final product will do or accomplish.

To maximize the results of this effort—which after
all takes a lot of valuable time and often taps the
expertise and creativity of the top people in the
broker’s organization—the goal should be discussed
and clearly understood. This discussion should take
place between the risk manager and each of the
participating agents. This is a good test of
communication between parties and, let’s face it,
when all is written and bound, the communication is

seeking cash-flow relief?

financially threatening casualties? Is the company

e Servicing cost elements. Like all business
considerations, the bottom line will be cost.
Determine upfront whether fees or commissions are
preferred. If fees are preferred, do they vary with
degree of service provided? Does the company expect
loss-control assistance? If not, will the company
accept such assistance? Reluctance on the part of the
company to implement recommended changes can
interfere with the success of a program.

e Target dates. The presentation date of the
conceptual is as important as the effective date of the
program. It is here that the pace is set.

Make sure adequate time is allowed for questions
and requests for additional information, which are
bound to come in once the conceptual specifications
are relayed to the brokers. Give the brokers adequate
time to make the necessary preparations. You know
your company's decision-making style and the

wayside.

local talent as well as that of the corporate office.
After all, you most likely will want the local talent to
be involved and aware of all that goes on with the
program. A fragmented program under which no one
person takes responsibility for seeing to it that all
your needs are taken care of is doomed to fall by the

And lastly, remember that no matter how wonderful
a program is on paper, it can only be as effective as’
the people behind it.

Margarita M. Smith is risk
Y manager for Fruehauf Trailer Corp.
in Southfield, Mich.

Cleanup costs covered by CGL policy

Cleanup expenses incurred because of
toxic waste contamination at the site of
a company's former manufacturing
facility pursuant to a consent decree
entered into with the EPA constituted
“damages” within the meaning of a
comprehensive general liability
insurance policy, according to the 9th
U.S. Circuit Court of Appeals.

Intel Corp., a manufacturer of
semiconductors, had maintained a
number of production facilities in
Northern California during the early
1980s, including a site at Mountain
View, Calif. As part of its
manufacturing process, Intel used
chemical solvents classified as
“hazardous substances” within the
meaning of the Comprehensive
Environmental Response,
Compensation and Liability Act of
1980.

These chemicals were stored in an
underground tank. The Mountain View
facility was discontinued in 1980. Intel’s
lease ran until 1984, so before
subletting the property, it
commissioned soil sampling and testing
of the grounds.

The tests revealed the site was

Legal Briefs

contaminated by hazardous waste
solvents present in both the soil and in
the ground water. Intel began cleanup.
It also entered into a consent decree
with the EPA for the purpose of
decontaminating the site.

From 1976 until 1983, Intel was
insured under a series of CGL policies
issued by Hartford Accident &
Indemnity Co. covering property
damage caused by an “‘occurrence”
except for damage arising out of
pollution unless the latter was sudden
and accidental.

Intel sought reimbursement from
Hartford for the cleanup costs. Hartford
refused. Intel sued Hartford and won in
trial court.

The Court of Appeals concluded that
Intel had established that the
environmental damage was unexpected
and unintended and thus, constituted
an “occurrence’ within the meaning of
the CGL policy.

Furthermore, the court said that
expenses Intel incurred pursuant to the
consent decree constituted “damages”

within the meaning of the policy.
According to the court, the term
“legally obligated to pay” in the CGL
policy covered injunctive relief and
recovery of response costs.

Intel Corp. vs. Hartford Accident &
Indemnity Co., 9th U.S. Circuit Court of
Appeals, Dec. 24, 1991 (BI/02/S.-copies
not available).

Escape clauses overruled

In a case of first impressions
interpreting Arkansas law, the 8th U.S.
Circuit Court of Appeals held that
escape clauses in two fire insurance
policies were mutually repugnant and
both policies would share pro rata
liability.

At the time of a fire that destroyed
two poultry houses owned by Kenneth
Pike, he held insurance policies on the
houses with underwriters at Lloyd's of
London and Farmers Mutual Insurance
Co. of Gentry.

Each policy contained an escape
clause avoiding liability for a loss if
other insurance covered the poultry
houses. Lloyd’s filed suit seeking a
declaration on the liability of the

respective insurers. The trial court found
Lloyd’s liable for the face value of its
insurance policy and Farmers not liable.

The appellate court said that the
coverage of insurance policies
containing equivalent escape clauses
was a matter of first impression in
Arkansas. Generally, the court pointed
out, when each of two policies contain
escape clauses, the clauses are mutually
repugnant, and the loss will be
pro-rated.

A review of Arkansas law convinced
the court that the trend of Arkansas
cases was to follow this conclusion.

As a result, the court remanded the
case instructing the trial court to assign
each insurer’s pro rata liability to Mr.
Pike. ‘

Underwriters at Lloyd’s vs. Pike, 8th
U.S. Circuit Court of Appeals, Oct. 21,
1992 (BI/03/Aug.-$10). [ Bl |

These abstracts were prepared by
Mayo H. Stiegler. Copies of these
decisions are available by sending a $10
check payable to Mayo H. Stiegler, to
Business Insurance, 740 N. Rush St
Chicago, Ill. 60611-2590. List the
number for each opinion.
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Differentiating Canadian risks for insurers

Less litigious society deserves lower rates, broker says

By MICHAEL SCHACHNER

HALIFAX, Nova Scotia—In or-
der to avoid being underwritten
like a U.S. risk, Canadian risk

managers must
make every ef-
fort to inform
underwriters of
the differences
between their
liability expo-
sures and those
of a company
south of the
border, a Canadian insurance bro-
ker says

While Canadian companies gen-
erally pay far less for their liabil-
ity insurance than their U.S.
counterparts, less-than-aggressive
brokering or misperceptions by
U.S. underwriters occasionally
can leave Canadian risk managers
facing higher casualty premiums
than they should be paying, he
said.

Because much of Canada’s com-
mercial insurance is written in the
United States, it is incumbent
upon Canadian risk managers and
brokers to continually pressure
U.S. insurers to make amends for
Canada’s lower loss ratios and less
litigious society, he insisted.

Most commercial risks in Can-
ada are insured with U.S. compa-
nies because the number of insur-
ers and amount of capacity in
Canada is a fraction of that avail-
able in the United States.

“On liability, Canadian compa-
nies generally are receiving the
pricing differentiation they de-
serve, but only if they do business
solely in Canada. But when
there’s U.S. sales or a U.S.-based
facility involved, that’s a whole
other kettle of fish. The market
becomes much more restrictive
and pricing resembles that of the
1985-1986 liability crisis,” said
Eckart Russell, senior vp with
Johnson & Higgins in Montreal.

“Here, accidental pollution is
insurable as opposed to the U.S,,
where it’s a nightmare. We live in
a responsible country with pre-
dictable courts. The story is to-
tally different on the other side of
the border,” Mr. Russell said dur-
ing a session at the 15th annual
Canadian Risk & Insurance Man-
agement Society conference, held
Sept. 16-18 in Halifax, Nova
Scotia.

Mr. Russell asserted that the
overall property/casualty loss ra-
tio in Canada since 1987 has been
about 70%, compared with more
than 80% in the United States.

Driving that loss ratio in the
U.S. has been America’s “bizarre”
civil justice system, he said.

‘“Americans love to sue; while in
Canada—while we're, not totally
unfriendly to litigation—we look
at it as something to avoid,” Mr.
Russell said.

“Litigation just isn’t as much a
part of our society here. That's
why the uncertainty develops only
when a U.S. exposure enters the
picture. Insurers are rightfully
concerned about high legal costs
associated with frivolous law-
suits,” he said.

At the heart of the cavernous
and costly U.S. legal system are
punitive damages, said Mr. Rus-
sell. “The whole idea of punitive
damages makes no sense. Isn't it
irrelevant how the accident oc-
curred?”’ he asked.

Mr. Russell also assailed the
U.S. plaintiffs’ right to a jury
trial, pain and suffering awards
and class-action lawsuits.

“Juries are notorious in the
United States for granting the

most outrageous and ludicrous
awards. In Canada, there is no
constitutional right to request a
jury trial in tort cases,” he pointed
out.

“Pain and suffering (awards
are) a concept I don't fully under-
stand. If those types of damages
are awarded in Canada, they're
capped at $200,000 Canadian
($151,300). In the U.S,, it accounts
for one of the largest portions of
many awards.

“And class actions aren’t easily
put together here because there’s
no method to prefund the case. In
the U.S,, lawyers prefund the case
knowing there’s a huge contin-
gency payoff at the end if they
win _or extract a settlement. You

take these things and combine
them and it's easy to see why the
awsrds get so big in the U.S.,” he
saic.

Lastly, Mr. Russell took a shot
at the theory of joint and several
liability.

“It’s just not logical, but it takes
place quite frequently. It's scary
to think that a company that's
only 50% responsible for an acci-
dent or injury could be required to
pay 100% of damages,” he said.

Canadian companies must pro-
tect themselves to the best of their
abilities by constantly striving to
inform underwriters of the differ-
ence between their risk and that
of an American firm, he said.

“We need to better inform un-

derwriters. All parties must com-
municate better. Risk managers
need to put information together
to presént to their underwriter,
and this includes reinsurance,” he
said.

Mr. Russell acknowledged that
Canadian risks are a “small fish in
a big pond,” and that it isn't easy
“getting underwriters to pay at-
tention to us.”

“We as brokers and risk manag-
ers need to do some squeaking to
ensure that we get some oil. We
have to keep on doing what we're
doing, and that's to try to get that
loss ratio down toward zero,” he
said.

But, Udo Nixdorf, a vp with
Chubb Insurance Co. of Canada in

Toronto, said Canadian risk man-
agers are battling from a seriously
disadvantaged position. “We need
critical mass before a fair pricing
system can evolve. We at Chubb
don’t buy reinsurance for Cana-
dian risks separately. Canada’s
not even 10% of our book of busi-
ness,” he said.

In addition, Canada never es-
caped being grouped into the
global market when the liability
crisis hit full steam in 1985-1986,
Mr. Nixdorf said. “In retrospect,
that was a mistake that Canada
will probably not escape from.
But I do think that Canadian com-
panies are generally priced very
low.”

Marc Darby, risk manager with
Bombardier Inc. in Montreal,
moderated the program. [ Bl |
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Announcing British Airways First Class Sleeper Service™ It puts you in total control of your flight. Choose all your
in-flight options before you board, slip into one of our special sleeper suits and relax. You see, we’ve finally put to bed
the notion that airline seats can’t be slept in. It’s the way we make you feel that makes us the world’s favourite airline.

BRITISH AIRWAYS

The world$ favourite airline’#®




f B2 LIECos ATEo Ll Uiele, JUPLTIIDEL 4 l, AJ9J9

From the Gulf of Mexico to the Indian
Ocean, your marine insurance company
should offer consistent, reliable service.

RELIABLE
SERVICE.

At Continental Underwriters, we built our
strong service reputation by fully meeting
the insurance needs of our clients, by antici-
pating complex and unusual risks, and by [
responding immediately to our clients’ exact-
ing needs.

COntinental Underwriters provides insur-
ance coverage for any marine related risk,
large or small, conventional or complex,
foreign or domestic, for multi-national cor-
porations or small fishing fleets.

Today invest 15 minutes. Call the marine
insurance specialists at Continental Under-
Underwriters, Ltd.

Continental
Underwriters, Lid.

Correspondent, Lloyd’s of London
(504) 898-5300 Fax: (504) 898-5324

Immunity
Is No Guarantee for
Directors, Trustees and
OFTICETS. 1y s e ot

. granting immunity to directors,
trustees and officers of non-profit organizations. But don't be lulled into a
false sense of security. Directors, trustees and officers can be held liable
under federal law placing their personal assets at risk.

The Great American Insurance Group offers limits up to $5 million for
non-profit organizations facing exposures such as wrongful termination,
sexual harassment and discrimination. We can offer entity coverage, and
our programs are affordable, flexible and tailored to meet the organization's
needs.

Call the Executive Liability Division to find out more about our
Directors', Trustees' and Officers' Liability policy for non-profit
organizations.

The Great American Insurance Groupsm
Executive Liability Division

Phone (708) 330-6750

FAX (708) 619-6457
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Canada feels crunch
of big-market woes

New risk management tools needed

By MICHAEL SCHACHNER

HALIFAX, Nova Scotia—The
Canadian property/casualty in-
surance market, though only a

fraction of the
size of other
major interna-
tional markets,
is being influ-
enced by many
of the same fac-
tors affecting
the larger U.S.
and European
markets, according to an official
at a large North American prop-
erty insurer.

An increasing frequency and se-
verity of catastrophes, higher ca-
tastrophe reinsurance pricing, a
changing business climate and the
increased use of technology are
changing the way Canadian risk
managers coordinate insurance
programs for their companies,
said Ronald E. Davis, vp with
Arkwright Mutual Insurance Co.
in North York, Ontario.

“Canada is really just a micro-
cosm of the world. We have very
little domestic reinsurance or pri-
mary capacity, so the driving
forces of the Canadian market are
virtually the same as what is driv-
ing the U.S., Europe or Japan,” he
said.

Mr. Davis, speaking at a session
during the 15th annual Canadian
Risk & Insurance Management
Society conference, held Sept.
16-18, said the increased fre-
quency and severity of natural
and man-made disasters is caus-
ing rates for Canadian property
coverage to escalate, even though
Canadian risks have not experi-

enced poor loss results relative to
American property risks.

“Catastrophe losses (in the U.S.)
have been getting worse in every
year since 1988, and 1993 is shap-
ing up to be another poor year.
The beach-front malls, industrial
plants and senior citizen commu-
nities that didn't exist 50 years
ago are all sitting in the Hurricane
Belt. We're being hurt by a combi-
nation of more insured property
than ever before as well as what
appears to be a changing weather
pattern,” Mr. Davis said.

The most severe change in prop-
erty pricing is occurring at the ca-
tastrophe reinsurance level, he
said, where rates have as much as
doubled within the past year (BI,
Sept. 20).

In addition, the companies writ-
ing catastrophe reinsurance have
changed dramatically.

“The mix of cat reinsurers has
changed. The market has moved
away from London to the U.S.
and Bermuda. Overall, there are
newer and fewer players in this
market, leading to reduced capac-
ity, higher net retentions and
higher prices,” Mr. Davis com-
mented.

Another factor causing global
insurers to raise pricing on Cana-
dian property risks is a changing
business climate defined by an
ever-growing number of plant
closings and layoffs.

“Preventive maintenance at in-
dustrial sites is being reduced ev-
ery day. Experienced employees
are being laid off almost every
day. There’s much less loss control
on high-value property, which
leads to less than prudent busi

Continued on next page
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‘Every year since 1988 the industry has surpassed
its one-in-100-year catastrophic loss projections.
Something has to give. Insurers are living largely

off the disposal of large amounts of their bond
portfolios,’ says Richard Cutfield.

Continued from previous page
ness decisions and higher business
interruption exposures,” he said.

Lastly, Mr. Davis said the job of
Canadian risk managers is becom-
ing both easier and more complex
by the spread of risk management
information technology.

“Information systems are im-
proving management and impact-
ing the cost of doing business.
There are fewer offices and redun-
dancies because of electronice
communication, single-source
data entry and relational data
bases. It’s all leading to more stra-
tegic risk management with dwin-
dling staffs and reduced budgets,”
he asserted.

The bottom line of these emerg-
ing trends is that risk managers
must more carefully select their
insurers, seek data base support
and steadfastly plan for disasters,
according to Mr. Davis,

“Disasters are becoming in-
creasingly expensive. Disaster
planning is at a premium,” he
said.

While Mr. Davis primarily
chronicled the Canadian property
market, John Bryce, vp-casualty
with Liberty International Insur-
ance Co. in Toronto, forecast mas-
sive and sudden casualty rate in-
creases in the very near future.

“I believe there will be rate in-
creases like there were eight years
ago. I make this prediction be-
cause we don'’t ever learn from our
past activities. We're still in a rec-
ord soft market, so don't be sur-
prised by a massive overswing.

“Mind you, I don’t welcome this
type of change because it ruins
our credibility, invites regulatory
intervention and causes midterm
remarketing of accounts. But I do
believe it will happen,” Mr. Bryce
said.

He also downplayed what he
called a growing belief within the
industry that the Canadian casu-
alty insurance market will evolve
until there are only a few massive
primary insurers and equally huge
reinsurers.

“I strongly believe small compa-
nies will continue to emerge
within the casualty market. I just
cannot foresee a handful of mas-
sive super-insurers. We can’t have
six or so super-insurers being re-
insured by another six super-rein-
surers. There will always be gaps
to fill,” he said.

And on the topic of Lloyd's of
London's struggle to revitalize it-
self, Mr. Bryce said Lloyd’s will
survive and possibly thrive again.

“Lloyd’s is not run by the type
of people who would sit around
and do nothing. It’'s a dynamic
group and with corporate inves-
tors, a new business plan and ful-
ler disclosure, the future of
Lloyd’s looks good,” Mr. Bryce
said.

A broker's perspective of the
Canadian market was offered by
Richard Cutfield, a senior vp with
Marsh & McLennan Cos. Inc. in
Calgary.

He said pricing on property and
casualty risks could escalate when
insurers stop enjoying the riches
of the mature bonds they recently
cashed in and if casualty loss ex-
perience turns for the worse.

“Industry surplus grew from
$63.4 billion in 1986 to $230 bil-
lion in 1992, but losses on under-
writing have grown to $35 billion

excess of $229 billion in premium
volume. The combined ratio of the
North American market is at
about 116%, and every year since
1988 the industry has surpassed
its one-in-100-year catastrophic
loss projections. Something has to
give. Insurers are living largely off
the disposal of large amounts of
their bend portfolios,” Mr. Cut-
field said.

Joe Hardy, risk manager wita
The Oshawa Group Inc. in Etobi-
coke, Ontario, moderated the ses-
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Captives offer options: Risk manager

By MICHAEL SCHACHNER

HALIFAX, Nova Scotia—In ad-
dition to tax advantages, captive
insurers provide a formal funding

vehicle that al-
lows Cariadian
risk managers
to offer detailed
financial figures
to top manage-
ment, says the
risk manager of
a large Cana-
dian retailer.

“There really is no mystique
about captives. They're a very
simplistic risk-financing tool open
to most risk managers at large
companies,” said Kenneth Mur-
phy, risk manager at Hudson's
Bay Co. in Toronto. ‘“Besides the
tax deferral and tax minimization
that comes with a captive, they al-
low risk management to compete
with profit centers within a com-
pany.”

Speaking at the 15t annual Ca-
nadian Risk & Insurance Manage-

ment Society conference, ‘held
Sept. 16-18 in Halifax, Nova
Scotia, Mr. Murphy said captives
are a perfect vehicle to insure un-
usual risks at lower costs.

“Captives allow the risk man-
ager to unbundle and select only
the necessary services they need.
We have three captives in three
different domiciles for that rea-
son,”” he noted.

Captives also permit risk man-
agers to directly access the rein-
surance market without any of the
“frictional” costs normally associ-
ated with conventional insurance,
like administrative fees and bro-
ker-related costs.

“Captives provide consistency
in coverage, improved risk man-
agement control, reduced need for
conventional coverage, stability
and internal claims administra-
tion. They can require very little
overhead and, best of all, it allows
top management, which usually
looks only to profit centers, to see
risk management as a vital player
in the corporation,” he said.

However, captives are not a
pure ‘“‘bowl of cherries,”” he
warned. “Captives have some dis-
advantages. They require a large
capital commitment and they do
not allow you to spread risk.

will generate a return on invest-
ment for the parent company.”
But relative to the option of
maintaining the status quo, which
is to simply renew conventional
insurance policies at quoted

‘There really is no mystique
about captives. They’re a very simplistic
risk-financing tool open to most risk managers
at large companies,’ says Kenneth Murphy,
risk manager at Hudson’s Bay Co.

There is no variability of finanecial
results. They either work out or
they do not.”

And once again, Mr. Murphy
brought up the fact that captives
have to compete with corporate
profit centers all the time. “Most
businesses have defined profit-
driven divisions. Captives have to
compete with these divisions
without the guarantee that they
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prices, captives may be a better
option, added William J. Morgan,
managing director with Alex-
ander Insurance Managers (Can-
ada) in Vancouver.

“Renewing policies at a guaran-
teed cost is easy to budget for be-
cause you just pay your premium
and you're on your way. But this
is likely to be your highest-cost
choice,” Mr. Morgan warned.

Another risk-financing choice
open to risk managers is increas-
ing deductibles and taking higher
self-insured retentions, he said.
Or, risk managers may choose to
retrospectively rate their policies,
whereby they pay a minimum pre-
mium and could pay more at the

end of the year depending on loss
experience. “We don’t see much of
this, however. It’s a cheaper
method than paying a standard
premium but probably costs more
than taking a high deductible.”

By conducting a risk analysis to
gauge expected losses, a risk man-
ager can determine the best strat-
egy he or she should use to insure
the risks.

For example, a risk manager
may find that the company’s
risk-financing needs are best met
through higher retentions or de-
ductibles, different types of retro-
spective policies or through a cap-
tive.

“What you’ll find out here is
that you stand to gain the most in-
vestment income from a captive,”
Mr. Morgan said. “By keeping
that premium yourself, you get
the income on the investment, un-
like any standard insurance con-
tract where the insurer is getting
that investment income on your
premiums.”’

Once the captive route has been
decided upon, the next step for
the risk manager is to choose a
proper domicile.

Mr. Morgan outlined several
criteria to use when picking a do-
micile:

s Political stability of the domi-

Continued on next page
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Continued from previous page
cile. “You don’t want to go to a
domicile where it’s possible that
your assets could be seized. You
want it to be around 10 years from
now,’" he said.

e Communication and infra-
structure to allow immediate con-
tact with resident captive manag-
ers.

» Enabling legislation because
“there has to be something there
that makes running a captive less
burdensome from a regulatory
standpoint than other domiciles,”
Mr. Morgan said,

+« Management expertise among
the domicile’s managers.

¢ Competitive operating ex-
penses and fees.

* Manageable reporting re-
guirements.

o Easy accessibility.

e Acceptance by all Canadian
provinces.

e One-stop shopping capabili-

ties, including local reinsurance.

e Tax advantages.

“For Canadian firms, the best
domiciles are British Columbia
because of its very low fees, Ber-
muda for its one-stop shopping,

~ Barbados for its tax treaty with

Canada, and Dublin, Ireland, for
its easy access to the E.C.,” Mr.
Morgan said.

“But what it all comes down to
is: Where is there a domicile that
allows you to lower your income
taxes? You'll pay tax in all domi-
ciles, whether you’re doing only
Canadian-related business or not,
but the ones I mentioned all are
tax-friendly, and the Canadian
Office of Revenues allows you to
deduct premiums paid to captives
in all these domiciles,” Mr. Mor-
gan said.

Barry Shakespeare, risk man-
ager of Westcoast Energy Inc. in
Vancouver, moderated the ses-

sion. Bl |
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Canadian RIMS
held in Halifax

HALIFAX, Nova Scotia—
About 500 Canadian risk man-
agers and exhibitors attended
the 15th annual Canadian Risk

& Insurance
Management
Society con-
ference, held
Sept: 16-18
in Halifax.
The con-
ference was
opened by a
Highland
brigade complete with Scottish
pipers, and later featured 25
educational sessions on risk
and insurance management is-
sues in Canada and throughout
the world.

Keynote speakers included
Dr. Jane Fulton of the Univer-
sity of Ottawa, who addressed
the issue of health insurance in
Canada, as well as Knowlton
Nash, an anchorman on Cana-
dian television news, and
Steven Gerber, director of cor-
porate communications with
Gerber Products Co. in Chi-
cago.

“As risk managers, our abil-
ity to impact the corporate bot-
tom line has never been
greater,” said Tony Bridger,
risk manager with the Bank of
Montreal in Toronto, during an
address at the conference's
opening session.

“We're no longer insurance

well beyond what we currently
do to achieve a desired effect
for our organizations,” said
Mr. Bridger, who is president
of the Risk & Insurance Man-
agement Society Inc.

“This year's conference was
a tremendous success that ex-
ceeded our expectations,” said
Robert Patzelt, group corpo-
rate counsel and risk manager
with Scotia Investments Ltd.
in Bedford, Nova Scotia, and
chairman of this year’s confer-
ence.

“Harvest '94—Reap the Ben-
efits” is the theme of next
year's Canadian RIMS gather-
ing, which will be held Sept.
11-14 at the Westin Hotel in
Winnipeg, Manitoba.

For more information, con-
tact Mary Lynn Moffat at
IN-KA Project Development
Ltd, at 204-949-1653; fax:
204-956-1700; or Mike McAnd-
less, manager of risk and insur-
ance with United Grain Grow-
ers Ltd. in Winnipeg, at 204-
944-54432.
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Risk managers learn from disasters

By MICHAEL SCHACHNER

HALIFAX, Nova Scotia—Ten
natural and man-made disasters
beginning with Hurricane Hugo in

September 1989
and culminating
with the Great
Midwestern
Flood in July
provide risk
managers with
valuable lessons
about how to
protect their
companies against uninsured
losses.

First and foremost, these disas-
ters underscore the need for a com-
pany to have emergency contin-
gency plans. They also exemplify
the importance of obtaining insur-
ance policies that are carefully and
clearly worded so that insurers
cannot deny coverage.

“What these catastrophes
showed is that contingency plans
are vital. Those companies that had
contingency plans in place when
these disasters struck fared much

better than those without them,”,

said Don A. Wilks, senior manager
with Deloitte & Touche's Risk
Management Consulting Services
Division in Dallas.

Speaking at a session on how to
prevent uninsured losses at the
15th annual Canadian Risk & In-
surance Management Society con-
ference earlier this month, Mr.
Wilks and Larry Moeller, a princi-
pal/partner with Deloitte in its
Calgary office, emphasized that no
risk manager can buy a perfect in-
surance policy.

Therefore, risk managers must
seek carefully worded manuscript
policies from their underwriters
“because insurers will interpret
(standard) policy language to the
detriment of policyholders
whenever possible,”” said Mr.
Wilks.

The consultants highlighted
some of what was learned from
each of ten disasters:

e Hurricane Hugo.

“This is where we learned the
value of cellular telephones” in
case conventional phone lines are
damaged, Mr. Wilks said.

The devastating 1989 hurricane
also taught the risk management
community that a powerful hurri-
cane can cause lengthy service in-
terruptions, thus requiring compa-
nies to have specific off-site service
interruption insurance and extra-
expense coverage with a generous
time limit (BI, Sept. 25, 1989).

¢ The Loma Prieta earthquake.

This temblor, which hit the San
Francisco Bay area on Oct. 17,
1989, caused $8 billion to $10 bil-
lion in overall damage (BI, Oct. 23,
1989). It demonstrated how impor-
tant it is for risk managers to set
property deductibles at a fixed
amount, not as a percentage of a
claim or a percentage of property
value, said Mr. Wilks.

A set-dollar amount deductible
“will almost always amount to less
than a percentage deductible in a
large-case disaster like this,” he
said.

e The Phillips Petroleum Co.
plant explosion.

This 1989 explosion in Pasadena,
Texas, is one of the largest man-
made disasters in U.S. history, said
Mr. Moeller, noting that it caused
$1.5 billion in overall damage and
resulted in about 265 liability
claims against Phillips (BI, Oct. 30,
1989).

“This showed us not to underes-
timate the maximum financial loss.
This explosion exhausted Phillips’
policy limits,” Mr. Wilks said.

Also, some companies that relied
on Phillips products were insured
against lost business resulting f-om
a lack of supplies. But those -hat
weren't los: business, Mr. Moeller
pointed out

The value of having a good pub-
lic relations ard media relatiens
department was underscored dur-
ing extensive media coverage of “he
Phillips case, according to Mr.
Moelller.

e The Ch:cago flood.

This 1992 disaster—in which an
antiquated tunrel system that ran
beneath the city’s financial district
was flooded by the Chicago Riv-
er—also emphasized how impor-
tant off-premises power loss pro-
tection is, said Mr. Moeller.

While many buildings in the af-
fected area weren’t damaged at all,

the area had no power for days.
But without off-premises service
interruption coversge, many poli-
cyholders without actual physical
damage were left without coverage
for business :rtarruption (BI, April
20, 1992).

e The 19¢2 Los Angeles riots.

This disaster taught risk mangers
that there’s a ditfarence between
coverage for riots and protection
against vardalism, Mr. Wilks said
(BI, May 4, 1932). ““A lot of policies
excluded acts oZ civil unrest or acts
of war. We ncw say ‘Make sure
that property in wolatile areas of
major cities has ric exclusions for
this type of ozcurrance.’

And, because so much inventory
was lost in the locting that accom-
panied the riozing “we learned that
it's importent to got a sales price

endorsement as cpposed to just a
cost of finished product endorse-
men=. Retail is higker than
wholesale,” Mr. Wilks said.

e Hurricanes Ardrew and Iniki.

These devastzting 19£2 storms
taugkt risk managers never to un-
derestimate the potential for mas-
sive lasses (B!, Seot. 21, 1992; Aug.
31, 1992).

And, risk mangers found out that
gettirg full reimbursemeat in one
chunk from insurers facing massive
clains is virtually impossible.
“Smezll amounts were paid quickly,
but s:gnificant advances were slow
in coming. So :f you can get pay-
ment procedures written into your
contract, do it,” he advised.

¢ The World Trade Cenzer bomb-
ing.

This terrorist atzack in February

underscored the importance of
high-levz] security in high-profile
facilities =3 well as avciding ex-
clusions for acts of war or terror-
ism (Bl, Mtrch 8).

And, the evacuation that occurred
in the aftermath of the bombing
showed kow important periodic
fire dr:1ls are.

¢ The Blizzard of '93.

This Ma-ch snowstorm, which
struck tke entire Eastern sea-
board, urderscored thz impor-
tance of having business interrup-
tion that’s not triggered by actual
physiczl damage (BI, March 22).

e The M:dwestern Floods.

This summer’s Mississippi
River Zleccing showed that flood
coverage in standard rolicies is
limited or non-existent and that
service interruption can apply to
a loss of water, not just electric-
ity, as was shown in Des Moines
and St. Joseph, Mo. (BI, July 19;
July 12). [ Bl |
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Fire & Casualty Co., a defunct of-
saore insurer banned by regula-
tors in several states and now ke-
ing liquidated in Tennessee. An-
chorage obtained the stock in
1991 in exchange for shares of
two mutual funds, one of which
was later declared a fraud and
shut down by the SEC (see story,
page 39).

UFG’s most recent filings.
though, indicate improvement.
Net income increased more thar
six-fold in the first six months of
the year—to $1.3 million from
$205,344 in first-half 1992. Anc
the shareholders equity deficit has
narrowed to negative $6.3 millior.
from negative $8.6 million, ac-
cording to its first-half 10-Q Zil-
ing.

“I don’t think anyone who reads
our 10-Q today has any question

about our viability,” said Howard
Miller, UFG’s senior vp, adding
that the brokerage is resolving its
problems with the SEC and the
Americar. Stock Exchange.

Cost-cutting measures put in
place last year cut first-half ex-
penses about 13% from 1992 lev-
els.

The company had only 89 em-
ployees at year-end 1992, down
from 207 employed by B.R.I. at
the end of 1991. Mr. Miller said
staff has been cut mainly from un-
profitable operations and that
neither cost-cutiing nor acquisi-
tion-related problems have hurt
client service.

“I would say that business is
looking better than it has in the
last couple of years,” he said.

The company’s first-half results
were ‘“‘very impressive to AMEX,”
he said, acknowledging that
“there was a problem” with the
potential delisting of UFG’s stock

‘I don’t think anyone who
reads our 10-Q today has
any question about our
viahility.’

Howard iller

but “we thinx we've conquered
that.”

The company may also drop its
plans to use tae Marshall Islands
guarantees to raise money and is
pursuing plans for a private
placement cf UFG stock, he
added.

Nevertheless, UFG still has hur-
dles to clear with the SEC: The
agency last month raised several
new questions about the compa-
ny's amended 10-K filing,.

SEC analvsts found, among
other things, that UFG may have
significantly overvalued its in-
vestment in common stock of a
formerly affiliated oil &nd gas
company. The stock rep-esented
more than a third of UFG’s re-
ported $31.5 million in year-end
~992 assets.

UFG is expected to file 2 second
amended 10-K report scon, but
won't be able to go ahead with its
nrivate placement until tae filing

picture. At timzs, it can
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is complete, Mr. Miller said.

Founded in 1974, B.R.I. was pri-
vately held for nearly two decades
by its chairman, Donald P. Fer-
rarini, and a group of its execu-
tives.

The New York-based firm has
offered a variety of brokerage,
consulting and management ser-
vices through its subsidiaries. In
addition to the retail brokerage
business of B.R.I. Coverage Corp,,
the firm’s operations include:

« BRI International Agency
Inc., a reinsurance broker.

e White House Agency Inc., a
life insurance and employee bene-
fits unit.

« BRI. Management Services
(Cayman) Ltd., a Cayman Islands
captive management arm that op-
erates International General In-
surance Co. Litd., a Cayman-based
B.R.I. underwriting unit.

B.R.I. Management clients also
included ReCo Ltd. and Associa-
tion Insurance Co. Ltd., two
now-defunet Cayman insurers op-
erated by Florida businessman
Anthony J. Damoulis (BI, Sept.
20).

For several years, B.R.I. ranked
as one of the largest U.S. insur-
ance brokers based on revenue
figures the company supplied to
Business Insurance.

Those figures, however, were far
higher than those the company is
now giving the SEC. For example,
while B.R.I. publicly reported
1990 revenues of $35.2 million—
making it the country’s 20th-larg-
est broker—an audited financial
statement filed last month with
the amended 10-K reports 1990
revenues of only $18.7 million.

For 1989, B.RI. had reported
revenues of $32.9 million, while
audited financial statements re-
port revenues of only $19.7 mil-
lion.

Mr. Miller said the figures sup-
plied to Business Insurance in-
cluded income from affiliates that
are not actually B.R.I. Holding
Corp. subsidiaries and thus are
not included in the audited state-
ments. He declined to name the
affiliates.

The same financial statements
show that B.R.I had financial
problems before it took over
Chippewa last October.

In 1991, the brokerage reported
a net loss of $1.5 million on reve-
nues of $16.2 million, and finished
the year with shareholders equity
of negative $3.9 million, accord-
ing to a statement audited by
Buchbinder Tunick & Co. in New
York.

The accounting firm’s opinion
letter—issued Oect. 21, 1992, the
date of the Chippewa acquisi-
tion—notes that B.R.I. “has suf-
fered recurring losses from opera-
tions and has a net capital defi-
ciency that raise substantial
structure the fu!m-e. | doubt glboul its abi‘}.ity to continue

as a going concern.

The company switched to
Chippewa’s auditor after the ac-
quisition. And SEC filings show
that the new accounting firm,
Louis Weiss & Associates Inc. of
] Denver, included no such qualifi-

cations in an opinion letter it is-
sued earlier this year on UFG's
1992 results.

B.R.I. began negotiating its
takeover of Chippewa in the sum-
mer of 1992.

Incorporated in 1985, Chippewa
did not actually begin operating
until 1990, when it was capital-
ized with oil and gas assets and
began trading on the American
exchange.

B.R.I. planned as a public com-
pany to use stock to expand its
business through acquisitions, Mr.
Miller says.

The firm is “in an acquisition

Continued on next page
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Pension funding

Continued from page 3

promised but not funded by em-
ployers jumped to $38 billion
from $27 billion. The PBGC is ex-
pected to disclose soon that pen-
sion underfunding grew substan-
tially in 1992.

Pension funding rules remain
too flexible, administration offi-
cials say. In fact, the rules are so
liberal that annual pension con-
tributions by about half of the
employers with the 50 largest un-
derfunded pension plans don't
even cover the interest on the lia-
bilities, an administration official
said.

While the administration won’t
yet disclose the details of the
funding proposal, officials say
rules will be tightened consider-
ably for employers with under-
funded plans. Those rules would
be phased in to cushion the finan-

cial impact on employers.

Under the 1987 law, employers
with underfunded plans had 18
years to amortize pre-1988 liabili-
ties and between five and 12 years
to fund post-1988 liabilities. Pre-
viously, employers with under-
funded plans generally had 30
years to fund liabilities.

In addition, under a draft pro-
posal now being considered by the
administration, employers in
bankruptcy could not increase
pension benefits while they are in
Chapter 11.

Benefit lobbyists agree that cur-
rent pension funding rules for em-
ployers with underfunded plans
need to be beefed up.

“Funding rules are too loose.
There is too much time to fund li-

-abilities,” said Lynn Dudley, di-

rector of retirement policy at the
Assn. of Private Pension & Wel-
fare Plans in Washington.

Other business groups, like the

National Assn. of Manufacturers,
say they could support faster
funding rules, but first they would
have to be convinced that the
1987 funding changes have not
been effective.

The administration also is ex-
pected to revamp the PBGC's pre-
mium structure, under which a
special cap now limits premiums
paid by employers with severely
underfunded plans.

Under that structure, all em-
ployers with defined benefit plans
pay a basic annual premium of
$19 per plan participant. On top
of that, employers with under-
funded plans also pay a so-called
variable-rate premium. That pre-
mium is $9 per participant for
each $1,000 of unfunded liabili-
ties. However, the variable rate
premium is capped at $53 per par-
ticipant, meaning the maximum
annual premium for an employ-
er—even if its pension plan is un-

derfunded by hundreds of mil-
lions of dollars—is $72 per partic-
ipant.

The administration is expected
to propose that the dollar cap on
the variable rate premium be re-
moved. By removing the cap, pre-
miums paid by underfunded pians
would be brought in line with the
risks they pose to the PBGC. an
administration official said.

Currently, about 10% of PB-
GC'’s premium revenue is gener-
ated by employers subject to the
$72 cap, though their pension
plans are responsible for about
80% of unfunded liabilities, a
PBGC spokeswoman said.

The APPWP’s Ms. Dudley says
removing the cap on the vari-
able-rate premium would give
employers with underfunded
plans an additional financial in-
centive to improve funding of
their pension programs.
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the ERISA Industry Committee, a
benefit lobbying group represent-
ing large employers, worries that
higher premiums would leave
companies with less money to im-
prove plan funding.

Other administration proposals
are expected to require employers
to give employees more informa-
tion—in an easy-to-understand
format—about the financial con-
dition of their pension plans and
the limits of PBGC benefit guar-
antees if their employer’s pension
plan collapses.

The PBGC, for example, does
not immediately guarantee recent
benefit increases and will only
guarantee an annual benefit of up
to about $29,000. Some retirees
covered by pension plans taken
over by the PBGC were stunned to
discover that their benefits would
only be a fraction of what they
had expected.

Ms. Dudley said more disclosure
is appropriate so long as the ad-
ministrative burden on employers
is not too great.

The administration, though,
will not propose, as the Bush ad-
ministration had earlier recom-
mended, eliminating PBGC guar-
antees for new benefit increases
for employers with underfunded
plans. Under the Bush proposal,
new liabilities only would have
been insured once the employer’s
pension plan was fully funded.

A Clinton administration offi-
cial criticized that proposal as un-
fair to plan participants who have
no control over how much their
employers contribute to their pen-
sion programs.

But one provision in the draft
proposal, aimed at raising reve-
nue, would have the effect of low-
ering benefits to highly compen-
sated employees.

A new indexing formula would
be applied to the so-called 415
limits, which limit employer con-
tributions to defined contribution
plans and cap the benefit that can
be funded through a defined ben-
efit plan.

Currently, the defined benefit
limit, which is now $115,641, in-
creases with the annual rise in the
Consumer Price Index. The
$30,000 per participant contribu-
tion limit for defined contribution
plans has been frozen for several
years. But it will rise in tandem
with the CPI once the 415 limit for
defined benefit plans hits
$120,000, which is expected next
year.

Under the draft legislation,
though, the 415 limits would be
increased in $5,000 increments,
with rounding down to the near-
est $5,000 increment.

For example, if the cost of living
increase produced a $12,000 in-
crease in the 415 limit before
rounding, the actual permitted in-
crease would be $10,000.

In the case of 401(k) plans, in-
creases would be rounded down to
the nearest $500 increment.

Administration officials say it is
too soon to say how their proposal
will fare in Congress.

But some say congressional in-
terest in PBGC reforms has in-
creased because of growing
awareness of the agency's prob-
lems.

“I think the environment for
change is more ripe now,” said
Chris Bowlin, senior associate di-
rector of employee benefits at the
National Assn. of Manufacturers
in Washington.

But Ms. Dudley of the APPWP
says there is not yet widespread
congressional interest in a reform
package.

“Fundamentally, we are very
supportive of reforms, but we
don't see it happening soon,” she
said.
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Centre Cat raises $300 million in capital

HAMILTON, Bermuda—Centre
Cat Ltd,, a new property catastro-
phe reinsurer, is being capitalized
with $300 million from a number of
institutional investors, according to
Centre Reinsurance Holdings Litd.
and Morgan Stanley Group Ine.

Morgan Stanley and affiliated in-
vestment partnerships will contrib-
ute $135 million; General Motors
Corp. pension trusts $50 million;
Zurich Reinsurance Centre Holdings
Inc., Centre Re Holdings, an AT&T
penion fund, Chubb Corp. and
Chemical Venture Partners $25 mil-
lion each; and Plymouth Rock As-
surance Corp. $2 million.

Centre Re Holdings incorporated
Centre Cat in Bermuda earlier this
year, and industry sources con-
firmed its expected initial capitali-
zation last month (BI, Aug. 30).

Paul T. Hasse, a former official of
management consultant McKinsey
& Co., has been named chief execu-
tive officer of Centre Cat. Charles L.
Kline, former managing director

BERMUDA

with reinsurance broker Guy Car-
penter & Co., is Centre Cat’s presi-
dent.

Centre Cat plans to write global
multiyear catastrophe programs for
a small number of ceding insurers,
the company announced.

Centre Cat will write limits total-
ling a maximum of $50 million to
$75 million per geographic zone.
The company intends to be a lead
underwriter on traditional cat pro-
grams and to write customized con-
tracts covering property risks out-
side ceding insurers’ traditional pro-
grams, Mr. Hasse said. |

—By Douglas McLeod

$10 billion market

HAMILTON, Bermuda—New es-
timates of the Bermuda insurance
and reinsurance industry’s financial

base indicate that the non-captive
commercial market's capitalization
has increased to at least $10 billion.

More than $4 billion of new capi-
tal is believed to have flooded into
the market this year alone, and the
figure is still rising,

This trend was detailed by Rich-
ard Meyer, executive vp of Johnson
& Higgins in New York, during a
speech at a meeting sponsored by
the Bermuda Insurance Institute. He
charted the Bermuda market’s mete-
oric growth since the mid-"70s.

Mr. Meyer said that in 1985, when
the liability insurance capacity crisis
unfolded and ACE Insurance Co.
Ltd. was founded, $733 million was
added to shareholders equity in the
island’s commercial insurance mar-
ket. The following year, when X.L.
Insurance Co. Ltd. and Corporate
Officers & Directors Assurance Co.
Ltd. began operations, and ACE and
Oil Insurance Ltd. increased capac-
ity, the shareholders equity figure
rose to $2.2 billion.

By 1991, the amount of capital
available to support commercial in-
surance and reinsurance underwrit-
ing on the island had nearly dou-
bled to more than $4 billion.

“And now we are in a property
crisis,” Mr. Meyer observed. “Once
again, Bermuda has responded with
property facilitiesand we estimate
current shareholders equity to be
over $9 billion and soaring.”

A J&H spokesman later clarified
that these figures represent only
those companies with which the
broker does business. Adding other
commercial underwriters on the is-
land would bring the total to more
than $10 billion, he said.

Local industry observers point
out, though, that key differences ex-
ist between the latest growth spurt
and that which was stimulated by
the so-called “innocent capital” of
captive insurers 20 years ago.

Brian Hall, chairman of the In-
dustry Advisory Committee, a gov-
ernment advisory body, described

the new capital as “committed.”

Unlike the growth in the '70s,
when the market expanded because
captives were writing more non-re-
lated business, “this is growth in the
convention commercial market to
meet specific needs,” said Mr. Hall,
head of J&H's Bermuda operations.

Bob Burns, head of the Bermuda
Independent Underwriters Assn.,
observed that “the new players now
coming in clearly do not represent
innocent capital.”

J&H's Mr. Meyer attributed the
island’s success in attracting this
capital to a range of features, which
included its people, their entrepre-
neurial spirit, their marketing ef-
forts, and aggressive and dynamic
business style and an unequalled in-
frastructure.

Yet he urged the Bermuda market
to “preserve the regulatory environ-
ment you have today. . . It would be
inane and insane to fall into an ad-
versarial relationship between the
regulators and the regulated.” [EEIl

Small investors to have access to Lloyd’s

By ADRIAN LADBURY

LONDON—A London-based in-
vestment company is forming a 50
million pound ($76.6 million) in-
vestment trust that will enable the
“little man” to invest in Lloyd’s of
London.

But, managers of the new trust
are not promising to stick with the
market if Lloyd’s performance
takes a turn for the worse. In fact,
they promise to pull out as soon as
rates appear to fall.

Some Lloyd’s insiders have
feared this sort of attitude would
accompany limited liability cor-
porate capital, saying it could ex-
acerbate the violent swings of the
insurance cycle in London rather
than dampen them.

Most of the proposed corporate
investment vehicles, which
Lloyd's hopes can provide up to 1
billion pounds ($1.53 billion) of
new capital for 1994, have the
backing of major international in-
vestment banks or venture capi-
talists and will raise funds on the
international money markets. As

Pay cut

BONN, Germany—Holiday pay
for German employees would be
cut by 20% under the govern-
ment’s latest proposal for financ-
ing national long-term nursing-
care insurance.

Earlier this year, coalition gov-
ernment parties agreed to expand
health insurance coverage to in-
clude the costs of long-term care
for the chronically ill (BI, July 26).

To help pay for compulsory
nursing-care insurance, the gov-
ernment plans to cut the amount
of pay employees receive for 10
national holidays and eliminate
two vacation days for civil ser-
vants.

German coalition government
parties approved the plan Sept. 21
after massive protest from indus-
try and unions (BI, Sept. 20).

Initially the government had
planned to lessen the financial
burden that the expanded cover-
age would place on companies by
allowing employers to cut em-
ployee sick pay by one day. With

LONDON

such, they are not open to the
small investor.

Johnson Fry P.L.C, a London
financial services company, has
set up the Johnson Fry Corporate
Insurance Recovery Trust, which
it hopes will raise up to 50 million
pounds from small, private inves-
tors. The company plans to start
rajsing the funds next month and
hopes to be fully subscribed in
time to invest in Lloyd's in 1994.

CIRT will invest in corporate
capital trusts that in turn will in-
vest in Lloyd’s syndicates via
members agents or the new li-
censed Lloyd’s advisers (BI, Sept.
20).

Johnson Fry says the wider
range of risks and syndicates that
its investors will have through
CIRT will more than compensate
for the extra management cost
they incur by not investing di-
rectly in syndicates.

The timing is vital, according to

may fund

GLOBAL BRIEFS

little to no support for that plan,
the government was forced to re-
negotiate.

The new proposal would give
employees a choice between tak-
ing a 20% cut in holiday pay cut
or two fewer vacation days a year.
The 12 billion deutsche mark ($7.3
billion) savings to employers from
these cutbacks would compensate
for their added contributions to
the national nursing-care insur-
ance, according to the govern-
ment.

Unions and industry have
voiced doubt that the proposal
could ever be implemented. Legal
advisers argue that financing the
coverage by cutting a day of pay
for national holidays is unconsti-
tutional, because it would infringe
on unions’ rights to settle wage
negotiations. Unions say they will
take the issue to court.

Charles Fry, the company's chair-
man, because he believes demand
for participation in the new cor-
porate trusts will far exceed sup-
ply and thus give the trust inves-
tors at the front of the line the op-
portunity to later trade their ini-
tial investments in the corporate
trusts at a premium. CIRT, which
will be quoted on the London
stock exchange, will only invest in
quoted investment trusts that
plan to invest in Lloyd’s; most of
those that have stated their inten-
tion to set up will be quoted.

“This is a one-off opportunity to
get into a market which looks as
though it will be highly profitable
over the next few years. Those
corporate investors who do not
get into the market now are likely
to find that there is no capacity on
the better Lloyd’s syndicates
available to them. It is for this
reason (and because we believe in-
vestor appetite for this type of in-
vestment will be very high) that
we are encouraging investors to
get in on the ground floor,” said
Mr. Fry.

Like most of the bigger trusts,
CIRT also predicts possible re-
turns of more than 20% for its in-
vestors. Since corporate investors
are only required to have 1.5 mil-
lion pounds ($2.3 million) on de-
posit with Lloyd’s, CIRT can in-
crease its return by simultane-
ously investing some funds in
standard U.K. equities.

CIRT also says that if the insur-
ance market turns, it will pull its
investors’ money cut of the mar-
ket and into the relatively safe ha-
ven of equities.

“Since the insurance market is
highly cyclical, CIRT intends to be
invested in this market when in-
surance rates are high and profit-
ability looks good but to with-
draw from the market by selling
the shares in (Lloyd's corporate
investment trusts) when the mar-
ket looks overheated and insur-
ance rates begin to fall. The
money received from such sales
will be invested in a broad spread
of U.K. equities until such time as
the directors and managers of
CIRT helieve the time is right to

move back into LCCITs,” the
company's announcement said,

P&l club claims down

One of the world’s biggest pro-
tection and indemnity clubs re-
ported a big slowdown in the rate
of increase of claims from March
1992 to March 1993.

The club predicts that the trend
will continue as long shipowners
are pressured to raise the stan-
dards of ships and crews.

Claims paid during 1992-1993
by the United Kingdom Mutual
Steam Ship Assurance Assn. (Ber-
muda) Ltd., totaled $229.2 million
net of reinsurance recoveries, only
3.8% above the $220.8 million
paid in 199-1992.

Cash calls and premiums col-
lected by the club from March
1992 to March 1993 totaled $530.7
million, 40.4% more than the $378
million collected in the previous
12-month period.

Personal injury and cargo
claims again accounted for more

Continued on next page

German nursing care plan

As it stands, Germany'’s govern-
ment is under enormous pressure
to complete this legislation by
Jan. 1, 1994, as planned. With
support waning, the ambitious
plan to include nursing care in the
German health care system could
collapse.

—By Don Lewis Kirk

New D&O facility

PARIS—L’'Union de Assurance
de Paris and Executive Re Inc.
have formed a company to write
directors and officers liability in-
surance in Europe.

The joint venture company,
UAP Executive Partners, will be
based in France's insurance cen-
ter, La Defense, on the outskirts
of Paris.

The two companies expect a big
increase in demand for D&O cov-
erage from European risk manag-
ers because the insurers believe
that “economic and legal factors”
will combine to increase the expo-

sure of executives.

“The European D&O market is
expected to grow steadily and
substantially within the next 10 to
15 years,” said Jean-Paul Rig-
nault, president of the new com-
pany.

UAP and Executive Re list a
number of reasons why demand
for D&O coverage will mushroom
in Europe.

« European companies increas-
ingly use international markets to
raise capital, which heightens ex-
posures to unfamiliar regulations
and will create new risks.

s More European companies are
listed on U.S. stock exchanges,
and Securities and Exchange
Commission rules are generally
stricter than European equiva-
lents.

e Shareholder activism is on the
rise in Europe and minority share-
holder associations are springing
up across the continent.

¢ The courts are expanding
D&0 liability, especially in bank-

Tuptcy cases. Kuropean courts
also are increasingly holding
board members liable for the dif-
ference between the assets and the
liabilities of insolvent companies
if plaintiffs can prove that the in-
solvency is attributable to mis-
management or wrongful trading.

e Harmonization of European
law is creating more restrictive
law. The European Community's
fifth directive on company law
provides for expanded D&O lia-
bility and reverses the burden of
proof away from the plaintiff and
onto the director.

« European stock exchanges are
tightening their rules, especially
in relation to public disclosure of
information.

Executive Re, in association
with Aetna Casualty & Surety
Co., has an annual premium vol-
ume in excess of $160 million for
D&0 coverage. The partners hope
that Executive Re'’s expertise and
UAP's Europe-wide distribution

Continued on page 43
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Pvahating Marketing Strengihs and Weaknesses | BI3578-4 | $24.95
Developing Successful Marketing Strategies | BI3580-6 | $19.95
i Preparing the Marketing Plan BI3579-2 [$19.95
: SAVE $20.95 ON COMPLETE SET BI3S76-X | $83.80
Add $2,00 postage & handling for the first book and Subtotal
$1.00 for each additiona! book, Postage and h:uulling
. Sl Tae 1, & CA Only
NTC Business Books Geand Total
a division of N1C Publishing Group
INITCS 1it0 324500 o 1-100.875.3508 - . 1.708875. 2408 ADO497/B

1992, but the equivalent liability is
included, thus giving the club a
healthy surplus of almost $177 mil-
lion. Last year it reported a $145
million deficit, explained Peter Don-
nellan, director of the club’s manag-
ing agency, Thomas Miller (P&I).

Results for the 1991 policy year
were not as bad as originally
thought, so the supplementary call
on members for 1991 has been cut
to 70% from 100% of premium. The
40% call for the 1992 policy year re-
mains unchanged.

The directors of the P&I club
point out, however, that while
claims are not increasing as fast as
in previous years, claims costs still
are rising. To combat this, the UK.
Club claims to be constantly up-
grading the standards it imposes on
its members. The higher standards
are perhaps reflected in the “exclu-
sion” of four members at the latest
renewal.

Mr. Donnellan's report also
stressed the current concern over
not just ships, but also the people
who run them. “The economic cli-
mate in shipping continues to be
difficult and the claims environment
continues to be hostile to owners
throughout the world. As owners,
we face continuing pressures on
standards and the importance of
finding competent seafarers to
whom we can entrust our ships re-
mains crucial.”

While the increase in claims is
slowing, the UK. Club still wants
the International Group of P&I
Clubs to limit the coverage provided
to members. P&I clubs now write
unlimited coverage.

“The potential for a claim that
would substantially exceed the ex-
cess reinsurance contract upper lim-
it—currently $1.05 billion—is in-
creasing, and the possibility of a
claim of several billion dollars is not
inconceivable. The board decided
that it was now timely to seek to
discontinue this open-ended com-
mitment—which operates on a pool
basis to protect members of all the
group clubs—and together with the
other clubs place a finite limit on
the cover provided to members,"”
stated the report. The arrival of a
cap, however, is still far from immi-
nent, according to Mr. Donnellan.

“The clubs are talking to each
other to seek a compromise to pre-
serve the benefits of pooling, which
is still a very valuable thing, espe-
cially when (marine capacity at)
Lloyd’s is disappearing, but there is
no hard news on this,” he said, pre-
dicting an agreement is not likely
for at least another two years.

Marine business split

French insurer Compagnie
D’Assurances Maritimes Aeriennes
& Terrestres and Switzerland’s Zur-
ich Reinsurance Co. have decided to
split their London market marine
business effective Oct. 1

CAMAT’s London market marine
account has operated under Zurich
Re’s tutelage for the past two years
since the Swiss insurer bought Sov-
ereign Insurance (UK.) Ltd., a Lon-
don marine and aviation insurer,
from broker Willis Faber & Dumas

Ltd. Sovereign previously was CA-

MAT's London market underwriter.

Ken Dare, chief executive officer
of Zurich Re (UK) Ltd., explained
that the acquisition agreement never
included maintaining the CAMAT
underwriting team permanently.

Roger Cusdin, underwriter of the
CAMAT London account and ma-
rine underwriting manager at Zur-
ich Re, will follow the business and
set up a new underwriting room at
the Institute of London Underwrit-
ers.

Mr. Dare said the split does not
signify a strategic move away from
marine business by Zurich Re. [EIl
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GLOBAL BRIEFS

Continued from previous page
system will enable it to tap the
growing demand for D&O cover-
age in Europe.

“By establishing a European
underwriting capability, UPEX
can tailor a D&O policy for each
country, incorporating both the
laws of each country and the lia-
bility exposures of its directors
and officers,” said Stephen J.
Sills, executive vp of Executive Re
and a UAP Executive Partners di-
rector.

—By Adrian Ladbury

Generali U.K. arm

ST. PETER PORT, Guernsey—
Italian insurer Assicurazioni Gen-
erali S.p.A. is expanding its inter-
national employee benefits opera-
tions with the injection of almost
120 million pounds ($184.8 mil-
lion) into its Guernsey-based sub-
sidiary.

The company, Generali World-
wide Insurance Co. Ltd., will now
serve as Generali’s primary pen-
sions and employee benefits opera-
tion.

Generali's other global benefits
offices are in New York, Hong
Kong and Brussels.

—By Adrian Ladbury

Datebook

OCTOBER

OCT. 4-5. Information Systems/Infor-
mation Technology/Advanced Technol-
ogy for Property & Casualty Claims
conference in Philadelphia, sponsored
by the Institute for International Re-
search; $1,195. Also Oct. 14-15 in Santa
Monica, Calif. Conference Administza-
tor, Institute for International Re-
search, 708 Third Ave., Fourth Floor,
New York, N.Y. 10017-4103.

OCT. 4-5. Litigating Insurance Cover-
age Cases seminar in San Francisco,
sponscred by Federal Publications Inc.;
$800. Also Nov. 4-5 in Washington. In-
surance Litigation Course, Federal
Publications Inc., 1120 20th St. NW.,
Washington, D.C. 20036; 202-337-7000.

OCT. 4-8. Basic Property Conservation
seminar in Long Grove, Ill., sponsored
by Kemper Risk Management Services;
$850, Kemper Risk Management Ser-
vices 1 Kemper Drive, K-4, Long
Grove, I1l. 60049-0075; 708-540-4901.

OCT. 5-6. Reform: Health Care and Re-
tirement Planning conference in Wash-
ington, sponsored by the National Em-
ployee Benefits Institute; $95 for NEBI
members, $295 for non-members. Na-
tional Employee Benefits Institute,
2445 M St. N.W.,, Suite 400, Washing-
ton, D.C. 20037; 800-558-7258.

OCT. 6. Fundamentals of Ergonomics
seminar in Long Grove, Ill., sponsored
by Kemper Risk Management Services;

$300. Kemper Risk Management Ser-
vices, 1 Kemper Drive, K-4, Long
Grove, I1l. 60049-0075; 708-540-4901.

OCT, 6-8. The 47th annual Council on
Employee Benefits Fall conference in
Arlington, Va., $475 for CEB members,
$575 for non-members. Carl 8. Laz-
aroff, 1144 E. Market St., Akron, Ohio
44316; 216-796-4008.

OCT. 6-9. American Society of Char-
tered Life Underwriters & Chartered
Financial Consultants 1993 National
Conference in Kansas City, Mo.; 8395
for Society members, $495 for non-So-
ciety members. American Society of
CLU & ChFC, 270 S. Bryn Mawr Ave,,
Bryn Mawr, Pa. 19010-2195; §00-392-
6900.@

OCT. 7. Options for Long-Term Care
Insurance conference in Bezhpage,
N.Y., sponsored by the New York Busi-
ness Group on Health; $25. Stuart
Lerner, New York Business Group on
Health Inc., 622 Third Ave., 34th Floor,
New York, N.Y. 10017-6752; 212-308-
0550, ext. 12.

OCT. 7. Spotlight on the Financial Sec-
tor for Risk Management and Financial
Institutions in London, sponsored by
the Assn. of Insurance & Risk Manag-
ers in Industry & Commerce and Willis
Corroon Lid.; 100 pounds ($154) for
AIRMIC members, 130 pounds ($200)
for non-members. ATRMIC Secretariat,
6 Lloyd's Ave., London EC3N 3AX;
071-480-7609.

OCT. 7-8. Medicaid Managed Care con-
ference in Washington, sponsored by
the Healthcare and Insurance Institute

division of the Institute for Interna-
tional Research; $1,095. Institute for
International Research, 437 Madison
?&?2"2 23rd Floor, New York, N.Y.

OCT. 10-12, Charting Healthcare’s Fu-
ture conference in Reston, Va., spon-
sored by the American Managed Care
Pharmacy Assn.: $495, for AMCPA
members only. Molly Barlow, Confer-
ence Coordinator, AMCPA, 2300 Ninth
St. S.; Suite 210, Arlington, Va. 22204;
703-920-8480.

OCT. 14-15. Emerging Issues in Insur-
ance Litigation conference in New
York, sponsored by Andrews Continu-
ing Education Institute; $585 for sub-
scribers to Andrews’ Insurance Indus-

try Litigation Reporter, $650 for non-
subscribers. Andrews Continuing Edu-
cation Institute Seminar Registration
Department, 1646 West Chester Pike,
P.O. Box 1000, Westtown, Pa. 19395;
800-345-1101.

L]
The Datebook is compiled from notices
sent to Business Insurance. Notices
should be sent at least eight weeks in
advance to Datebook, Business Insur-
ance, 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 no-

tices will be printed.
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before and after the sale.

NEW

POLICE

PROFESSIONAL
LIABILITY

Wide Range of Limits of Liability
Wide Range of Deductible Options
A Highly Respected Insuror, A' Prime Rated
A Broad Definition of Insured

Jzil Facilities Coverage

Full Civil Rights Coverage Optional
First-Aid Coverage Included
Coverage for "Maonlighting® Included
Occurrence and Claims Made Forms Available
Retroactive Dates for Claims Made and Occurrence
Insured's Right to Select Legal Counsel
Insured’s Right to Reject Settlement

 PUBLIC OFFICIALS LIABILITY atso available

Qur years of experience and research and development in this class of business assures you
a quality product. Our professional underwriting and claims staff assures you of service both

ASK US TO FAXYOU AN APPLICATION TODA'i

COVERX. CORPORATION

P.O. Box 5096, Southfield. Michigan 48086

Telephone: (313) 358-4010
Facsimile: (313) 358-2459

COVERAGE MAY NOT BE AVAILABLE N ALL STATES

NEW

\

UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT OF NEW YORK

Inre

Petition of Christopher John Hughes In Petition Under

and lan Douglas Barker Bond, as Section 304

Joint Provisional Liquidators of Case Nos. 92-B-41974 (PBA)

Kingscroft Insurance Company, Ltd., through 92-8-41977 (PBA)

etal., and 92-B-44623 (PBA)
Jointly Administered

Debtor in Foreign Proceedings

PRELIMINARY INJUNCTION ORDER

This matter has come before the Court on Petitioners' request for a Preliminary
Injunction Order pursuant to Bankruptcy Rule 7065 and Federal Rule of Civil Procedure
65(b). The Court has considered and reviewed the Petitions filed in these cases, the
Affidavits of Ronald DeKoven, one of the attorneys for the Petitioners, duly sworn on the
7th day of April, 1992 and the 16th day of August, 1992, the Declarations of Gabriel
Mass, duly verified on the 8th day of April, 1992 and the 14th day of August, 1992, the
Declaration of Christopher John Hughes, one of the Petitioners herein, duly verified on
the 8th day of April, 1992 and the Declaration of lan Douglas Barker Bond, one of the
Petitioners herein, duly verified on the 14th day of August, 1992, and the Memoranda of
Law in support of the application, and the responses filed thereto, and having held
hearings and heard arguments by counsel on April 10, 1992, May 12, 1992, August 19,
1992, September 25, 1992, November 17, 1992, February 23, 1993, June 9, 1993
and September 14, 1993, and based on the foregoing the Court finds and concludes as
follows:

1. Petitioners have demonstrated a substantial likelihood of success or have raised
serious questions on the merits of their contentions that Kingscroft Insurance Company
Lid. (“Kingscroft”), El Paso Insurance Company Ltd. (“El Paso”), Lime Street Insur-
ance Company Ltd. (“Lime Street”), Mutual Reinsurance Company Ltd. (“Mutual)
(collectively, “KELM") and Walbrook Insurance Company Ltd. (“Walbrook," and collec-
tively with KELM, "KWELM") are subject to foreign proceedings, that Petitioners are
the foreign representatives of the debtors, that the commencement or continuation
of any judicial, administrative or regulatory action or proceeding against KWELM, or any
of their property in the United States, should be enjoined" pursuant to 11 U.S.C. § 304(b)
to permit the orderly resolution of claims in the pending proceedings brought under for-
eign law, and that the relief requested will not cause hardships to parties which are not
outweighed by the benafits;

2. Unless an injunction is issued, it appears 1o this Court that one or more parties in
interest will relinquish or dispose of property of KWELM in the United States, or will
commence or continue the prosecution of judicial, administrative or regulatory actions
against KWELM and/or seek to retain assets of KWELM, thereby interfering with, and
causing harm to, the Petitioners' efforts to administer the estates of KWELM pursuant to
the foreign proceedings, and that as a result the Petitioners will suffer immediate and
irreparable injury for which they will have no adequate remedy at law;

3. The interest of the public will be served by restraining such disposition of KWELM
property and the commencement or continuation of such judicial, administrative or regu-
latory actions or proceedings;

4. Venue is proper in this district pursuant to 28 U.S.C. § 1410;
NOW, THEREFORE, IT IS HEREBY ORDERED as follows:

ORDERED, that all persons (except as provided in the Qrders of Conservation) are
hereby preliminarily enjoined and restrained from:

(1) relinquishing or disposing of any property of KWELM in the United States, or the
proceeds of such property, to third parties;

(2) commencing or continuing any judicial, administrative or regulatory action or
proceeding against KWELM or any of its property in the United States;

(3) enforcing any judicial, administrative or regulatory judgment, assessment or order
and commencing or continuing any act or any judicial, administrative or regulatory pro-
ceeding lo create, perfect or enforce any lien, set-off or other claim against KWELM or
any of its property in the United States; and it is further

ORDERED, that nothing in this order shall in any respect prevent the continuance or
commencement of proceedings against or involving other London Market insurers or any
other insurance company defendant; and it is further

ORDERED, that pursuant to Bankruptcy Rule 7065, the security provisions of Fed.
R. Civ. P. 85(c) be, and the same hereby are, waived; and it is further

ORDERED, that this Preliminary Injunction shall be served (A) by hand deli-
very, facsimile or United States mail, first class postage prepaid, on or before September
21, 1993 upon the parties in interest appearing in these cases, at the time of such
service; and (B) by publication of a summary of this Preliminary Injuction Order in Busi-
ness Insurance Magazine on or before October 11, 1993; and that service pursuant to
ﬁis paragraph shall be deemed good and sufficient service and adequate notice; and it is

rther

ORDERED, that this injunction shall remain in effect pending further order of the
Court, after a hearing scheduled to be held in Room 617 of the Alexander Hamilton
House, One Bowling Green, New York, New York on December 14, 1993 at 10:00 a.m.;
and it is further

ORDERED, that all papers submitted for the purpose of opposing a continuation of
the reliet provided for in this Preliminary Injunction shall be filed with the Court with a
copy to the Chambers and delivered personally or by overnight mail or so as to be
received by Shearman & Sterling, 599 Lexington Avenue, New York, New York 10022
(attention: Ronald DaKaven), Atiorneys for Petitioners, on or before December 3, 1993.

Dated:  New York, New York
September 14, 1993
3:45 p.m,
/S/PRUDENCE BEATTY ABRAM
U.S.B..

“Patitioners’ request for relief, and the terms of this Order, are subject to the provisions of the Orders of
Conservation obtained by the New York Superintendent of Insurance in the New York Supreme Count for
New York County (the * rs of Conservation”).
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Appeal’s decision that they must
show prejudice, I think they were
somewhat mollified by the 2nd
Circuit decision” that provided “a
clearer view of what it takes to
show prejudice,” Mr. Wollan said,
referring to an earlier decision by
the New York court.

In fact, Mr. Wollan thinks the
three-judge panel of the 2nd Cir-
cuit “went out of their way to give
guidance to the reinsurance in-
dustry. Their purpose was educa-
tional.”

The decision stemmed from a
dispute between Unigard and
North River over more than $15
million in coverage for amounts
settled by the now-defunct Asbes-
tos Claims Facility created by the
Wellington Agreement.

Unigard provided $10 million in
facultative reinsurance limits to
North River from July 9, 1974, to
Oct. 22, 1975. North River had
written $30 million in excess lia-
bility coverage for Owens-Corn-
ing Fiberglas Corp., which manu-
factured asbestos-containing
products.

Owens-Corning and North
River were members of the Asbes-
tos Claims Facility, through
which asbestos manufacturers
and their insurers agreed to settle
their coverage disputes and share
in the costs of defending and set-
tling asbestos bodily injury
claims.

In April 1987, North River be-
came aware that its excess policy
was being penetrated by asbestos
injury claims settled by the facil-
ity and that there was a likelihood
that the Unigard reinsurance
would be triggered.

However, North River did not
send notice to Unigard until Au-
gust 1987; Unigard did not actu-
ally receive the notice until the
following month.

In its claim, North River sought
$10 million in coverage plus ap-
proximately $5 million in defense
costs, North River argued the de-
- fense costs were covered under the
facultative reinsurance contract
because the insurer was forced by
an earlier arbitration decision to
pay defense costs outside policy
limits.

But Unigard denied the claim
based on late notice, prompting
North River to sue in federal
court.

The U.S. District Court for the

Southern District of New York -

ruled in July that North River vio-
lated its contractual obligation to
give timely notice, but that Uni-
gard must prove it was prejudiced
by the late notice before it could
deny coverage.

Unigard then appealed to the
2nd Circuit, which decided in Oc-
tober 1991 that no New York law
existed concerning the issue of
whether reinsurers in New York
must show prejudice to deny a
claim based on late notice. The
2nd Circuit then certified that
portion of the case to the New
York Court of Appeals.

In a 5-0 decision in May 1992,
the New York Court of Appeals
ruled that reinsurers must show
prejudice (BI, May 18, 1992). That
court then returned the case to the
2nd Circuit for a determination of
the remaining issues, including
whether Unigard was prejudiced
and how to interpret the follow
the fortunes clause in the reinsur-
ance contract.

On the issue of late notice, the
2nd Circuit did find that the delay
of five months was untimely.
However, the court did not find
that Unigard had been prejudiced
by this delay, upholding the dis-
trict court’s decision.

“Because the reinsurer’s and
ceding insurer’s interests are es-
sentially the same as to liability,
good-faith coverage decisions
generally do not constitute pre-
judice,” the 2nd Circuit reasoned.

“Unigard thus bears the burden
of showing that it suffered tangi-
ble economic injury because
North River failed to give timely
notice of the signing of the Well-
ington Agreement. Because its
only claim of injury is based solely
on the claim that the loss of con-
tractual rights is prejudicial in
and of itself, it has not met that
standard,” the court said.

In overturning the district
court’s decision holding Unigard
liable for expenses in excess of its
policy limits, the 2nd Circuit
seemed to chastise the trial court
for ignoring the 2nd Circuit’s 1990
follow-the-fortunes decision in
Bellefonte Reinsurance Co. wvs.
Aetna Casualty & Surety Co.

The appellate court ruled in
that decision that the follow-the-
fortunes clause does not override
the limits of the contract (BI, May
28, 1990).

““The court seemed a little

giving different meanings to iden-
tical standard contract provisions
depending upon the idiosyncratic
factors in particular lawsuits.
“The meanings of such (follow-
the-fortunes or follow-the-form)
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; clause—which is very common in these
certificates,’ says Unigard attorney Eugene Wolan. |
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irked” that the district court re-
jected its Bellefonte decision, Mr.
Wollan observed.

Indeed, the 2nd Circuit said:
“Bellefonte’s gloss upon the writ-
ten agreement is conclusive. The
efficiency of the reinsurance in-
dustry would not be enhanced by

provisions is not an issue of fact to
be litigated anew each time a dis-
pute goes to court,” the appellate
court concluded.

Mr. Nicoletti, who filed an am-
icus brief in the case on behalf of
Bellefonte and the reinsurance in-
dustry, was pleased that the 2nd

Circuit reaffirmed its earlier deci-
sion.

“We felt that the Bellefonte de-
cision brought clarity and we
wanted to make sure that clarity
continued on this issue,” he said.

Mr. Wollan agreed. “They have
impressed on the reinsurance in-
dustry that there is stability in the
interpretation of that particular
language—the follow-the-for-
tunes clause—which is very com-
mon in these certificates,” he said.

The North River attorney who
originally argued the case, Dennis
G. Jacobs, is now a judge in the
2nd Circuit. Other attorneys at
Mr. Jacob's former firm, Simpson,
Thatcher & Bartlett in New York,
could not be reached for com- |
ment.

L]

Unigard Security Insurance Co.
Inc. vs. North River Insurance Co.
2nd U.S. Circuit Court of Appeals !
No. 91-7534. Sept. 9, 1993.
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 WORKERS
COMPENSATION

ONFERENC

PRESENTED
Business lllsuﬂlmo and IBF s International Business Forum

October 17-19, 1993
Loews Coronado Bay Hotel
San Diego, California

TO

The registration fee is $795 ($595 for risk, employee benefit
and safety managers). Early Bird registration fee is $695
(8495 for risk, employee benefit and safety managers), if you
register before August 15. To register or receive exhibit
information, please complete the form below and mail or fax to:

IBF * International Business Forum
50 Charles Lindbergh Blvd., Suite 400 * Uniondale, N.Y. 11553
Tel (516) 229-2375 » Fax (516) 229-2386
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Panel Moderator:

v

REGISTER:

!——————-————————.——_—__——"—_—
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CONFERENCE AGENDA :

BN SUNDAY, OCTOBER 17 I

]

EARLY REGISTRATION & WELCOME RECEPTION
7:30 p.m. Hosted by Commonwealth Risk Services, Inc.
and General Rehabilitation Services, Inc.

M MONDAY, OCTOBER 18 I

7:45 a.m. Registration & Continental Breakfast

9:00 a.m. OPENING REMARKS FROM THE CHAIR

Kathryn J. McIntyre
Vice President, Publisher & Editorial Director
Business Insurance

SHOULD THE WORKERS COMPENSATION AND
GROUP HEALTH CARE SYSTEMS BE COMBINED?

James M. Burcke, Editor
Business Insurance

Keith T. Bateman, Vice President
Policy & Development

Workers Compensation

& Commercial Lines Division
Alliance of American Insurers

Harry Neer, President & Chief Operating Officer
USA Health Network Company, Ine.

Thomas E. Rankin, Director of Research
California Labor Federation, AFL-CIO

10:15 a.m. Mid-Morning Refreshments
& Table-Top Exhibits

10:45 a.m. ESTABLISHING AND IMPLEMENTING A
SUCCESSFUL ERGONOMICS PROGRAM

Michelle Robertson, Ph.D.

| THE BUSINESS INSURANCE WORKERS COMPENSATION ! Assiatont | colemsor of Humaa Faciars

| ’ I Institute of Safety and Systems Management

: CONFERENCE : University of Southern California

: [ PLEASE REGISTER THE FOLLOWING DELEGATE. : Marie Robinson, M.S.

| U] PLEASE SEND ME EXHIBIT INFORMATION. i Corporate Ergonomist, Safety Staff

: J PLEASE KEEP ME INFORMED. : Pacific Bell

| 1 Neal Taslitz, JD, President

: Name : The Backeare Corporation

| Title 1 Steven C. Turner, Safety Consultant

: Company : Marsh & McLennan, Inc.

| |

| Street I 12:15 p.m. LUNCHEON FOR SPEAKERS AND ATTENDEES
: G S 7 : Hosted by William M. Mercer, Inc.

( ity tate 1P 1 and Marsh & McLennan, Inc.

| y |

RS ) || 1:15p.m. KENOTE LUNCHEON SPEAKER

: Fax ( ) : Brent A. Winans, Vice President, Risk Management

Concord Services, Inc.
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Regional health alliances assailed

Plan would discourage firms from self-insuring: Expert

By MARK A. HOFMANN

WASHINGTON—The Clinton ad-
ministration’s plan to let large cor-
porations maintain their own self-
insured health
care alliances
$¥e. While requiring
smaller busi-
nesses and indi-
viduals to join
regional purchas-
ing alliances is
not realistic be-
cause it will ulti-
mately force the corporate alliances
out of business, a health care law
expert warns.

“How do you preserve an employ-
er-based system?" asked Larry At-
kins, director-health legislative af-
fairs for the Washington law firm

Winthrop, Stimson, Putnam & Rob-
erts. Mr. Atkins made clear that he
doesn't think the proposed corpo-
rate health alliances are going to
meet that goal.

He offered his assessment of the
alliance structure during a discus-
sion titled “The Clinton Health
Care Plan: Its Impact on Employ-
ers’ Health Benefits and Workers
Compensation Programs,’’ spon-
sored by the National Assn. of
Manufacturers in Washington last
week before the president officially
unveiled his plan.

The proposed corporate alliances
do have some positive aspects, Mr.
Atkins said. For example, under the
proposal, employers would be able
to monitor their own plans and can

self-fund, he said. Employer alli-
ances would also still be able to
avoid state mandates through their
pre-emption under the Employee
Retirement Income Security Act of
1974, but not to the extent that
they can currently, he said.

But, the corporate alliance con-
cept as it now stands is fraught
with problems, he said.

For example, the proposal would
allow corporate alliances to be es-
tablished only by employers with
5,000 or more active employees, he
said. This restriction, which admin-
istration officials say isn’t necessar-
ily final, would severely limit the
number of businesses eligible to
form their own alliances.

In addition, businesses that join

the regional alliances will have
their premiums capped at 7.9%
percent of payroll, with employees
responsible for paying an addi-
tional 20% of the cost, which would
amount collectively to slightly less
than 10% of payroll.

The true cost of coverage, how-
ever, would probably amount to
about 12% of payroll, Mr. Atkins
estimated. That would make it
tempting even for employers large
enough to stay outside the regional
alliance to junk their own plans
and join the regional alliances, he
said.

Employers that form their own
alliances would also be required to
pay an undetermined surcharge in
the vicinity of 1% of payroll to re-

1:45 p.m. Break

2:15 p.m. HOW TO INTEGRATE CASE MANAGEMENT INTO

A WORKERS COMPENSATION PROGRAM

Peter C. Madeja, Vice President

General Rehabilitation Services, Ine.
3:30 p.m. Mid-Afternoon Refreshments
& Table-Top Exhibits

MINIMIZING FRAUD AND ABUSE
IN THE WORKERS COMPENSATION SYSTEM

Panel Moderator:
Joanne Wejcik, Los Angeles Bureau Chief
Business Insurance

4:00 p.m.

Gregory L. Johnson, Principal
William M. Mercer, Inc.

Hank Krizl, Vice President — Claims
Fremont Compensation Insurance Group

J. William Strickland
Manager - Special Investigations Unit
Liberty Mutual Insurance Group

COCKTAIL RECEPTION
Heosted by USA Workers® Insurance Network

5:15 p.m.

TUESDAY, OCTOBER 19 IS

7:45 a.m. Continental Breakfast & Table-Top Exhibits

9:00 a.m. OPENING REMARKS FROM THE CHAIR
INNOVATIVE STRATEGIES TO CUT WORKERS
COMPENSATION COSTS

Case Study #1
BECHTEL CORPORATION

Lucy Gallagher, Risk Management Representative
for Bechtel Corporation
Alexander & Alexander

9:15 a.m.

Thomas W. Manley, Labor Relations Supervisor
Bechtel Corporation

Case Study #2
WALT DISNEY COMPANY

Stephen M. Wilder, Assistant Treasurer
Risk Management
Walt Disney Company

Case Study #3
MERVYN'S

Michelle Patton, Director — Risk Management
MERVYN’S

10:30 a.m. Mid-Morning Refreshments & Table-Top Exhibits

MID-MORNING CONCURRENT SESSIONS

11:00 a.m. Concurrent Session A:
HOW TO EVALUATE AND SELECT A THIRD-PARTY
ADMINISTRATOR

Carl Shogren, ARM
Vice President, Risk Management Services
Crawford & Company

Susan M. Werner, ARM
Director of Risk Management
Hardee’s Food Systems Inc.

11:00 a.m.Concurrent Session B:
HOW TO SELF-ADMINISTER
YOUR CLAIMS

Arnold Davenport, Vice President, Risk
Management
Marriott Corporation

12:00 p.m. LUNCHEON FOR SPEAKERS AND ATTENDEES
Hosted by Liberty Mutual Insurance Group

1:00 p.m. KEYNOTE LUNCHEON SPEAKER

Bill Kizorek, President
InPhoto Surveillance

1:30 p.m. Break

FINANCING ALTERNATIVES FOR WORKERS
COMPENSATION

Panel Moderator:

Kathryn J. McIntyre, Vice President, Publisher
& Editorial Director

Business Insurance

2:00 p.m.

Arnold Davenport, Vice President
Risk Management
Marriott Corporation

John Kessock, Jr., Chairman
Commonwealth Risk Services, Inc.

Vince Sanguinet, Executive Director
Inland Empire Schools Insurance Authority

Millicent W. Workman, Director of
Corporate Risk Management
Belz Enterprises

3:30 p.m. CONFERENCE ADJOURNS

CORPORATE SPONSORS

Commonwealth Risk Services, Inc.

General Rehabilitation Services, Inc.
William M. Mercer, Inc. |
Marsh & McLennan, Inc.

Liberty Mutual Insurance Group
USA Workers’ Insurance Network

tain their independence, said Mr.
Atkins. This, of course, will add to
their costs, he said.

A few hours later, Ira Magaziner,
President Clinton’s senior domestic
policy adviser on health care issues,
sought to reassure those attending
the NAM gathering that the sur-
charge wouldn't be as onerous as
they might fear.

“Let me be clear about this.
We're looking at something that's
somewhat less than 1%, but it is
something that has a common fea-
ture to it within the regional pre-
mium, alliance premium as well as
the corporate premium,” Mr. Maga-
ziner said.

“What we're concerned about
here is there are certain areas of
health infrastructure that benefit
everybody who'’s in the health sys-
tem—for example, academic health
centers,” he said. So-called teach-
ing hospitals have higher costs than
community hospitals and, if thrown
into direct competition with lower-
cost hospitals, wouldn't be able to
compete, said Mr. Magaziner.

The surcharge would be built into
the regional alliance premium as
well, Mr. Magaziner said. “It’s not
something where we're looking to
punish people for forming a corpo-
rate alliance.”

Mr. Magaziner also told his audi-
ence that the surcharge—however
large it might be—would be an an-
nual, rather than one-time, levy.

Mr. Atkins also noted that once a
corporation joins a regional alli-
ance, it's in for good. “It's a one-
way door,” he said, adding that if a
corporation decides it wants to en-
roll its employees in one area of the
country in a regional alliance, it
would have to enroll its employees
in similar regional alliances in all
parts of the country. A business
wouldn't be able to maintain a cor-
porate alliance if it participated in
a regional alliance.-

The possibility that some states
would form single-payer systems
further muddies the situation, Mr.
Atkins said. “I would guess there
are a large number of states” that
would choose a single-payer ap-
proach, he predicted.

Mr. Atkins noted that this is the
one area in which employers’
ERISA pre-emption will vanish: If
a state chooses to go the single-
payer route, everybody in that state
is part of the single-payer system
regardless of whether there are
companies large enough to form
their own corporate alliances. Mul-
tistate corporations with corporate
alliances suffer another blow be-
cause the employees enrolled in the
single-payer plan don’t count to-
ward the 5,000-employee threshold,
he said.

Mr. Magaziner attempted to quell
ERISA concerns when fielding
questions from the audience but left
the corporate alliance’s role in a
single-payer system vague, saying
that under such a system, a corpo-
rate alliance might be absorbed by
the state plan,

Although Mr. Magaziner did not
go into detail about why the
Clinton administration had set such
a high threshold on the formation
of a corporate alliance, another
speaker defended the approach.

Rick Curtis, president of the In-
stitute for Health Policy Solutions
and a member of the presidential
task force that drafted the reform
plan, said that allowing smaller em-
ployers to form their own alliances
would cast the federal govern-
ment in the role of insurance regu-
lator.

Allowing the proliferation of
small-employer alliances would
make the regional alliances little
more than dumping grounds for
low-income people and defeat the
purpose of community rating, he
said. ER
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Fronting proposal

Continued from page 1

sure fronting companies. Risk
managers and representatives of
the captive insurance industry
have battled the proposal every
step of the way.

The final version of the proposed
model law, which was drafted in
June, exempts only-a narrow range
of captives that underwrite cover-
age or settle claims (BI, June 28).
The new disclosure, reporting and
contractual requirements would
apply to an overwhelming major-
ity of those captives—including all
single-parent captives domiciled
outside NAIC-accredited states
and all group captives regardless
of domicile.

So far, Colorado and Illinois are
the only two U.S. captive domi-
ciles accredited by the NAIC. Ver-
mont’s quest for accreditation is
stalled by a disagreement with the
NAIC over regulating risk reten-
tion groups (see related story).

Captives that participate in cap-
tive reinsurance pools could also
be subject to the rules unless they
complied with strict guidelines.
For example, the parent compa-
nies of the captives pooling their
risks would have to be in the same
industry and “all the risks placed
in the pool must be similar and the

kinds of insurance covered are the
same.” Also, each captive in the
pool would have to retain more
than 50% of its risks net of all
other reinsurance cessions.

At the meeting last week, several
proponents of captives tried un-
successfully to amend the draft
model law. )

In a memo to regulators, Ver-
mont's Ms. Costle asked them to
clarify that captives owned by di-
versified corporations could be ex-
empt if they pooled specific lines
of coverage.

She also advocated dropping the
50% retention requirement—
which she contends is “at odds
with the insurance principle of
risk spreading”—and instead re-
quire a captive to not reinsure
more risks from the pool than it
has ceded to it.

Ms. Costle also wanted to ex-
pand the fronting proposal’s lim-
ited exemption to include group
captives.

Kathryn A. Westover, executive
vp with captive manager Ameri-
can Risk Management Corp. of
Vermont, stressed the value of
pooling, despite a loosely imposed
five-minute limit on verbal com-
ments from individuals.

Andrew Carr, speaking for the
National Assn. of Insurance Bro-
kers, also urged broadening the

captive exemption to include
group captives as well as captives
in non-U.S. domiciles.

“I've had 15 years of experience
working with captives and have
not known a problem yet,” said
Mr. Carr, a managing director
with Marsh & McLennan Cos. Inc.

Finally, Malcolm Butterfield,
Bermuda'’s registrar of companies,
reminded U.S. regulators that Ber-
muda authorities were seriously
exploring the feasibility of sharing
Bermuda insurers’ financial infor-
mation with U.S. regulators, and
questioned what impact that
might have on relaxing the front-
ing proposal.

“What's important is the extent
to which we can review and verify

it ourselves,” responded Virginia
Insurance Commissioner Steven
Foster.

During the discussions, Mr. Fos-
ter and other regulators voiced
their frustrations about trying to
develop appropriate fronting con-
trols for captives, which become
more like commercial insurers the
more diverse they become.

Committee members added that
their support for the model pro-
posal was bolstered by a captive
consultant’s newsletter saying few
captives would be affected by the
model, a questionable fronting
company’s advertisement and the
relatively few letters received on
the subject since the June meeting.

New York’s Ms. Siegel also said

she would be “nervous” if any
fronting arrangement did not al-
ready include the proposal’s dis-
closure and reporting require-
ments, which she perceives as sim-
ply good business practices.

“I think they are burdensome,”
said Richard C. Heydinger, direc-
tor of risk management services
for Hallmark Cards Inc. in Kansas
City, Mo., after the committee
meeting.

“It (the proposal) will increase
costs for captives. What is the pur-
pose?”’ added Mr. Heydinger, who
is co-chairman of the Coalition of
Alternative Risk Funding Mecha-
nisms in Montpelier, Vt., a group
representing pro-captive interests

Vermont accreditation delayed

BOSTON—Vermont’s quest to
be accredited by the National
Assn. of Insurance Commissioners

is stalled be-
MIC cause of a dis-

agreement with

the association
over how strictly risk retention
groups should be regulated.

Vermont is home to about 30
risk retention groups, about half
of the total established in the na-
tion under the federal Liability

Risk Refention Act of 1986 or
grandfathered under an earlier
1981 law.

“QOur accreditation review was
recessed,” Vermont Insurance
Commissioner Elizabeth R. Costle
said last week during the NAIC's
meeting in Boston.

Among other issues, Vermont
regulates risk retention groups
more liberally than required by
the NAIC’s accreditation stan-
dards. For example, Vermont al-

lows the groups to use generally
accepted accounting principles,
rather than using the more con-
servative statutory approach.

Risk retention groups are estab-
lished under federal law, so state
overseers like the NAIC “cannot
directly or indirectly regulxte
these groups through the accredi-
tation process,” Ms. Costle con-
tends. -

“I think it is clearly a case of the

Continued on next page
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EMPLOYERS SERVICE CORPORATION
MARKETING REPRESENTATIVE
WORKERS' COMPENSATION-
UNEMPLOYMENT COMPENSATION

Employers Service Corporation. a third-party ad-

ministrator serving employers in the areas of

workers® compensalion, unémployment compen-

sation and federal black lung, is seeking an expe-

rienced sales/marketing representative for its

West Virginia territory. Work location within the

State may be flexible.

# successful experience in sales

= gxcellent communication skills- oral, written
and presentation

# high energy, initiative, self-starter

(" MARINE CASUALTY )
CLAIMS MANAGER

Report directly to President in this
stable, growing MGA in Houston,
Texas. Wet Casualty experience
needed & any company adjusting ex-
perience preferred, Hands-on claims
processing as well as supervising
staff. Salary commensurate with ex-
perience. Please contact

with broad-based, p

I"Where Professionals Inéure Their Careers”

Southwest-based Consumer Products Company seﬂcsmllanmy i risk

of caswthrupeny insurance,

tion reports to Director of Risk Manag

hands-on Safety & Loss Prevention, aggressive Claims Maﬂagemmt and Cost Containment skills. Must
exhibit excellent communication and presnmztlnn skills, along with effective leadership qualmes Posi-
nt, and offers

visibility and opp for advance-

STATIONS
OF HAWORTH
WitH

PoOWER-BASE

300 220- 1 501

Business
Interiors

Excellent oppty. with a leading self-in-
sured southwestern U.S. Retzui Corp.
8+ years workers comp., roperty,
catastrophe claims & heavy Phgatmn
exp. Aggressive compensation pkg.

DAHEFI & Assocurss
(713) 520-0526 FAX
(713) 520-3251 MAIN

P&C PROGRAM MANAGER

Opportunity to profit directly from
your underwriting results. Entrepre-
neurial, successful property and ca-
sualty company is seeking underwriters
or marketers who have developed prof-
itable books of property or casualty
business. Unlimited compensation po-
tential based on the profitability of
your book of business. All inguiries
will be maintained in strict confidence.
Box: 2817, Business Insurance, 740
Rush St., Chicago, IL 60611-2590.

Issue:

Issue:

Oct. 4
Oct. 18

Caroline Farrell at 713-784-2899
_Sy_mn_i_ma_e_mms_nﬁ
Travel requusd . Sybm Plesn:;lefu rCﬁenr and \ or fax 713-784-3484.
| lations & m\nrkenng P.O. Dox 3389, =
Chodeston, WV 25333. Submission with- RICHARD MEYERS
Deadline: Occber &, 1993.
HELP WANTED —
700 CORPORATE INSURANCE
CLAIM MANAGER HELP WANTED

Large growing P&C & Benefits firm in-
terested in acquiring other agencies.
Must have good carrier relationships.

Please write: P.O.Box 927
Wayne, NJ 07474-0927
Attention: RAM

EB CONSULTANT. At least 10 years
Grou L&H exp.; 5 as consultant. BS/

egree re uired. Competitive sal-
aryibeneﬁts esume to: Consultant,
7134-A Campbell Rd. Box #25, Dallas,
TX 75248 (confld.ntlll)

AVIATION INSURANCE PRODUCER

Three years aviation insurance experi-
ence in either direct market or inde-
?endem agency system. Degree pre-
erred. Salary commensurate with

N.| experience. Please call Ms. Avanell

Walker, 800-835-2677, Rollins Hudig
Hall, Wichita, Kansas,

Int'| Benefits & Risk Management
Workers Compensation

ment. MB&\ GPCU, and ARM credentials strongly preferred. Relocation assistance will be| provided. For
and tial please contact Richard Meyers or Michae! Tannenbaum at:

15 James Street, Main Level, Florham Park, NJ 07932
Call 201-765-9000 - Fax 201 -765-9009

& ASSOCIATES, INC.

RECRUIT
THE
INDUSTRY’S
MOST
QUALIFIED
CANDIDATES.

Call 312/649-5340
for advertising
details.

BUSINESS INSURANCE
upcoming issues:

Classified Close:
Classified Close:
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HEQUEST FOH PROPOSALS Business Insurance
ToE Circulation
Breakdown™
WASHINGTON STATE )
USL&H COMPENSATION ACT Commercial Consumers
ASSIGNED RISK PLAN Administrative:

- SERVICING CARRIER
REQUEST FOR PROPOSAL

RFP AVAILABLE 9/15/93
BID DUE 11/1/93
CONTRACT PERIOD1/1/94-7/1/95

PROSPECTIVE RESPONDENTS MAY
OBTAIN A COPY OF THE RFP BY
MAILING A $25 PROCESSING &
HANDLING FEE PER COPY TO:

WA-USL&H ASSIGNED RISK PLAN
P.0. BOX 16109
SEATTLE, WA 98126

THE MISSISSIPPI ASSOCIATION OF
HOUSING AND REDEVELOPMENT OF-
FICIALS (MABRO) on behalf of the
Public Housing Authorities (56) located
in stsxssi% i, is issuing an Invitation
for Bids ( ) for a Master Insurance
Package which will include Fire and
Extended Coverage, Fidelity Bond Cov-
erage and Comprehensive Liability

overnge to be effective for a term of
three (3) years starting on December 1,

Bids will not be opened until 2:00 P.M.
CST, November 1, 1993.

Make no inquiries before October 10,
1993. After October 10, 1993, any in-
surance companies interested in plac-
ing a bid can request a complete copy of
the Master Insurance Package specifi-
cations from:

Shields Sims, Chairman, MAHRO Insur-
ance Committee, 809 3rd Avenue North,
P.O. Box 648, Colnmbua MS 38703,
Phone No. (601) 328-2711.

CEQ’s Presidents, and Owners .2,652
Vice-Presidents, General Managers
and Other Administrative Personnel

........................ 4,166
Financial:

Chief Financial Officers and Vice-presi-
dents of Finance ... ..........2,526
Secretaries, Treasurers, contollers and
other Financial Personnel . . . . .. 3,735
Risk/Employee Benefits:

Vice-presidents, directors, managers,
and other related department person-
nel of: insurance, risk, employee ben-
efits, personnel, compensation, pen-
sion, safety, security, industrial
relations, human resources and em-

ployee/iabor relations . ... .. .. 15,035
Sub-total ............... 28,114
Associations . . ..., oo oo 392
Government, Unions and Educational
IFSHRTONS . . o s s 1.120
Commerclal Consumers

Sub-total ............... 29,626
Insurance Agents and Brokers . .8,788
Insurance Companies. . ... .... 7,977
Accountants, Actuaries, Aftorneys &
Consultants ................ 3.572

Adjusters, Appraisers, TPA's, Caplive
Managers & Health Care Providers

Others Allied to the Field . ... 968
Single Copies . ............ T
TOTAL ................. 52,780

* Source Business/Occupational
breakdown of qualified circulation,
November 30, 1992 issue, as submit-
fed to BPA for December 1992 BPA
Publisher’s Statement.

Sept. 28 - noon
Oct. 12 - noon
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law not supporting what the
NAIC is trying to do,” said Jeffrey
Johnson, a former Vermont com-
missioner who is now an attorney
with Primmer & Piper in Montpe-
lier, Vt.

Mr. Johnson, who represents
The Coalition of Alternative Risk
Funding Mechanisms, said the
group is considering whether to
file a lawsuit.

‘““We (Vermont regulators)
haven't gotten down that road
yet,” Ms. Costle said of the possi-
bility of litigation. “We are trying
to work within the NAIC pro-
cesses.”

The issue of Vermont's accredi-
tation was discussed in at least
one closed-door meeting last week
during the NAIC meeting in Bos-
ton.

“It’s under study’’ by a working
group, confirmed Nebraska Insur-
ance Director William McCartney,
who is chairman of the NAIC's
Committee on Financial Regula-
tion and Accreditation Standards.

A decision will be announced by
the end of the year, said Mr. Mc-
Cartney.

The NAIC has accredited 22
states thus far, including Arizona
and Maine, whose accreditations
were announced at the recent
meeting. A majority of states will
likely be accredited by year end,
said NAIC President Steven Fos-
ter of Virginia,

Sanctions against non-accred-
ited states begin Jan. 1, 1994,
when states accredited by the
NAIC will not be allowed to ac-
cept zone examination reports for
insurers domiciled in unaccred-
ited states, except in limited cir-
cumstances.

—By Meg Fletcher

Alliances win few corporate allies

By DEBORAH SHALOWITZ

Employee benefit managers re-
soundingly reject the concept of
regional health purchasing alli-
ances proposed
by President
¥ Clinton’s health
care reform
plan, a new sur-
vey shows.

Furthermore,
more than two-
thirds of the
benefit manag-
ers surveyed by Hewitt Associates
said they think the president’s
plan would increase their health
care costs.

Under President Clinton’s
health care reform package, com-
panies with more than 5,000 em-
ployees would be allowed to es-
tablish their own health care pur-
chasing alliances rather than join
regional alliances with smaller
employers if their health care
plans met the basic standards set
forth by the Clinton proposal (BI,
Sept. 20).

The benefit managers over-
whelmingly said they would pre-
fer to maintain control over their
own health plans rather than join
a regional alliance. Ninety-five
percent said that if given a choice,
they likely would maintain their
own health plan instead of joining
a regional alliance.

Benefit managers cited numer-
ous factors behind their desire to
remain independent of regional
purchasing alliances. Nearly all
cited as influential factors poten-
tial cost savings, the extent of

control over their plan and ad-
ministrative ease.

Other commonly mentioned fac-
tors included state-by-state dif-
ferences in the system, employee
relations, involvement with pro-
viders, and involvement in em-
ployee health and well-being.

Furthermore, 31% of the benefit
managers said the reform plan
would increase health care costs
at their companies ‘‘signifi-
cantly,” while 37% said it would
increase health care costs “‘some-
what.”

Only 15% of the 370 benefit
managers polled this month by
Lincolnshire, Ill.-based Hewitt
said the Clinton reform plan
would decrease their health care
costs, either significantly or some-
what.

Seventeen percent anticipated
no change in their health care
costs as a result of the Clinton
proposal.

Under the reform plan, an em-
ployer generally would have to
pay 80% of the “weighted” aver-
age of premiums offered through
an alliance.

This essentially would be the
average of the premiums charged
by the different health plans of-
fered through an alliance,

Of the companies represented in
the survey, which included com-
panies of all sizes, 52% pay more
than 80% of the premium for
health care coverage for employ-
ees, while another 30% pay be-
tween 71% and 80% of the pre-
mium cost.

Thirty-six percent of the em-
ployers pay more than 80% of the

premium for dependent coverage
and 32% pay between 71% and
80% of the cost.

Adding credence to the theory
that the reform package’s pro-
posed 7.9% maximum payroll cap
would not be sufficient to fund all
of the promised health benefits,
the survey found that at 61% of
the companies health care costs
for active employees exceed 7.9%
of payroll.

Health care costs for retirees
typically are much lower: For
87% of the employers surveyed,
retiree costs are less than 5% of
payroll.

Despite their anticipation of
higher health care costs, employ-
ers remain committed to provid-
ing good health care benefits to
their workers.

Twenty-one percent of employ-
ers said they were “very likely”
and 53% said they were ‘“‘some-
what likely” to offer employees a
supplemental medical care plan if
the standard package offered by
an alliance provided lower bene-
fits than their current program.
Only 26% said they were “not at
all likely” to offer supplemental
medical benefits.

Employers would be less likely
to offer supplemental dental cov-
erage in the event that the Clinton
package was substandard to the
company’'s current dental plan:
Only 13% said they were very
likely and 46% said they were
“somewhat likely” to offer sup-
plemental dental benefits.

More than one-third of the sur-
veyed benefit managers—35%—
said they were “not at all likely”

to offer supplemental dental ben-
efits. Six percent of respondents
do not now offer dental benefits.

Requiring employers to offer
health care coverage on a pro-
rated basis for part-time workers
would not change hiring prac-
tices, two-thirds of the survey’s
respondents said. However, 28%
said the requirement would re-
duce part-time positions, and 6%
said it would eliminate part-time
positions.

The benefit managers were
nearly evenly divided about
whether a proposal in the Clinton
plan requiring employees to ac-
cept health care coverage from
their own employer rather than a
spouse’s would increase their
health care costs.

Thirty-two percent said the re-
quirement would increase health
care costs, and 39% said it would
decrease costs. The remaining

. 29% said the provision would not

affect health care costs.

One of the most telling out-
comes of this study is that nearly
two-thirds of respondents think
that health reform will increase
costs, said Craig Dolezal, a con-
sultant with Hewitt in Lincoln-
shire. The benefits community is
waiting to see how much of the
bill they will have to foot, he said.

Benefit managers are viewing
reform proposals as, “if we can't
save money, we want to keep con-
trol,” said Mr. Dolezal. Employ-
ers, he added, “want to keep the
status quo as much as possible.”

L ]

The Hewitt survey is not yet

available to the public.
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In the matter of

National Employers’ Mutual General Insurance Association
Limited (In Liquidation) (NEMGIA)

NOTICE IS HEREBY GIVEN that the liquidators of NEMGIA intend to declare a
first interim dividend to the creditors of the company within four months of 30
September 1993, Creditors who have not submitted claims to the liquidators of NEM-
GIA, PO Box 270, 20 Farringdon Street, London EC4A 4PP, England by 30 Septem-
ber 1993 will be excluded from this dividend. Forms of proof of debt may be obtained
from the liguidators or from policy holders’ brokers.

As regards NEMGIA’s former branches in Australia, Canada, Cyprus and Malta,
creditors should contact the loeal liquidator (or similar appointed person) to establish
their claims. Only to the extent that UK dividends exceed local percentage distribu-
tions will creditors be entitled to participate in distributions from UK funds.

AJ McMahon, joint liquidator 8 September 1993

MARK A. HOFMANN

WASHINGTON—Patients would
ultimately suffer if increases in pri-
vate health in-
surance premi-
Be UmMs were
capped as a
stand-alone way
to control health
costs, the Con-
gressional Bud-
get Office con-

tends.
Caps would reduce insurer reve-

nues and ‘‘could put strong pres-
sure on insurers to bring down the
costs of care,” the CBO concluded
in a report released five days be-
fore President Clinton unveiled his
health plan, which would limit pre-
mium increases.

The report, which also examines
wkat legislators could do to miti-
gate some of the “potential adverse
effscts” of a stand-alone cap on
premium increases, was reguested
by the House Ways and Means
Haz1th subcommittee. Subcommit-
tee Chairman Fortney ‘‘Pete”

ret)eﬂi_
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on Training, ot 1fb
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Report raps health premium caps

Stark, D-Calif,, is a co-sponsor of
H.R. 1200, which would set up a
Canadian-style single-payer sys-
tem (BI, Sept. 13).

The CBO report did not examine
any of the specific proposals that
legislators and the president have
made in recent weeks.

There are two chief arguments
for controlling the growth of pri-
vate health insurance premiums to
hold down health care costs, the
CBO study points out. First, such
controls “would have the potential
to limit growth in the price and
volume of medical services simul-
taneously.”

Secondly, limiting premium
growth allows the government to
take a ‘“macromanagement ap-
proach”: It simply specifies a per-
mitted rate of increase and leaves
the details to insurers, providers
and consumers, the study said.

But insurers probably would re-
spond to such caps in ways that
could hurt consumers. “In response
to this pressure, insurers would
probably take a variety of ac-
tions—inecreasing utilization re-
view, avoiding potentially high-
cost enrollees, reducing benefits,
and cutting payments to providers
are the most likely,” the report ex-
plains.

“Although such actions would

probably result in lower spending
on private health insurance, they
would also have undesirable conse-
quences. Private health insurance
benefits would be lower, out-of-
pocket spending for health care
would rise, high-risk individuals
would find it harder to obtain cov-
erage and technological progress in
health care would probably occur
more slowly,” the report says.
The report questions whether
controlling the growth of private
health insurance premiums would
actually have a significant impact
on health care costs in general. It
points out that spending by com-
mercial insurers, self-insured firms
and HMOs accounts for less than a
third of national health expendi-
tures.

Mitigating the impact of pre-
mium controls on private health
insurance “would entail significant
restructuring of the health insur-
ance industry” by the government,
the study says.

Among the ways to ease the blow
to consumers are: setting up a stan-
dardized benefit package; mandat-
ing guaranteed policy renewal or
universal coverage; reducing risk
selection by modifying insurers’
enrollment practices; making actu-
arial adjustments when determin-
ing allowable increases in private
health insurance premiums; and
limiting “balance billing” by pro-
viders.

Yet problems would still remain,
the CBO said.

“In particular, some consumers
would gain from these measures,
but others would be made worse
off. To the extent that cost contain-
ment on the part of insurers led to
reducing unnecessary or inappro-
priate care, consumers generally
would be better off as resources
formerly devoted to health care
would be freed for other purposes.
But efforts to reduce unnecessary
care would almost certainly have
the effect of eliminating some use-
ful services; thus, some individuals
might be worse off even if consum-
ers as a whole were made better
off,”’ the report says.

L]

Single copies of “Controlling the
Rate of Growth of Private Health
Insurance Premiums” are available
free of charge by calling the Con-
gressional Budget Office’s Publica-
tions Office at 202-226-2809.
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Clinton plan

Continued from page 1

Other Republicans went even
further, suggesting that the re-
forms offered by President
Clinton would do much more
harm than good.

“Do we need health care? Yes,
but the cure must not be worse
than the disease,” said South
Carolina Gov. Carroll A. Camp-
bell, who delivered the official Re-
publican response.

Some Democrats were just as
tough on the President.

Before President Clinton’s ad-
dress, Senate Finance Committee
Chairman Daniel Moynihan, D-
N.Y., labeled as “fantasy” the ad-
ministration’s assertion that uni-
versal coverage could be financed
through cuts in projected in-
creases in Medicare and Medicaid
spending as well as through
higher federal taxes on cigarettes.

But amid all the bickering, a
consensus on health care re-
form—a goal that has eluded ev-
ery president since Harry Tru-
man—may be emerging, politi-
cians and benefit observers say.

“We have a pretty solid base of
agreement,” said Sen. David Du-
renberger, R-Minn.

“There is an agreement on some
general points,” said Edward J.
Davey,-a principal with A. Foster
Higgins & Co. Inc. in New York.

The joining together of Republi-
cans and Democrats is being
driven, Mr. Davey and others say,
by a hard political reality: Neither

“party wants to go into the 1994
congressional elections without
passing some type of health care
reform legislation.

“Politicians feel they will have
to deliver something," he said.

“There will be a bill passed next
year. The public will demand it,”
said Bill Gradison, president of
the Health Insurance Assn. of
America in Washington.

Others, though, are less certain.
They envision, at best, only the
bare bones of a health reform bill
remaining by the 1994 elections
because of fierce lobbying by in-
terest groups like doctors and hos-
pitals, insurers and small busi-
nesses.

“It will probably become a skel-
eton that all special interest
groups hang their laundry on,”
said Dr. Robert Hertenstein, med-
ical director of group insurance at
Caterpillar Corp. in Peoria, I11.

While many roadblocks remain,
there may be some common
ground among Democrats and Re-
publicans on the elements of a
compromise reform bill.

Those elements include:

¢ The creation of large purchas-
ing pools to give smaller employ-

. ers and individuals more buying
clout.

¢ Overhauling insurance indus-
try underwriting practices and
provisions in self-insured health
care plans that bar or severely
limit pre-existing medical condi-
tion exclusions and waiting peri-
ods for coverage.

e Reducing administrative
waste and overhead by, for exam-
ple, creating a single medical
claims form.

s More federal financial assis-
tance to help subsidize the cost of
health insurance for low-wage in-
dividuals.

* A commitment for establish-
ing universal coverage.

While the president’s plan may
well be watered down in the com-
ing months, all eyes now are fo-
cused on his proposal.

While Mr. Clinton did not offer
any new details during his 53-
minute address Wednesday eve-
ning, the administration provided
a wealth of details about its re-

form package in a 239-page docu-
ment that was earlier leaked by
Capitol Hill staffers (BI, Sept. 20;
Sept. 13).

Within the next two or three
weeks, the package is expected to
finalized, and a bill that could to-
tal 1,200 pages will be sent to
Congress.

While certain details may
change, the core of the reform
package that President Clinton
will send to Congress is expected
to remain intact. That core in-
cludes:

* Assuring that all Americans
have comprehensive health care
coverage by 1997. Eventually,
benefits would be comparable to
those offered by a typical Fortune
500 company. The administration
estimates the cost of the basic
plan would average $1,800 for in-
dividual coverage and $4,200 for
family coverage.

s Giving states the authority to
establish regional health care alli-
ances that would purchase cover-
age on behalf of employers and in-

“The cure must not
be worse than the
disease, 'says South
Carolina Gov. Carroll
A. Campbelll.

dividuals from insurers, health
maintenance organizations and
other health care providers.

Employers with fewer than
5,000 employees would have to
obtain coverage from regional al-
liances, while larger organizations
could form their own corporate
alliances, Corporate alliances
would have to offer the same ben-
efit packages as regional alli-
ances, including a fee-for-service
plan, plus an HMO ‘and. a pre-
ferred provider option.

¢ Establishing, through a com-
plex mechanism, a fixed amount
of money that alliances could use
to purchase coverage. In addition,
the amount by which health in-
surance premiums could rise each
year would be capped.

e Mandating that employers
pay at least 80% of employees’
health insurance premiums. How-
ever, employers buying coverage
through regional alliances would
have their premiums capped so as
not to exceed 7.9% of payroll.
Small, low-wage employers would
be entitled to special subsidies
and could pay as little as 3.5% of
payroll on premiums.

» Giving states the option of es-
tablishing single-payer health
care programs.

¢ Forming a new, yet-to-be-de-
fined national subsidy pool that
would pay 80% of health insur-
ance costs for retired workers not
yet eligible for Medicare, but cov-
ered under employer-sponsored
retiree health care programs. Em-
ployers, in a huge windfall, only
would be responsible for paying
20% of costs (see story, page 1).

Already, benefit experts say, the
winners and losers under the
Clinton plan are chvious.

The biggest winners would be
old-line manufacturers with high
health care costs, aging work-
forces and many retirees.

At a single stroke, billions of
dollars in retiree health care lia-
bilities, for example, would be
transferred to the federal govern-
ment or the so-called national
subsidy pool.

“Rust Belt employers will be

* jumping for joy. Some employers

can hardly believe it,” said Linda
Bergthold, a principal with Wil-
liam M. Mercer Inc. in Washing-

ton.

Some observers say the promise
by the administration to pay the
bulk of early retirees’ health care
costs is a payoff by the adminis-
tration to organized labor as well
as a bid to win more support from
big business.

“Organized labor is the group
that is being paid off here,” said
Sean Sullivan, president of the
Washington-based National Busi-
ness Coalition on Health.

Similarly, employers whose
health care costs now exceed 7.9%
of payroll would reap enormous
savings under the Clinton pack-
age. Employers’ health care costs
now average roughly 10% to 11%
of payroll, says Mr. Davey of Fos-
ter Higgins.

For many employers, losing
control over their health care
plans and letting regional alli-
ances purchase coverage would be
an acceptable price to pay if their
health care costs were capped at
7.9% of payroll.

“Large employers paying 15%
to 20% of payroll for health care
are more than happy to wash their
hands of the problem in exchange
for the loss of control” over man-
aging their health plans, said Dr.
Wayne Burton, vp and medical di-
rector of First Chicago Corp. and
chairman of the Midwest Business
Group on Health.

On the other hand, employers
with low health care costs because
of aggressive cost management
could see their costs rise because,
as part of regional alliances, they
would pay community rates.

For example, health care costs
at Atlanta-based MetroVision
Inc., average $1,900 per employee,
well under the national average of
about $4,000 per employee.

Kathy Dupree, MetroVision’s
director of employee benefits, says
the company’s costs are low be-
cause of an effective cost control
program and because the com-
pany has a young workforce.

“How will we be better off” if
we are community-rated? Ms. Du-
pree asked. With fewer than 1,000
employees, MetroVision would
not be allowed under the Clinton
plan to establish a corporate
health alliance.

However, many point out that
the cost of subsidizing employers’
health care expenses by czpping
their expenditures at 7.9% of pay-
roll is impossible and that cap will
be raised.

“The history of the Social Secu-
rity program should teach us that
caps don’t stand the test of time,”
said Frank McArdle, a consultant
with Hewitt Associates in Wash-
ington.

Initially, the FICA payroll tax
was set at 1% of employees’ wages
with a maximum annual tax of
$30 per worker. Today, the pay-
roll tax is a maximum 7.65%, in-
cluding a tax of 6.2% on the first
$57,600 of wages and 1.45% on
the first $135,000 of wages.

Indeed, some charge that the
7.9% payroll cap is, as Mr. Sulli-
van describes it, a “sucker punch”
intended to make large employers
think they would pay less under
the administration package.

Others go so far as to say there
is a strong element of fantasy in
the administration’s package.
Some, for example, question how
regional purchasing alliances can
be up and running by the 1997
deadline for universal coverage.

“This is no small job for allianc-
es—collecting billions of dollars
in premiums, negotiating with in-
surers, getting administration in
place—it isn’t going to happen”
under the time allotted under the
administration’s plan, said Ber-
nard Tresnowski, president of the
Blue Cross & Blue Shield Assn.

Benefit experts also question if
the Clinton plan will really reduce
administrative overhead in the
health care delivery system.

“I've been looking through the
drait document at all the new ad-
visory boards, councils and cur-
rent state agencies that will have
some input under the Clinton plan
and my list is running at about
30,” said Pamela Mitroff, director
of health care and workers com-
pensation policy for the Illinois
Chamber of Commerce in Chi-
cago. “I think the 200,000 or so
employees the government is get-
ting rid of by reinventing govern-
ment will be employed by these
new bureaucracies.”

“The unrealistic assumption is
that administrative costs will be
reduced. Much more likely is that
new bureaucracies will take the
place of old ones,” said Hewitt's
Mr. McArdle.

Employers operating in many
different cities, for example,
would have to deal with what
could be dozens of regional health
alliances.

Even a company with one office
in midtown Manhattan likely
would have to deal with several
regional alliances in New York
state, plus alliances in Connecti-
cut and New Jersey to cover
workers whose homes are scat-
tered around the New York met-
ropolitan area.

“This package is fraught with
bureaucracies,” said Joseph W.
Duva, president and chief execu-
tive officer of Preferred Solutions
Inc. in New York.

Large employers—those with
more than 5,000 employees—
would appear not to have this
problem. They could, under the
administration package, set up

their own health alliances.

But with so much of the market
concentrated in regional alliances,
even very large employers may
not have enough clout to negotiate
favorable purchasing arrange-
ments with insurers, hospitals and
other health care providers.

“If 99% of the market is concen-
trated with a regional alliance,
how much leverage is an employer
going to have? asks Rick Smith,
director of health care policy at
the Assn. of Private Pension &
Welfare Plans in Washington.

Others say that even if a large
employer wants to form a corpo-
rate alliance, certain provisions in
the Clinton package would bar it
from doing so.

Take a company, for instance,
with 8,000 employees, including
4,000 workers in one state and
4,000 in a second state. If one of
those states establishes a single-
payer system and forces all em-
ployers to participate in the pro-
gram, the company would fall un-
der the 5,000-employee minimum.

Perhaps the biggest question
being raised is the accuracy of the
administration’s assumption that
it can finance universal coverage,
shift the bulk of early retiree
health care costs to the govern-
ment from employers, and subsi-
dize certain large and small em-
ployers’ health care expenditures
without a general tax increase.

“Someone has been smoking
something. I can’t believe (White
House Senior Policy Adviser) Ira
Magaziner can say these are real-
istic assumptions with a straight
face,” said Mr. Sullivan.

“How is it going to be paid for?
That has not been explained to the
American people,” said Sen. Du-
renberger.

Early retirees

Continued from page 1

ziner, the White House senior do-
mestic policy adviser, in a speech
before the National Assn. of Man-
ufacturers.

Mr. Magaziner said the govern-
ment proposes “to pick up, (using)
the national subsidy pool that’s
being created, 80%” of early retir-
ees' health costs for people who
have worked more than 10 years
and who are between the ages of
55 and 65.

To prevent a run on Social Se-
curity trust funds, and consider-
ing employers’ potentially huge
savings from the program, the
government may make ‘“‘some type
of one-year assessment” on em-
ployers, but he did not offer de-
tails on the assessment.

The program would cost the
government $4.5 billion to $5 bil-
lion per year, he estimated.

The announcement brought
mixed reactions.

Automakers—which have a
large early retiree population—
were wary of commenting on the
announcement, especially because
President Clinton did not address
the proposal two days later during
his speech before Congress.

“While it is still unclear what
will be in the final health care
plan, we think it would be appro-
priate for the plan to have a new
mechanism to help finance health
care for pre-Medicare retirees,”
said a spokesman for Detroit-
based General Motors Corp. “All
major trading partners spread
costs for people not in the active
workforce throughout the entire
economy.”

The proposal “is very appropri-
ate,” said Walter B. Maher, direc-
tor-federal relations for Chrysler
Corp. in Washington. “It ad-
dresses a void of health care for
people who are out of the work-
force before age 65.”

If the proposal were enacted, it
would mean a clear windfall for
employers, especially those with
large early retiree populations,
consultants say.

“It is a win-win situation” for
employers, said George Wagoner,
a principal at William M. Mercer
Inc. in Richmond, Va.

Under health reform as a whole,
employers with a typical early re-
tiree health plan might see a 30%
to 50% reduction in their accumu-
lated post-retirement benefit obli-
gations, he estimated. Those fig-
ures include projected savings
from a new Medicare prescription
drug program, which also is pro-
posed under the Clinton health
plan.

Under Financial Accounting
Standard 106, employers are re-
quired to accrue as an expense
against earnings non-pension re-
tiree benefit liabilities (BI, April
1,1991).

Most employers would amortize
the liability over a number of
years, thus making the liability
millions of dollars less per year
for some employers than it would
be otherwise, said Mr. Wagoner.
And, if health reform holds down
medical inflation, even more
health plan savings will be real-
ized, he added.

But others are skeptical that the
government can pay for such a
generous benefit.

“It sounds incredible, but it re-
mains to be seen” whether the
proposal will survive, said Sharon
Canner, assistant vp-industrial
relations for the National Assn, of
Manufacturers in Washington.
“Perhaps we can develop legisla-
tive solutions that are more mod-
est and workable.”

The entire health reform plan
seems to have something positive
for every interest group, and “that

Continued on next page
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Retiree health care

Continued from previous page
_raises a red flag for me,” said Ri-
chard Sinni, national director-
health management practice for
Buck Consultants in New York.
‘‘Everything in it looks like it will
cost more. I have no idea how they
will pay for it.”

The proposal may create a
windfall for employers but, over-
all, employers will be hit hard
elsewhere under health reform,
said William J. Miner, an actuary
at The Wyatt Co. in Chicago. “I
think employers will end up pay-
ing more for these plans than their
current plans.”

One benefit manager sees two
potential problems.

Large employers that opt out of
state-established regional health
alliances and set up their own cor-
porate alliance would be assessed
a surcharge, possibly 1% of pay-
roll, which may wipe out any sav-
ings garnered from the early re-
tiree reimbursement proposal,

said Dr. Robert Hertenstein, med-
ical director-group insurance for
Peoria, Ill.-based Caterpillar Inc.

And, employers wonder if labor
unions will demand that compa-
nies supplement the government
plan to equal the benefits offered
under their old employer-pro-
vided plan, he added.

Given these conditions, it is dif-
ficult for employers to calculate if
the proposal would deliver true
savings or not, he said.

“I have big concerns about fi-
nancial projections used in the

Sept. 7 proposal. Long-term care,-

prescription drugs and retiree
medical benefits—how will they
be paid for?" asked Mercer's Mr.
Wagoner.

Savings from Medicare and
Medicaid may not be as great as
the projected, and realizing those
savings will be a very tough polit-
ical issue, said Buck’s Mr. Sinni.

Some observers are concerned
about the early retiree plan’s via-
bility in terms of long-term fund-
ing.

_observers say.

The government’s funding pro-
jections are for less than seven
years, pointed out Thomas Kuhl-
man, vp at Towers Perrin in Chi-
cago. What will happen 10 to 20
years from now, when the baby
boomers—a huge chunk of the
U.S. population—enter the retiree
group? he asked.

And, health plan costs could rise

because retirees may resist being
pushed from indemnity programs
into managed care programs, Mr.
Kuhlman added. Many retirees
have a mobile lifestyle and have
entrenched relationships with
their doctors, he explained.

Moreover, it may become more
difficult to keep health costs un-
der control as the retiree group
brings increased utilization to the
plan, he added.

If the proposal does find its way
into the final health reform act,
employers will directly or indi-
rectly be stuck with the tab, some
“Employers will
pay for it, one way or another,”
Mr. Sinni remarked.

For the Record

Oregon department
folded into new agency

SALEM, Ore.—Gov. Barbara
Roberts has signed into law a bill
that creates the Oregon Depart-
ment of Consumer and Business
Services, which encompasses a re-
structured Department of Insur-
ance and Finance, as well as other
state agencies.

The new department merges the
programs of the former DIF,
Building Codes Agency, Appraiser
Certification and Licensure
Board, Oregon Medical Insurance
Pool and the Office of Minority,
Women and Emerging Small
Business.

Insurance Commissioner Gary
Weeks is head of the new depart-

ment, which was created to im- °

prove state government’s account-
ability and effectiveness, accord-
ing to Gov. Roberts.

“When consumers, workers or
businesses have a problem related
to a wide variety of construction,
safety or financial industries, they
can get an answer from one
agency. The various programs will
coordinate more inspections—
meaning fewer visits to business-
es—and less interruption of work
by government,” Gov. Roberts ex-
plained.

UNUM reviving

stock repurchase plan

PORTLAND, Maine—UNUM
Corp. plans to resume a stock re-
purchasing program.

The company already has au-
thority from a 1991 board of di-
rectors resolution to purchase up
to 5.2 million shares, said a
spokeswoman for the insurer.

In addition, UNUM has filed a
shelf registration statement with
the Securities and Exchange
Commission relating to the issu-
ance of $500 million of securities,
which could include debt securi-
ties, preferred stock, common
stock or other securities. The lat-
est shelf registration statement
encompasses an earlier statement
that still has $175 million remain-
ing.

The board of directors has au-
thorized that up to $300 million of
the shelf registration can be of-
fered as medium-term notes.

The UNUM spokeswoman said
“Our financial management strat-
egy is one of prepared opportun-
ism, and the stock repurchase as

well as having the shelf registra-
tion are both parts of that overall

“strategy.”

UNUM stock, which is traded
on the New York Stock Exchange,
was trading at $53.75 per share
last Thursday.

lllinois law creates

‘innocent landowners’

SPRINGFIELD, IllL.—Gov. Jim
Edgar recently signed into law
new environmental assessment
standards that clarify protections
for lenders and other businesses
that hold contaminated property
as “innocent landowners.”

Under the measure, S.B. 41, any
land purchaser who receives an
assessment that meets the new
standards establishes a rebuttable
presumption against the state—
and a conclusive presumption
against third-party claimants—
that the purchaser has taken all
necessary steps to obtain protec-
tion as an innocent landowner un-
der state law. )

The measure, which was sup-
ported by major business groups,
is the first of its kind nationwide,
according to Robert W. Wienke,
an attorney with Ross & Hardies
in Chicago who represents the 1Mli-
nois Bankers Assn.

Court to review

landlord/tenant case

SAN FRANCISCO—The Cali-
fornia Supreme Court will decide
whether a landlord or tenant in a
commercial lease is obligated to
remove asbestos-laden fireproof-
ing and replace it with a safer ma-
terial.

In the case under review, Brown
vs. Green, the 4th District Court
of Appeal in Los Angeles followed
the 1969 decision in Glenn R.
Sewell Sheet Metal Inc. vs. Lov-
erde, which held that an operator
of a trailer park—not the land
owner—had to pay for connecting
trailers to public sewer lines. Al-
though the lease at issue in Brown
vs. Green did not mention asbes-
tos, the Sewell rule applied, the
court said.

Attorneys for the tenants told
the Supreme Court in their peti-
tion for review that it is time to
reassess Sewell in light of new de-
velopments in removing hazard-
ous substances from property.

An emerging body of law is
holding landlords responsible for

asbestos removal, and cases inter-
preting the Comprehensive Envi-
ronmental Response, Compensa-
tion and Liability Act—better
known as the Superfund Act—
generally hold the landlord re-
sponsible for removal of hazard-
ous substances unless the tenant
agrees to do the work, according
to the tenants’ attorneys, N. Mark
Lam of Pasadena and Lawrence
A. Agran of Irvine.

Washington regulator
to hold hearings

TACOMA, Wash.—Insurance
Commissioner Deborah Senn is
holding public hearings through
Oct. 5 under the state’s new
Health Services Act, a law that re-
quires employers to provide a
“certified health plan” with a uni-
form package of benefits to em-
ployees and their dependents.

The mandate will be phased in
for employers with more than 500
employees beginning in July 1995
(BI, April 12).

Employers may offer their own
self-insured plan if it meets the
requirements of the mandated
minimum benefit package. But
they must also offer employees a
choice of at least two other certi-
fied plans, including the lowest-
cost certified plan in their region,
and pay at least 50% of the cost of
that plan.

The law gives the insurance
commissioner immediate new au-
thority over health plans and pro-
viders, directing her to rewrite the
state’s insurance rules dealing
with pre-existing conditions, por-
tability and renewability.

The rules must be written before
Jan. 1, 1994 and adopted by July
1994,

Although President Clinton as-
sured state officials they would
have flexibility in implementing
the state’s plan under national
health insurance reform, addi-
tional legislation might be re-
quired to adjust the state’s plan to

reforms on the federal level, said.

Ms. Senn.

Separately, a National Assn. of
Insurance Commissioners team
will make its final audit of the
Washington Insurance Depart-
ment Oct. 18 in preparation for
what the state hopes is accredita-
tion in November.

NAIC accreditation was man-
dated in a bill related to insurer
solvency that was signed into law
in July by Gov. Mike Lowrys. EIl

Update

LUl investigation report

Continued from page 2

A 316-page report based on an examination into the affairs of
LUI—the parent company of H.S. Weavers (Underwriting) Agencies
Ltd.—and its subsidiary C.R. Driver & Co. Ltd,, states that between
1970 and 1989 more than $§0 million was diverted from the Driver
and Weaver companies to Swiss and Liechtenstein entities controlled
by Graham Smith.

The report, published Sept. 23, concludes that the Smith companies
‘“were not genuine insurance or reinsurance brokers and the deduc-
tions from premiums made by them diverted sums properly due to
Weavers and its stamp companies.”

A separate investigation into suspected fraud at LUI was instigated
by police and the Serious Fraud Office in April 1992. Serious Fraud
Office inquiries are continuing, said an SFO spokeswoman. Requests
for assistance from authorities in Liechtenstein are currently being
appealed, which is slowing progress, she noted. The spokeswoman
would not comment on whether criminal proceedings were likely to
be initiated in the near future.

Earlier this month, liquidators for the KWELM companies, five in-
surers that were members of a line slip managed by H.S. Weavers and
were subsidiaries of LUI, sent creditors and policyholders a proposed
scheme of arrangement (BI, Sept. 13).

NAIl suing over Texas rules

AUSTIN, Texas—The National Assn. of Independent Insurers plans
to file suit today in a Texas state court in Austin in an attempt to
block enforcement of several rules approved last month in the waning
hours of the Texas Board of Insurance’s rulemaking authority.

The rules being challenged include four that allow consumers to sue
insurers under the state's Deceptive Trade Practices Act, said Bob Ze-
man, assistant general counsel-legislative affan‘s for the Schaumburg,
Tl.-based group.

Those rules are a so-called anti-redlining rule and an anti-blacklist-
ing rule, in addition to two that apply to personal auto insurance poli-
cies (BI, Sept. 6).

Insurer groups contend that only the state Legislature—and not the
state Board of Insurance—has the authority to create a cause of ac-
tion under the deceptive practices laws.

Anti-redlining bills compete

WASHINGTON—The House Banking Committee’s approval of a
federal anti-redlining bill has set the stage for a confrontation be-
tween two powerful congressmen over who has jurisdiction over the
business of insurance.

The Banking Committee last week approved H.R. 1257 on a party-
line vote. The measure, sponsored by Rep. Joseph P. Kennedy II, D-
Mass., would require insurers to provide detailed information about
their underwriting practices in urban areas to federal authorities. The
measure also would require that foreign insurers and reinsurers doing
business in the United States receive U.S. Treasury Department certi-
fication.

The bill, however, does not deal with banking, which is the Banking
Committee's area of authority.

The committee’s action follows a vote by the House Energy and
Commerce Committee to approve its own less sweeping, anti-redlin-

- ing bill, HR. 1188. Among other differences, H.R. 1188 does not con-

tain the provision on foreign insurers and reinsurers.

Energy and Commerce Chairman John D. Dingell, D-Mich., has
long asserted that he, rather than Banking Chairman Henry B.
Gonzalez, D-Texas, has jurisdiction over insurance. The competing
bills are expected to go to the House Rules Committee as a first step
in resolving their differences.

Briefly noted

B. Michael Schlenke has been named president and a member of
the board of directors of New York-based American Home Assurance
Co., an American International Group Inc. unit. Previously, he was
chairman of AIG Aviation Inc. in Atlanta. He succeeds Stephen
Satler, who resigned. . . .Capital Guaranty Insurance Co. is planning
an initial public offering. The financial guarantee insurer plans to use
the offering’s proceeds for working capital and other general corpo-
rate purposes....An Equal Employment Opportunity Commission
suit filed recently in federal court in Manhattan alleges that American
International Group Inc. fired the host and hostess of its corporate
golf resort because they were too old... Poor operating results at
CIGNA Corp. have led to another rating agency downgrade for the
insurer. Duff & Phelps Credit Rating Co. in Chicago has downgraded
the senior debt rating of CIGNA to A from A+. Last month, Standard
& Poor’s Corp. lowered its rating of CIGNA (BI, Aug. 23). .. .The Na-
tional Council on Compensation Insurance has advised the Alaska Di-
vision of Insurance that a rate filing for workers comp policies renew-
ing Jan. 1, 1994, may result in an overall increase of about 5%. A
hearing on the proposed rates is scheduled for Oct. 14. .. .Bermuda’s
ruling United Bermuda Party will run against candidates from the
Progressive Labour Party and the National Liberal Party in a general
election Oct. 5, in which 89 candidates will compete for 40 seats in
Parliament. The UBP, which has governed since 1968, has pledged
that it will continue working with the insurance sector to secure new
international business. . . .EI du Pont de Nemours & Co. will appeal a
Florida circuit court jury’s Sept. 23 award of $3.04 million to an or-
chid grower who claimed the company’s Benlate DF fungicide ruined
70,000 of his flowers (BI, June 21). . . .Legislation, SB. 210, was intro-
duced last week in Ohio that would cap pain and suﬁering awards at
$250,000, and would impose a 10-year statute of limitations on suits
over unsafe products and professionals’ practices.
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UAW contract

Continued from page 2

Inc. “Reducing health care costs is not as im-
. portant to Ford as it is to GM because Ford’s
per-worker cost of producing a car is far be-
low that of GM's. And, Ford secured pretty
low wage increases for all the companies.”

The contract calls for a 3% base wage in-
crease in the first year, followed by 3% lump-
sum payments in the second and third years,
as well as $600 Christmas bonuses in all three
years.

Ford stands to benefit from the contract in
more subtle ways as well. As the only Big
Three automaker with a fully funded pension
plan, Ford will be more able to replace older
workers with younger ones who will be more
productive and require less health care, said
Maryann Keller, an auto industry analyst with
Furman, Selz, Mager, Dietz & Bimney in New
York.

“By paying lower wages to new hires and
enriching pension benefits, Ford is encourag-
ing older workers to leave the company and
then will be able to replace that group with a
line of 20-year-olds who won't get sick and
will work harder at lower wages,” Ms. Keller
said.

According to a UAW outline, the tentative
contract would: . . N
¢ Maintain all current health plans with no
- copayments or deductibles paid by UAW
members. Unlike the previous pact, the new
1 contract will require Ford employees to make
: modest premium contributions. However, Ford
had wanted to shift significant costs to em-
ployees.

“Certainly, health care was a hot button. It
was an issue that went down to the final day.
All I can say is that we sought more cost-shar-
ingdbut didn’t achieve it,” a Ford spokesman
said.

" wages and high job security benefits it

Health care, though, may have been more of
a bargaining chip than a real bone of conten-
tion. “Health care wasn't as big an issue as
Ford might want you to believe,” said Furman
Selz’s Ms. Keller. “It would have been nice for
Ford to have implemented copays or secured
modifications for salaried employees, but the
reality was that nothing was going to happen
here until the Clinton plan was introduced.”

And, as Mr. Freedman of A&A pointed out:
“If the competition is the real enemy, Ford was
probably quite willing to pay a little more for
health care in exchange foer lower starting
knows
it won’t have to pay.” :

e Guarantee laid-off workers up to 95% of
their pay and benefits for up to three years.

“This is the provision thai really helps Ford
because, unlike GM, Ford and Chrysler have
no surplus of workers. GM has been laying
people off and will continue to do so. Ford can
promise anything it wants here because it
won't- have to spend anything” said Ms.
Keller.

Under the expired contract, Ford had agreed
to layoff benefits totaling $1.6 billion but paid
out only $581 million. Meanwhile, GM said it
expects to use all of the §3.35 billion layoff
funds it set aside in 1990.

e Lower newly hired workers’ pay to 70% of
the base wage rate for their job classification.
Newly hired workers would then receive 5%
pay increases every six months to reach 100%
after three years. ]

“This benefits Ford more than the others be-
cause Ford has the thinnest workforce, but
even Ford won't be doing much hiring over
the next few years,” surmised John Casesa, an
auto industry analyst with Wortheim
Schroeder Ine. in New York.

“Concessicns were made here by the union,”
the Ford spokesman acknowledged, noting
that new hires started out at 85% of base pay

and worked their way up to full earnings after

only 18 months under the expired contract.

e Increase by 13% the monthly multiplier
portion of the union’s defined benefit pension
plan to $34.70 per month per year of credited
service from $30.70.

The contract also raises by 12.8% the
union’s monthly pension benefit for workers
who retire with 30 years of service but before
age 62. The monthly benefit increased to
$2,030 per month from $1,800.

. “These pension increases are basically in line

" with cost-of-living increases, but Ford has a
funded pension plan whereas the other two
companies don't,” said Bob Eicher, a principal
with A. Foster Higgins & Co. in New York. “I
think this deal really emphasizes how health
care and pension bargaining is reflecting the
economics of the time. Layoffs and companies
losing money have become a reality, and
“unions are trying to help.”

But not necessarily in the auto industry, said
Wortheim Schroeder’'s Mr. Casesa, who in-
sisted the UAW still carries clout with the au-
tomakers and isn’t in a position yet where it
has to give back what it won in previous con-
tracts.

“While this may be the first defensive con-
tract the UAW has ever signed, it's still strong
enough to maintain what has been won over
decades. One can’t expect them to give back
wages, health care or job security. This con-

tract amounts to an extension of the previous -

contract,” he said.

Meanwhile, the Canadian Auto Workers ce-
mented a deal with Chrysler Canada Ltd. on
Sept. 15 that featured enhanced supplemental
health care coverages, like improved visior

and dental benefits, better pension benefits

more paid holidays and guarantees againsi

Home Holdings Inc. announces plans for stock, bond offerings

NEW YORK-Home Holdings Inc., parent
| of The Home Insurance Co., has filed a reg-
|‘ istration statement with the Securities and
Exchange Commission to offer up to $335
| million in common stock.
| In addition, Home Holdings said that be-
| fore year end it will offer about $100 mil-
| lion in 10-year notes at a significantly
lower yield than its current outstanding
| debt, much of which carries a 14% interest
rate,

Home Insurance also will strengthen its

loss reserves by $290 million before the end
of the year, a spokeswoman for the com-
pany said.

The reserve addition will be partially off-
set by an estimated $140 million in capital
gains.

Standard & Poor’s Corp. placed Home In-
surance on CreditWatch with positive im-
plications,

“All these moves are positive. The sum of
it all will be boosted capital, a reduction in
leverage and interest responsibilities, and

~ BlIndustry

_BI Insurance Index
1010 ; i

Insurance industry stocks rebounded last
week, as the Business Insurance Index gained
26.0 points to 990.4 Sept. 24 from 964.4 on
Sept. 17. Advancing issues for the week were
led by: U.S. Healthcare, up 25.7%; United
Healthcare Corp., up 19.6%; and Navigators
Group, up 14.5%. Declining issues for the
week followed: Seibels Bruce Group, down
20.0%; Liberty Corp., down 8.0%; and Hilb, Ro-
gal & Hamilton, down 7.0%. The most active is-
sue was U.S. Healthcare, 11.1 million shares
traded. The Bl Index rose 2.7%; the Dow Jones
30 Industrials lost 1.9%; the NYSE Composite
fell 0.2%; and the Standard & Poor’'s 500
dropped 0.3%. ¢

British Issues

i

. SEPT. 20, 1993 THROUGH SEPT. 24, 1993

Weekly  Year o date Annual Mikt/Bk,
| BROKEHS Price % change % change High Low Vol(000) $Div. % Yield PE Book value  value
Acordia Inc. 5 NYS 26.00 -3.70 2093 27.83 15_.13 46 0.44 1.69 15 57 272
Alexander & Alexander NYS 2213 635 ~16.51 2888 2213 415 1.00 452 24 502 441
E.W. Blanch Holdings Inc. NYS 2200 292 N.A, 23.38 16.50 29 000 .00 28 1.09 20.18
Gallagher Arthur J. & Co. NYS 30.88 -3.14 9,29 3738 2425 147 072 2833 17 6.26 4.93
Hilb, Rogal & Hamiltan NYS 13.38 -6.96 -14,40 16.68 11.63 146 044 329 19 273 4.80
{ | Marsh & Mclennan NYS 8825 -2.08 -3.42 9763 8450 562 288 304 20 15.03 5.87
i | Poe& Brown arc 1850 -5.13 10.45 2125 1250 8 040 276 a3 280 712
BROKERS AVERAGE -35 11 24 22
INSURERS/REINSURERS
| ACELd. ' NYS 32,75 -2.24 N.A. 3600 2550 1739 0.40 122 8 25.37 1.29
! | Acceptance Insurance Cos. NYS 1400 -1.75 45.45 15.25 6.00 T4 000 000 15 911 1.54
; | AEGONN.V. NYS 4688 -4.09 1261 50.13 4000 a7 122 260 9 32.78 1.43
| Astna Lile & Casualty NYS 59.25 084 27.42 6050 4025 1418 276 466 26 85.43 091
Aliied Group Ing. o1c 3200 -229 51.18 32.75 18.16 235 052 1.83 10 10.45 3.08
Allmerica Prop. & Casualty NYS 5950 -083 17.82 6250 4425 90 044 074 5 46.94 127
Alistate Corp. NYS 3213 039 NA, 3275 2713 2043 072 224 -56 12.26 262
American General NYs 34.00 0.74 19.30 36.50 2363 1450 108 318 13 213 1.80
| Amarican Heritage Lite Ins. NYS 22,00 -1,12 9.09 25.34 1881 29 0.60 273 . 15 1244 177
| Ametican Indemnity/Fin'l arc 1325 -2.75 120,83 1625 500 19 012 061 4 16.18 0.82
| American International (s) NYS §7.25 -1.89 2575 10025 6584 2034 040 oM 17 40.25 242
| American RE Carp. NYS 3500 -2.10 541 41,75 3138 116 000 200 35 6.67 525
Aon Corp. NYS 54.75 -3.10 1.39 58.50 4638 212 180 329 18 .79 172
i Argonaut Group oT1c 3350 -394 9.84 3550 27,00 78 1.00 299 11 25.52 1.31
I AVEMCO Corp. NYS 17.88 -0.69 -23.53 27.00 1675 58 D044 248 20 7.75 .2
i Baldwin & Lyons Inc, o1C 4200 -6.67 15.07 4500 30.00 1 060 143 10 34.75 121
i1 Berkley WR. Corp. arc 4413 -3 282 5050 36.75 19 040 091 17 26.31 1.68
| i Berkshire Hathaway Inc. N‘fS 16600.00 -1.48 41,28 17800.00 9150.00 0 000 000 - 774267 214
fi =i Chandler Insurance oT1C 438 4.47 -1.88 5.25 350 4 000 000 fi7 a8.87 0.49
Chutb Corp. NYS 8488 -369 -4.50 9638 7838 1042 172 203 11 45.65 1.86
CIGNA Corp, NYS 64.25 -1.34 9.59 68.00 49.75 638 304 473 1 79.82 0.80
CHNA Financial Corp, NYS B86.25 -2.82 <11.99 10288 8375 70 000 000 <10 75.07 1.15
Continental Corp. NYS 3050 394 13.49 3483 2338 228 100 328 17 3473 0.88
| EXEL Ltd. NYS 46.75 -1.58 -1.06 5225  40.00 562 100 214 7 2954 1.58
Fremont General Corp. NYS 25.13 -4.74 277 2875 1684 99 072 287 8 19.81 127
Frontier Insurance Group NYS 45.13 .2.43 3.74 4763 30,00 134 060 133 16 14.78 3.05
Gainsco Inc, ASE 11.88 10.47 1593 1856 1013 206 004 034 15 327 363
General RE Corp. NYS 123.00 -5.38 6.26 13338 98.75 1085 1.88 1.53 17 49.90 248
| Guaranty National Corp, NYS 2200 -276 11.39 2400 16.25 15 048 218 16 10,44 211
I‘ Harleysville Group QT1C 2675 -4.46 -5.31 3275 2250 95 064 239 16 18.35 1.46
| Hartford Steam Boiler NYS 4850 3.19 -16.02 59.88 4375 238 212 437 23 18.03 2869
E HCC Insurance Holdings o) (o} 31.50 370 55.56 32.50 1225 413 000 000 28 10.12 an
(1] ITT (Harttord Group) NYS 91.88 -0.81 27.60 9475 6325 1364 196 213 200 55.03 167
i Kemper Corp. NYS 4138 475 ; ; ;i 123
i Lawrence Insurance Group ASE 575 417 138
i | Liberty Corp, NYS 3038 -7.85 152
iy Lincaln National NYS 4663 236 1.48
i Markel Corp, o1c 40.25 1.58 1.89
Mid Ocean Lid. orc 3375 Sa7 1.67

| System design: Nordby internationai ing,

s s 1 weel !
Chrysler fannmg_ out labor to.m.x‘pphets_. Sept. 9 Price P/E Div. Yield High—Low |
The CWA will start negotiations with GM | | Companies pence pence % pence pence.
with a strike deadline set for Sept. 29. Bl | | commlUnion 600 NM 325 54 606—600 |
| | GenlAccident 686 NM 357 52 686—685
| | GdnRoyalExch 215 N/M 93 43 215212
s Royal 306 NM 67 22 310305 i
increased reserves,” said Peter Wade, an ‘ PunSiece: S8l MMABG S0 @
S&P analyst in New York. i | Brokers
“The stock offering will be a blatant ben- | | Bradstock 136 160 68 50 136—135
efit to capital because there is a market for | | C.E.Heath 3%9 192 205 6.1 400398
this type of stock. The bond offering re- | msmp 3;-: 122 :g'g :111 ?ﬁ_ﬂg
places their outstanding debt, which carries | Lic onp = = =
sk : yd Thmpson 301 243 75 25 303—301
ridiculously high rates, and the reserve | | LowndesLmbrt 418 153 188 45 418418
strengthening is necessary because Home's | PWSHoldings 66 99 53 80 6668
reserves have been short, especially in the ESednwicka 186 224 80 43 187—186
area of environmental and toxic expo- | |StelBridones 153 NM 113 74 155153
sures,” he said. | u‘.’ﬂ"‘°°'.'.'.’f,"m.“3iqi‘1£,_ﬁ’.3,‘1.3,..,,3:,?.%3.2??3,2.?:.., I
—By Michael Schachner -30urce lip Olsen, London® Estimated . . |
fhi ok 2R S
Weekly  Year to date Annual Mic/Bk. '
Prica % change % changs  High  Low Vol(000) S$Div.' % Yield PE  Book valus  value |
Mutyal Risk Mgmt. Lid. NYS 42,50 1258 494 46.00 3050 i1 040 094 22 11.39 373 !
NAC Re Carp. QTC 36.00 -0.69 <1111 44.75 3200 215 016 044 46 17.23 209 |
National Re Corp. NYS 3300 871 11.38 3363 23.00 86 012 036 10 14.18 233 !
Navigators Group QT1C 35.50 14.52 9.23 3550 2850 22 000 000 25 16.99 208 |
Nobel Insurance LTD. o1C 713 364 21.28 825 425 59 000 000 4t 6.84 1.04 I
NWNL Companies NYS 3763 1.35 47.91 3783 1813 325 080 213 15 21.65 1.74 |
Ohio Casuaity Corp. o1Cc 69683 245 10.30 7200 5925 114 284 408 12 45.85 152 %
Old Republic Int'l NYS 2663 .1.39 7.04 2763 21.50 239 0.44 1.65 -} 21.06 1.26 ]
Orion Capital Corp. NYS 4300 -3.10 21.55 46.88 - 29.81 86 088 205 .8 2432 LR
Phoenix RE Corp. oT1c 3450 .47 119.05 38.25 11.50 449 020 o058 - 11.88 290 :
Provident Life NYS 28.25 -1.31 -0.88 31.50 2475 168 104 368 1 30.72 092 ;| |
Ra Capital Corp. oT1c 1413 0.00 -14.39 16.63 1275 36 028 188 21 14.78 0.98 ‘
Refiance Group Holcings NYS 788 -1.56 28,57 8.50 4.75 1482 032 4086 3 299 263 |
RLICorp. NYS 2425 -1.52 -2.02 28,63 19.88 49 056 23 1 18.62 130
St. Paul Companies NYS 91.88 -0.41 19.32 9400 67.88 283 280 305 130 s2z4 176 |
SAFECO Carp, Qo1C 6238 -1.19 am 66.75 51.13 869 1.80 289 11 38.95 1,60
SCOR U.S. Corp. NYS 1638 480 -6.43 2075 . 1488 173 032 195 - 14.69 111 i
Seibels Bruce Group: oTc 050 -20.00 -13.33 2.88 0.31 527 000 0.0 (] 1.90 026 !
Selective Ins. Group oTC 2925 £.36 3295 29.25 19.50 232 112 383 22 22,92 128
Statesman Group Inc. (o} (o] 1363 000 13.54 18.50 6.88 707 020 147 (1 8.65 158
TIG Holdings NYS 2525 335 , NA. 2688 2288 589 020 079 -8 17.14 147
Tokio Marine & Fira QTC 59.50 -226 2396 6700 4325 9 000 000 < 57.712 1.03
Torchmark Corp. NYS 5688 421 0.22 64.75 4938 251 1.12 1.87 16 15.15 375 4
Transatlantic Holdings NYS 58.25 -1.08 arn 61.50 4213 33 028 048 18 24.57 237
Travelers Corp. NYS 3800 483 39.45 38.00 21.50 9391 1.60 421 -5 37 1.20
Trenwick Graup Inc. oTC 4525 284 11.04 49,75  34.00 183 088 1894 16 26.00 1.74
United Fire & Casuaity artc © 3750 845 -9.64 4300 3475 10 100 267 - 28.96 1.29 i‘
Unitrin QTC 4350 175 175 46.75 36.00 296 140 322 13 37.69 118 i
UNUM Cotp. NYS 5413 -3,56 212 60.13 39.88 1461 ~ 080 148 14 21.25 255 i
US Facilities Corp. oT1C 1150 -2.13 15.00 13.00 6.50 234 000 000 13 10.48 1.10 |
USF&G Corp. NYS 17.13 284 38.38 19.63 9.88 1279 020 1a7 - 9863 178 “
USLICO Corp. NYS 1800 D0.70 0.00 20.00 15.00 21 024 133 5 2361 0.76
USLIFE Corp. NYS 40.75 -4.68 1241 4388 2934 146 1.20 284 12 39.48 103
Washington National NYS 23.25 -1.06 1.09 28.00 2025 a3 1.08 465 1 28.84 0.81
Zenith National Ins, NYS 2725 0.91 37.97 29.25 16.38 25 1.00 367 17 15.82 1.72
Zurich Reinsurance Centr NYS 31.00 -0.80 N.A, 3638 30.00 297 000 0.00 310 23.99 1.29
INSURERS/REINSURERS AVERAGE 08 120 1.9 1.4
HEALTH MAINTENANCE ORGANIZATIONS
FHP International oTC 21.00 1053 5.00 3000 1675 3335 000 0.00 16 9.50 2.21
Pacificare Health Sys. 0oT1C 34.75 12.10 -31.86 57.50 25.50 a1 000 000 16 3.90 881
Safeguard Health Enter. oTc 1075 361 10.26 1225 7.25 10 000 000 13 5.04 L
Sierra Health Services ASE 17.00 625 -21.39 2200 11.50 323 000 0.00 13 173 983
TakeCare Inc. o1c 43.75 10.76 -1.69 5025 25.75 350 000 000 16" 13.84 3.16
United Healthcare Corp. NYS 68.75 19.67 20.88 68.75 40.00 2392 003 004 34 9.46 7.27
U.S. Healthcare oTc 52.00 2588 16.53 59.75 36.75 11133 0.64 1.23 24 521 9.98
Walipoint Health Networks NYS | 22.00 10.48 NA 39.75 23.00 . -
HMOs AVERAGE 124 -31
ALL COMPANIES AVERAGE 27 33 -




It’s a risky
world...

but Duncanson & Holt has it covered.

We create innovative reinsurance products to cover the challenges
of an ever-changing world. As North America’s largest accident
and health reinsurer, we offer a wide range of treaty and facultative
products including:

Special Risk/Personal Accident  Specific & Aggregate Stop Loss

Occupational Accident Long Term Disability
Excess Portfolio Medical Long Term Care

We're known for financial strength and sound management, with
over $400 million in annualized premium and a per occurrence
capacity of $100 million.

In a world of risk, Duncanson & Holt is the reinsurance partner

you can trust.

Duncanson & Holt Group

Atlanta, Chicago, Dallas, Hartford, London, New York, Philadelphia,
Portland (Me), San Francisco, Seattle, Singapore, Toronto '




