Chairman, four former officers
of Riscorp indicted over donations

SARASOTA, Fla.—A federal grand jury has
indicted the chairman and four former officers
of workers compensation insurer Riscorp Inc. for
allegedly funneling $383,500 in illegal campaign
contributions to more than 20 Florida politi-
cians, including two state insurance commis-
sioners.

Named in a 27-count indictment last week
were William D. Griffin, chairman of the Sara-
sota, Fla.-based insurer; James A. Malone,
former Riscorp president; Thomas E. Danson
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The Casino of Monte Carlo stands at the center of reinsurance
activity during the 41st annual Rendez-Vous de Septembre.

Many reinsurers
hedging their bets

By GAVIN SOUTER
and PAUL D. WINSTON

MONTE CARLO, Monaco:
Reinsurers are eyeing their op-
tions and shrinking premium
volumes as they face yet an-
other year-end renewal season
that promises more reductions
in reinsurance rates.

Despite making stellar prof-
its in the first half of 1997,
reinsurers say rates are getting
dangerously low and that bad
underwriting habits are creep-
ing back into the market as
more and more reinsurers cut
rates to keep premium volumes
up.

Buoyant investment markets
and a continued absence of
significant insured catastro-
phes are combining to keep
reinsurers in the black on the
back of sometimes inadequate
rating levels, some reinsurance
executives say.

Barring a major catastrophe
in the remaining months of
1997, the trend will continue
into the year-end renewal sea-
son, with catastrophe reinsur-
ance rates likely to drop an-
other 15% to 20%, some exec-

utives say.

Extra capacity entering the
market in the form of several
new reinsurers will only add to
the pressure to cut rates.

Reinsurers are reacting to
the increased competition in
numerous ways. While a small
minority say they will let vol-
ume drop rather than rates,
most also are searching for
new sources of premium.

Some are hedging their bets
by diversifying their books
of business, others are looking
to expand into develop-
ing markets, and still others
are writing more multiyear
contracts or linking up with
other financial institutions to
offer new products and capac-
ity.

These are a few of the obser-
vations from reinsurance in-
dustry executives attending
the 41st annual Rendez-Vous
de Septembre, held Sept. 8-13
in Monte Carlo, Monaco.

The Rendez-Vous meeting
marks the beginning of the
year-end renewal season.
Rather than hammering out
specific deals, though, the

See Market on page 44
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Deal gives broker the global partner it needed

By DON LEWIS KIRK

CHICAGO: Aon Group Inc.
will significantly increase its Ger-
man and Continental European
operations with the acquisition of
Jauch & Huebener KGaA, Ger-
many’s largest broker.

The deal also fulfills Hamburg,
Germany-based Jauch & Hueben-
er’s need for a global partner to
serve its multinational clients and
keep revenues aloft.

The Aon oifer, for an undis-
closed amourt, edged out other
bidders, including Marsh & Mec-
Lennan Cos. Inc., which was ru-
mored to be eyeing Jauch &
Huebener.

The German, Austrian and
Swiss operations of the two com-
panies will be merged into a new

Mutual Ben

Hamburg-based brokerage unit,
Aon Jauch & Huebener.

The combined unit will have
1,800 employees and gross rev-
enues of about 400 million
deutsche marks ($224.8 million),
the two companies announced last
week.

Aon(h

The new company is expected
to have three key divisions- retail
brokerage, reinsurance and
employee benefits—though fin-
al details have yet to be ironed
out

Jauch & Huebener was forced to
seek an international partner af-
ter Johnson & Higgins, its former
partner in the UNISON broker
network, was acquired by Marsh
& McLennan in March and ended
its ties to the network (BI, March
24; March 17).

In addition, Jauch & Huebener
has seen revenue growth decline
in the soft competitive market, as
well as losing ground to brokerage
competitors that have been rapid-
ly consolidating (BI, July 21).

Jauch & Huebener Executive
Partner Christian Dahms, who
will continue to head the new Aon
Jauch & Huebener, described Aon
as the “perfect fit” for Jauch &
Huebener's strategy to expand its
international business outside of

See Jauch on page 63

efit back from brink

and may put itself on the block

By JUDY GREENWALD

NEWARK, N.J.--MBL Life As-
surance Corp., formerly Mutual
Benefit Life Insurance Co., is like-
ly to be bought relatively quickly
by an insurer seeking more mar-
ket share and additional
economies of scale.

Mutual Benefit was the largest
life insurer failure on record when
it was put in rehabilitation in
1991, largely as a result of soured
real estate and mortgage invest-
ments and a subsequent cash flow

drain caused by panicky policy-
holders’ withdrawal demands. It
has been in rehabilitation since
then.

Last week, the company said it
has hired New York-based Gold-
man Sachs & Co. as financial ad-
viser to explore its strategic op-
tions, including selling it before
its rehabilitation plan is sched-
uled to end in 1999.

Alan J. Bowers, MBL Life's
president and chief executive offi-
cer, said in a statement: “MBL has
transformed the nature of its in-

vested assets and made great
strides in rebuilding its capital
base. Our financial position is
now very strong, and we continue
to build capital.”

MBL, which still has 450,000
policyholders although it is not
writing any new business, had to-
tal consolidated assets of about
$14.3 billion and total adjusted
capital of $474 million as of June
30.

Others also term the rehabilita-
tion an apparent success. Ob-

See Mutual on page 61

Clinton details his goals
for gradual health reform

By JERRY GEISEL

WASHINGTON- With a series of legislative suc-
cesses behind it, the Clinton administration now is
targeting additional areas to expand health care cov-

erage.

President Clinton last week put forth his health
care agenda, specifying areas for legislative action
and areas where he believes there are problems but
where he has not endorsed a specific remedy.

Legislation President Clinton said he wants passed

would:

¢ Ban so-called drive-through mastectomies. Presi-
dent Clinton described as “horrifying” situations in
which women are denied coverage for an overnight
stay in a hospital after a mastectomy. He said
Congress should act just as it enacted legislation last
year that requires health plans to offer at least 48
hours of inpatient coverage after a normal birth and
96 hours after a Caesarean section.

¢ Ban so-called gag rules, in which some managed
care plans have barred providers from disetssing.

among other things, alternative treatment options
and costs to members.

In addition, President Clinton identified two other
health care areas -of huge potential significance to
employers: -that may need federal action, though he

did not offer or recommend specific remedies. Those

areas are:

e Early retiree health care

Prezidant Clinton

coverage. President Clinton
said something needs to be
done to assure coverage for
employees who retire before
65 and are not yet eligible for
Medicare.

“What about all those peo-
ple who retire at age 55 and
lose their employer-based
health insurance and can't
draw Medicare until they're
657" President Clinton asked.

s Subsidized health care

Coo Haalth nn
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Riscorp execs indicted

Continued from previous page
Halloy, former chief financial officer; and Edward J. Hammel, former se-
nior vp-finance.

The indictment charges that the five men conspired to circumvent
campaign finance laws by arranging for Riscorp employees, family mem-
bers and friends to make donations that Riscorp reimbursed through
fraudulent “bonuses” it paid to emp.oyees. The five men, who were hop-
ing to gain political favors, also solicited lawyers and consultants doing
business with Riscorp to make contributions that Riscorp then would re-
imburse, disguising the payments as professional fees, prosecutors
charge.

One of the main beneficiaries of Riscorp’s money was former Insur-
ance Commissioner Tom Gallagher, who received about $57,000 in ille-
gal contributions in his 1990 campaign for the commissioner’s job and
another $48,900 in his unsuccessful 1994 run for governor, the indiet-
ment says.

Current Insurance Commissioner Bill Nelson's campaign received
$62,800 in illegal Riscorp contributions during 1994, the indictment says.

The indictment does not accuse the candidates of wrongdoing.

None of the defendants could be reached, and none had entered a plea
last week. Each faces a maximum of five years in jail and $250,000 in
fines on each count.

The indictment also names Riscorp and a subsidiary, but the company
announced last week that the subsidiary has agreed to plead guilty to one
conspiracy count in return for dismissal of the charges against Riscorp.
The company said it expects to be finec: uo to $300,000.

Riscorp also said Mr. Griffin will resign his positions with the compa-
ny and its affiliates.

Commissioner Nelson also issued an order barring Mr. Griffin from the
insurance business in the state until tae federal charges have been re-
solved.

Riscorp had been a major provider of managed care workers comp in-
surance and services in Florida, North Carolina and several other states,
However, it has drastically scaled back its operations after being bat-
tered by a variety of troubles since its 1996 initial public offering, includ-
ing a pending civil racketeering suit by disgruntled policyholders and the
delisting of its stock from the NASDAQ stock exchange (BI, Feb. 3,
1997).

ACE to buy Westchester

ATLANTA—ACE Litd. is taking a more direct stake in the U.S. insur-
ance market with its $333 million purchase of Westchester Specialty
Group Inc. from Talegen Holdings Inc.

The move also takes Xerox Corp., parent of Talegen, one step away
from its long-held intent to exit the insurance market.

The purchase of Westchester gives ACE “a whole new entry into the
U.S. insurance market,” said Brian Duperreault, chairman, president
and chief executive officer of ACE.

ACE, like some other Bermuda insurers, is restricted in its marketing
and other activities in the United States for regulatory and tax reasons.
Because Westchester will remain a separate company, those restrictions
will not apply.

‘Westchester has offices in Atlanta, San Francisco and Glendale, Calif.,
and it writes specialty commercial property and umbrella liability cov-
erages. In 1996, it wrote $257.8 million in gross premiums (BI, Sept. 15).

Under its new ownership, Westchester will expand its products and its
geographic spread, Mr. Duperreault said. New products may include
professional liability coverages as well as commercial package policies,
he said.

Included in the deal is a $750 million reinsurance contract with Na-
tional Indemnity, a subsidiary of Berkshire Hathaway Inc., which Tale-
gen bought for $65 million.

“We wanted to make sure that there was a reinsurance contract in
place for any reasonable worst-case scenario,” Mr. Duperreault said.

Like other liability insurers, Westchester faces long-tail liability
claims, including pollution claims, Mr. Duperreault said. Westchester al-
ready has $795 million in loss reserves, and policyholder surplus stood at
$343.2 million at year-end 1996.

The sale of Westchester leaves Xerox with just Crum & Forster Hold-
ings Inc. out of the seven insurance operations it previously owned. Xe-
rox sold Resolution Group earlier this month for $612 million (BI, Sept.
15), and Crum & Forster is expected to be sold by the end of the year.

Accounting giants to merge

NEW YORK—The proposed merger between Coopers & Lybrand
L.L.P. and Price Waterhouse L.L.P. will bring together two accounting
and consulting giants whose employee benefit and risk management
practices significantly differ in size and scope.

Coopers & Lybrand last year was the world’s fifth-largest benefit con-
sultant with an estimated $363 million in consulting revenues. In Jan-
uary, Coopers & Lybrand expanded this business with its purchase of
Kwasha Lipton, a consulting firm with $79 million in revenues.

Even before the Kwasha acquisition, Coopers & Lybrand had been
growing rapidly because of its strength in broad human resources con-
oulti

By contrast, Price Waterhouse is a much smaller player in the benefits
consulting arena. Competitors put Price Waterhouse revenues from ben-
efit consulting at between $30 million anc $50 million. It has been suc-
cessful in recent years in luring top employee benefit staffers from the
Internal Revenue Service and the congressional Joint Committee on Tax-
ation.

In 1996, Coopers & Lybrand was the nation’s largest independent risk
management consultant with $35 millior. in revenues (BI, March 17).
Price Waterhouse has only a small risk management consulting practice,
though last year it established a joint risk management consulting ven-
ture with broker Sedgwick Group P.L.C.

See Updates on page 62

Insurers challenge award
of cover for known losses

By DAVE LENCKUS

PHILADELPHIA—A large
group of liability and marine in-
surers is asking a federal appeals
court to reconsider a ruling that
imposes strict limitations on in-
surers’ use of the so-called
“known loss” doctrine to deny
coverage.

A three-judge panel of the 3rd
U.S. Circuit Court of Appeals late
last month handed the loss to a

group of several dozen insurers
facing indemnity demands from
three policyholders that had suf-
fered losses before they purchased
their general liability and marine
insurance.

In a 3-0 decision Aug. 27, the
3rd Circuit panel ruled that insur-
ers may not impose the “known
loss” doctrine and deny coverage
if policyholders did not know
with certainty before purchasing
coverage that they were liable for

those existing losses.

The ruling overturned a New
Jersey federal district court’s
November 1996 ruling that gave
insurers far greater latitude to ir-
voke the doctrine. The district
court ruled that an insurer could
bar coverage under the doctrine
even when a poliecyholder’s liabil-
ity for an earlier loss had not been
established at the time coverage
was purchased. An insurer could

See Doctrine on page 62 |

Return to work plan under fire

Levi Strauss dispute points to potential risks of programs

By ROBERTO CENICEROS

EL PASO, Texas—A $10.6 mil-
lion jury verdict against Levi
Strauss & Co. in a Texas workers
compensation-related diserimina-
tion lawsuit may highlight potential
exposures for other employers with
return-to-work programs.

Some aspects of the Levi Strauss
case, however, may have been
unique to the community of El Paso,
where the trial was held, attorneys
say.
The five plaintiffs in the case be-
fore an El Paso jury claimed they
were “sukjected to ridicule, harass-

ment, and degradation” because
they filed workers comp claims and
were forced to participate in a re-
turn-to-
work pro-
gram that
held them
out as dif-
ferent from
their peers, according to court pa-
pers. They also alleged the return-
to-work program was poorly docu-
mented and implemented.

Levi Strauss denies many of the
claims and plans to appeal the
jury’s verdict, delivered in two parts
Sept. 8-9.

The company also is attempting
to remove the judge in the case from
hearing a succession of related cas-
es for 104 other plaintiffs employed
at several El Paso Levi Strauss
plants (BI, Sept. 15). Levi Strauss
claims the judge “has a personal
bias or prejudice concerning th=
subject matter,” according to a mo-
tion filed by the San Francisco-
based apparel manufacturer.

The motion alleged the judge did
not act impartially but rather as an
advocate for the employees in the
case. :

Plaintiffs’ attorney Sam Legat=

See Verdict on page 12

Administration leaves rules
on record privacy to Congress

By JERRY GEISEL

WASHINGTON—The Clinton
administration will leave it to
Congress to develop new rules
geverning the privacy of medical
records.

An 80-page set of recommenda-
tions released earlier this month
by the Department of Health and
Human Services provides, for the
most, only general guidelines on

how individuals’ medical records
should be kept private.

The privacy issue is important
to employers, managed care com-
panies and insurers. Some fear,
for example, if privacy rules are
too strict it could become ex-
tremely costly and cumbersome
for insurers and others to obtain
the information they need from
employees’ physicians to review
and process claims.

In at least one area—workers
compensation—the administra-
tion is putting off, at least for an-
other day, trying to balance an
employee's right to keep medical
information private and the need
of insurers and self-funded em-
ployers for medical information to
evaluate claims.

The administration said it
would review the need for privacy

See Privacy on page 58

By MARIA KIELMAS

PARIS—French insurer Groupe
des Assurances Nationales still is
trying tc put its finances in order,
prior to its anticipated privatiza-
tion by the French government.

A number of French and for-
eign insurance companies have
expressed interest in acquiring

Preparing for privatization

GAN sale faces E.U. controversy, lower profit outlook

Didier Pieiffer, chief executive
. officer of GAN

week that in
INSURANCE
company

i in Paris, an-
spite of a prof-

N
will make sev-

nounced last
g itable first half,
eral charges against earnings,

month period uncertain.

GAN will take a 500 million
franc ($84 million) provision to
cover its costs of settling pension
sales disputes in Britain and an-
other 500 million franc charge as-
sociated with writedowns of the
value of its real estate holdings in
France.

As a result, the insurer’s first-

GAN (BI, Aug. 4). making its final result for the six- See GAN on page 14
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This site is operated by the The Blue Note that
operates only in Columbia Missouri.

The Columhia Missouri The Blue Note is not
affiliated in any way, shape, or form and should
not be confused with any other club operating
under The Blue Note name.

The Web site of a Columbia, Mo., jazz
club is at the center of a trademark battle.

Court limits
legal reach
of Internet

By JUDY GREENWALD

NEW YORK—A federal appellate court
has upheld a lower court decision that a
business cannot be sued in a state just be-
cause it has a World Wide Web site that can
be accessed by residents of that state.

The Sept. 10 decision by the 2nd U.S. Cir-
cuit Court of Appeals in New York in Ben-
susan Restaurant Corp. vs. Richard B. King
agreed with the dismissal of a trademark
infringement case brought by New York-
based Bensusan Restaurant Corp., the oper-
ator of The Blue Note jazz club in New
York City against the operator of a
Columbia, Mo., jazz club with the same
name that had posted a home page on the
World Wide Web to promote his club (BI,
Sept. 30, 1996).

Robert Bourque, an attorney with Simp-
son Thacher & Bartlett in New York who
represents Mr. King, said the case had
caused some concern and uncertainty about
whether local and regional businesses could
be successfully sued outside the areas in
which they do business ‘“merely because
they happen to establish a Web site that can
be viewed anywhere in the world.”

In April 1996, Mr. King had posted a
home page with the World Wide Web to
promote his Missouri club, which he had
operated since 1980. The Web site con-
tained a disclaimer that the club “should
not be confused” with the New York club.
The Missouri club’s Web page also initially
contained a hypertext link to Bensusan’s
Web page but was removed after Bensusan
objected to the Web site.

The Sept. 9,:1996, decision by the federal
district court in Manhattan dismissing the
case said there is “no suggestion that King
has any presence of any kind in New York
other than the Web site that can be ac-
cessed worldwide.”

In upholding that decision, the three-
judge panel said, “Although we realize that
attempting to apply established trademark
law in the fast-developing world of the In-
ternet is somewhat like trying to board a
moving bus, we believe that well-estab-
lished doctrines of personal jurisdiction law
support the result reached by the district
court.”

Mr. Bourque said previous court deci-
sions on this issue have gone both ways, al-
though they have tended to be based on the
facts of each case, with the intended target
of the Web site the determining factor.

The attorney for the New York club,
Dorothy Weber of Shukat Arrow Hafer &
Weber in New York, said she did not plan to
appeal the appellate decision to the U.S.
Supreme Court.

“This was just a procedural decision. It
didn’t go to the merits of the case,” she said.
“We still have a trademark infringement
case against these people.” The case will be
refiled in federal court in Missouri, Ms. We-
ber said.

L 3

Bensusan Restaurant Corp., plaintiff-ap-
pellant, v. Richard B. King, individually and
doing business as The Blue Note, defendant-
appellee, 2nd U.S. Court of Appeals for the
Second Circuit, Docket No. 96-9344.

LTC cover may be ripe for self-funding

Speaker details benefits, including freedom from insurance regulation

By MICHAEL BRADFORD

ATLANTA—Employers can save a bun-
dle and offer workers a nice benefit by self-
funding long-term care benefits, according
to the head of a management company that
designs such plans.

At a time when the population is aging
and the costs of long-term care services are
rising, the need is growing for a product
that will ease workers’ financial burden of
caring for the elderly and disabled, said
Samuel X. Kaplan, founder and chairman
of U.S. Care Inc. in Santa Monica, Calif.

“There’s a tremendously large market out
there,” he said. “Every day in this country,
5,500 people turn 65. Once a month, you get
a thousand people turning 100,” and every
eight seconds there is another 50-year-old.

“And don’t think long-term care is only

Coverage of the Self-Insurance
Institute of America’s
meeting continues
on page 59

for the elderly,”
he noted.

“The Social Security Administration will
tell you that 42% of people in this country
that are functionally disabled are between
the ages of 18 and 64.” :

Mr. Kaplan, speaking at the 17th Annual
National Educational Conference & Expo
held by the Self-Insurance Institute of

America Inc. in Atlanta, said employers
shouldn’t automatically turn to an insur-
ance campany to fund this benefit.

As of 1995, 1,262 employers offered long-
term care insurance plans, with that num-
ber growing by about 23% a year, he said.
Only two plans were self-funded, the same
ones as today.

A self-funded plan generally can be less
costly than the individual plans offered by
insurers because it can avoid many of the
expenses associated with state insurance
regulation, Mr. Kaplan explained.

As a self-funded benefit plan, an employ-
er-sponsored LTC program would be free
from state regulation under the pre-emp-
tion provisions of the federal Employee Re-
tirement Income Security Act.

An employer’s self-funded plan wouldn’t

See SIIA on page 59

No escaping federal oversight

Federal regulation of insurance limited, but significant: Panelists

By MARK A. HOFMANN

WASHINGTON—Like it or not, vari-
ous forms of federal regulation of insur-
ance are here and unlikely to go away.

That was the message of a panel of ex-
perts at the 10th annual insurance infor-
mation services conference, held in Wash-
ington last week and sponsored by A M.
Best Co. of Oldwick, N.J.

Despite the contention of some ob-

servers that the Republicans’ 1994 sweep
of Congress ended the debate over feder-
al vs. state regulation, the federal role re-
mains quite significant, albeit limited,
said the panelists.

However, because insurers don’t have

an identifiable federal regulator, unlike
other industries, they can find themselves
at a competitive disadvantage politically
when presenting their case in Washing-
ton, said one panelist.

“Federal regulation is here. Foreign
regulation is here. State regulation is
here. Loocal regulation is here,” said John
B. Chesson, president of Oversight-Re-
sults.Com, a Falls Church, Va.-based con-
sultant. Mr. Chesson was counsel to the
House Subcommittee on Oversight and
Investigations during the early 1990s and
was staff author of the subcommittee’s
two reports on the insurance industry,
“Failed Promises’ and ‘“Wishful Think-
ing,”” both of which questioned the effec-

tiveness of state insurance regulation.

Mr. Chesson said that federal regula-
tors both regulate and act as advocates
for the industries they oversee.

Banks, for example, have a powerful
ally in Federal Reserve Board Chairman
Alan Greenspan, Mr. Chesson said. Insur-
ers lack such an advocate, though, in such
battles as in the current legislative debate
over expanding banks’ insurance powers,
he said.

“The bankers hold all the cards,” with
at least three well-financed regulators
presenting their interests, said Mr. Ches-
son.

Insurance is “always going to be in the

See Best on page 14

OSHA proposal called unnecessary

Reporting rule seen as step to build support for ergonomics standard

By MARK A. HOFMANN

WASHINGTON—Employers fear that a
safety reporting proposal designed to cut
paperwork could actually increase their
compliance burden and make them more
vulnerable to litigation.

In addition, the Occupational Safety and
Health Administration’s proposed record-
keeping requirements could be used to push
for the promulgation of a national er-
gonomics standard, warned one witness

testifying last week before the House Small
Business Committee.

The Risk & Insurance Management Soci-
ety Inc. also is concerned about the OSHA
reporting proposal, said Lance Ewing,
chairman of RIMS’ Health and Safety Com-
mittee.

“In principle, I guess OSHA is on the
right track in attempting to reduce paper-
work, but there are some major bridges to
cross before it becomes cost-effective to
employers. I guess the two biggest concerns

are the records themselves and the propos-
al for access privileges,” said Mr. Ewing,
who also serves as loss control administra-

tor for the Philadelphia School District.
“First of all, I think OSHA is asking the
employer to do what is already being done
through the workers compensation system.
It's bad enough for an employer to have to
fill out the existing paperwork require-
ments for an injured employee, then you
would have to add OSHA's requirements on
See OSHA on next page

By ROBERT KAZEL

SAN FRANCISCO—A health care pur-
chasing group based in California is issuing
a report card of how satisfied consumers
are with their physicians.

That in itself would not be unique: Buy-
ers’ collectives have frequently tried to ex-
ert clout in their communities by exposing
the quality of managed care plans. What is
unusual about the reports issued last week
by the Pacific Business Group on Health in
San Francisco is that doctors’ groups—
their professional corporations, not the
HMO or other managed care network to
which they belong—are the key groups be-
ing judged.

This is significant in that it brings the
health quality movement one step closer to
analyzing doctor performance on the basis
of individual performance—although no
one at PBGH is going that far in making
predictions.

The new scorecards from PBGH are in-
tended more for consumers’ eyes than those
of plan sponsors. The data is available to all

Business group offers data on doctors

via the World Wide Web as well as a toll-
free telephone number for universal access,
and PBGH hopes employees will take ad-
vantage of the scoring during open enroll-
ment later this year.

The scores, named collectively “Califor-
nia Consumer Healthscope,”” are based on
written questionnaires returned by the pa-
tients of 49 California physician groups
and nine others in the northwest United
States, and cover areas including overall
satisfaction, quality of care, ease of getting
care and referrals, doctors’ communication
skills, and percent reporting blood pressure
and cholesterol under control. Preventive
care counseling on such topics as smoking,
motor vehicle safety and sexually transmit-
ted diseases also were measured. Roughly
50% of the doctor groups in the state gave
the questionnaire to patients.

“Good health is good for employees and
good for business,”’ said Tom Davies, a
manager of managed care for Stamford,
Conn.-based GTE Corp. Mr. Davies, who
has worked closely with PBGH to ereate
the new ratings, said the new data will al-

low consumers to be well-armed innocents
in the market share battles being waged by
physicians of Northern and Southern Cali-
fornia. But despite early hesitation, there
was little doubt among doctors that a grad-
ing project was needed to create standards
for care across the state, he said.

“There was a high degree of consensus
around this,” Mr. Davis said.

The real purpose of the report cards is to
drive improvement of doctors statewide,
said Cheryl Damberg, PBGH director of
quality. “This is the first time they (con-
sumers) have been able to see and evaluate
quality.” she said.

To get an accurate view of the quality of
health care, employees must look both at
managed care plan report cards and those
for doctor groups, Ms. Damberg said.

“This shows medical groups in certain
markets are really of key impact in how
health care is provided,” said Barbara
Decker, benefit marager for Southern Cal-
ifornia Edison in Rosemead, Calif. “We
found a lot. We feel this gives (doctors) a
great insight.”
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OSHA

Continued from previous page

top of that,” Mr. Ewing said. “Risk
managers and safety experts don't
routinely review OSHA law to de-
termine where accidents occur;

they review workers comp
records,” he said.
“OSHA'’s proposal is, in my

opinion, a plaintiffs attorney’s
dream. They’d have access to per-
sonnel files,” said Mr. Ewing.

According to Rep. James Talent,
R-Mo., chairman of the Houss
Small Business Committee, the
proposal, first published in the
Federal Register on Feb. 2, 1996,
but not yet implemented, would,
among other things:

* Require all businesses that
keep records to record a number of
minor kinds of injuries, such as mi-
nor swellings or skin irritations,
that heretofore they have not had

to record.

» Require all businesses to give
copies of injury or illness records
on all their employees to any other
current or former employee who
asked for the records.

e Would require general contrac-
tors to keep a duplicate set of
racords for the employees of their
subcontractors and to certify the
accuracy of records at pain of
criminal penalties.

e Maintain the current definition
of “work-related,” which stipu-
lates in part that an injury or ill-
ness that is first detected while
working is considered to be work-
related.

Employers have criticized this
definition as too broad.

e Redefine “injury or illness” as
“any sign, symptom or laboratory
abnormality which indicates an
adverse change in any employee’s
anatomical, biochemical, physio-
logical, functional or psychological

condition.”

This, too, has come under fire for
being far too broad. Although the
proposal would exemp: employers
from reporting maladies treated by
first aid, the proposal includes a
broad range of musculoskeletal

- 1.
‘Can you imagine
plaintiffs aftorneys...
demanding to see
personnel files?’ asks
Eamonn McGeady.

I @40

disorders in its recording require-
ments.

OSHA ean implement the pro-
posed chaage without congression-
al approval. Congress, however,
could effectively scuttle any such
move by specifying that appropri-

ations could not be used to enforce
the change. Congress used that au-
thority a few years ago to block
OSHA's proposed ergonomics
standard, holding that funds could
not even be used to study the mat-
ter.

Gregory Watchman, the acting
assistant secretary of labor for oc-
-cupational safety and health, as-
sured committee members that
OSHA is making every effort to

consult with all of its stakehold- -

ers—business, labor and others—
as it proceeds with the record-
keeping proposal.

Mr. Watchman pointed out that
the proposal would exempt many
companies with fewer than 20 em-
ployees from the reporting require-
ments as opposed to the current
exemption limited to those compa-
nies with 10 or fewer employees.
The proposal also would exempt
employers with exemplary safety
records as well as certain types of
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industries, he said.

He also told the panel that
OSHA estimates that the number
of workplaces required to keep the
records also would drop signifi-
cantly from the number of compa-
nies that currently have record-
keeping requirements. He said
OSHA estimates the proposed reg-
ulations would affect 620,000
workplaces rather than the 756,000
covered under current regulations.

OSHA also estimates the pro-
posed rule would cost employers
$4.7 million less per year to comply
with than the current rule, he
added.

Rep. Talent disputed the 620,000
workplace figure, citing a Small
Business Administration study
that holds that 1.4 million work-
places would be covered by the
proposal.

Mr. Watchman said OSHA
would have to analyze the SBA
data.

Several witnesses told the com-
mittee that a greater concern than
the number of workplaces covered
by the proposed regulations was
the nature of the rules themselves.

After testifying that he believed
OSHA had “grossly underestimat-
ed” the cost of compliance, attor-
ney Lawrence Halprin raised con-
cerns about the proposals’ rela-
tionship to promulgation of
OSHA's stalled ergonomics pro-
posal. Businesses have long op-
posed such a standard, holding
that the scientific evidence to jus-
tify such a new regulation simply
doesn’t exist.

Mr. Halprin, a partner in the
Washington law firm Keller &
Heckman L.L.P., said the proposal
would set a broad definition of
musculoskeletal injuries that
would in turn have to be recorded.
That would mean that a large
number of ergonomics injuries
would be included in the work-
place logs.

Mr. Halprin argued that OSHA
could then push for the ergonomics
standard because of an alleged
“epidemic” of ergonomics cases.
The purpose of the proposal should
not be to stake out the scope of an
ergonomics standard, he said.

The proposal’s call for expand-
ing access to safety records to in-
clude employees, former employees
and designated employee represen-
tatives also drew criticism from
several witnesses.

“Can you imagine plaintiffs at-
torneys coming through the doors
and demanding to see personnel
files?” asked Eamonn McGeady,
president of Martin Imbach Inc., a
Baltimore-based marine construc-
tion company.

Another construction firm exec-
utive spoke against the open-
records provision on behalf of As-
sociated Builders & Contractors, a
Rosslyn, Va.-based construction
trade association. The group sup-
ports what it calls the “merit shop”
policy of awarding construction
contracts to the lowest responsible
bidder, regardless of labor affilia-
tion, through open and competitive
bidding.

“ABC strongly believes that pri-
vacy issues are of great concern,
and while employees should have
access to general information
about injuries which occur on their
worksite, they have no right to ob-
tain the personal medical informa-
tion of others contained in the inci-
dent report that the proposed reg-
ulation would disclose,” said Alan
McComb, vp of Harold McComb &
Son Inc. of Fort Wayne, Ind. “Fur-
thermore, granting former employ-
ees’ designated representatives ac-
cess to the OSHA logs is like grant-
ing a license to individuals and or-
ganizations who seek to exploit
and harass merit shop companies,”

he said.
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More workers get flexible hours, survey finds

Employers of all sizes increasingly
are offering employees the opportuni-
ty to work non-traditional hours, and
working mothers are taking note.

In its annual survey of the 100 best
employers for working mothers,
Working Mother magazine noted that
more employees are taking advantage
of opportunities to work flexible
hours.

_For example, some 5,000 of
Hewlett-Packard Co. employees work
at home, up from 2,900 last year, ac-
cording to the survey. And 2,300 em-
ployees work a compressed work-
week—putting in 40 hours in less than
five days—up from 1,450 last year.
The number of Hewlett-Packard em-
ployees who use flex time to begin and
end work before or after core business
hours remained a staggeringly high
52,000.

Benefit Beat

Hewlett-Packard is one of 100 com-
panies that Working Mother maga-
zine calls the best employers for
working mothers.

Working Mother evaluates compa-
nies based on: how well they pay com-
pared with their competitors; oppor-
“unities for women to advance; sup-
port for child care; flexible work ar-
rangements; and other family-friend-
ly benefits, such as maternity and pa-
ternity leave, adoption aid, elder care
support and scholarships for employ-
ees’ children.

The magazine’s “100 Best Compa-
nies for Working Mothers” report was
released last week.

According to the report, the 10 best

companies, in alphabetical order, are:
Allstate Insurance Co., Barnett Banks
Inc., Fel-Pro Inc., Glaxo Wellcome
Inc., International Busir.ess Machines
Corp., Johnson & Johnson, Merck &
Co. Inc., NationsBank Corp., SAS In-
stitute Inc., and Xerox Corp.

Allstate is new to the top 10 this
year. All of the other companies have
appeared on the top 10 list at least
four times, though not necessarily
consecutively, since Working Mother
began conducting the survey 12 years
ago.

About 500 organizaticns applied to
be considered for the list. The 100 best
companies selected span a wide array
of industries and are in 26 states and
the District of Columbia.

The companies range widely in size.
On one end of the spectrum is The
Benjamin Group, a 66-employee pub-

lic relations firm in Campbell, Calif. It
operates an onsite child care center.
The Benjamin Group also offers other

-child care support programs, flexible

scheduling and other family-friendly
benefits.

At the other end is Chrysler Corp,,
with 93,751 employees. Chrysler of-
fers on-site child care, other child care
support programs, flexible scheduling
and numerous other work/family
benefits.

The prevalerice of work/family ben-
efits continues to increase. Seventy-
nine of the 100 companies have onsite
or near-site child care centers, up
from 75 last year. Thirty-two compa-
nies reported they offer paid paterni-
ty leave for new fathers, up from 23
last year.

—By Deborah
Shalowitz Cowans
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MSA numbers up

WASHINGTON—The growth of
tax-favored medical savings ac-
counts finally is picking up steam,
though growth still is far below
earlier predictions.

Through June 30, 22,051 MSAs
had been established, according to
an Internal Revenue Service cen-
sus. That is more than double the
9,720 MSAs that had been set up
from Jan. 1 through April 30.

Those MSAs are authorized un-
der a four-year pilot program
Congress approved last year as
part of a broader health care
portability measure that curbs the
use of pre-existing medical condi-
tion exclusions in health care
plans.

The law's MSA provisions,
which took effect Jan. 1, allow the
self-employed and employees
working at companies with two to
50 employees to set up tax-favored
MSAs.

The recent spurt in MSAs had
been expected. Insurers, agents
and banks said they expected
growth to pick up—after a slow
initial start—as the public begins
to understand how MSAs work
and the tax advantages they offer.

But MSA growth will have to in-
crease at a much faster rate before
the number of MSAs approaches
the limits set by Congress.

Under the 1996 law, up to
750,000 MSAs can be established
through Dec. 31, 2000.

At that point, Congress will de-
cide whether to continue the pro-
gram. If legislators do end the pro-
gram, however, existing MSAs will
be allowed to continue.

The law also set a 375,000 cap on
MSAs by April 30, 1997; 525,000
by June 30, 1997, and a 600,000
limit by June 30, 1998.

Under a tax-favored MSA,
which must be linked to a high-de-
ductible indemnity plan, contribu-
tions earn tax-free or tax-deferred
interest, depending on how partic-
ipants use the contributions.

Money in an MSA can be with-
drawn tax-free to pay for uncov-
ered health care-related expenses,
such as a medical claim that falls
under a plan deductible, or an ex-
pense, like eyeglasses, that an em-
ployee’s health care plan does not
cover. Amounts withdrawn for
non-health care-related purposes
are taxed as ordinary income, with
a 15% surcharge.

The 15% surcharge, though, is
not assessed on funds withdrawn
by people after they turn 65.

Of the 22,051 MSAs that have
been established, 3,670 were for
people not previously insured. As
part of last year’s political com-
promise giving MSAs tax-favored
status, those individuals’ MSAs are
not counted against the congres-
sionally set MSA caps. :

Separately, Merrill Lynch & Co.
Inc., the nation’s largest full-ser-
vice stockbrokerage, announced
earlier this month that it is offer-
ing an MSA product to employees
at small companies and to the self-
employed.

Individuals will be able to select
their own insurers from which to
purchase a high-deductible medi-
cal plan, but Merrill Lynch will
manage individuals’ MSAs and
give account holders numerous in-
vestment options for funds con-
tributed to MSAs. Medical expens-
es could be paid for by using a - |
VISA debit card or a checkbook
provided with the account. f

The new program ‘provides
choice and flexibility to en-
trepreneurs, small-business own-
ers and employees whose previous
health insurance options were lim-
ited,” said Allen Jones, a Merrill
Lynch senior vp in Princeton, N.J.

—By Jerry Geisel
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Opinions

Campaigning for comp reform

HIO EMPLOYERS face a formidable challenge in
November to persuade voters in the state to uphold a
broad and significant workers compensation law.

Having already convinced lawmakers of the need for
the reforms, which passed the Legislature and were signed
into law earlier this year, the state’s businesses now must
bring their case to the people.

Labor unions and trial attorneys in the state organized
a successful petition drive this summer to place an initia-
tive on the Nov. 4 ballot requiring voters’ assent before the
reforms take effect (BI, Sept. 8). Under state law, the fil-
ing of the petition signatures halted implementation of the
reforms.

Business groups in the state are calling the drive by la-
bor and attorneys a political move rather than a practical
one on behalf of workers. We agree. Indeed, the support-
ers of the initiative are seeking to overturn the entire law,
rather than specific provisions—several of which clearly
benefit workers. It no doubt rankles the ballot organizers
that employers won such gains from lawmakers, but
killing the entire law is cutting off one’s nose to spite one’s
face.

The stakes for employers in this ballot battle are ex-
tremely high: If the reforms are shot down at the polls,
Ohio employers’ workers comp costs are likely to remain
high, and legislators are unlikely to be willing to revisit the
issue of workers comp reform for some time.

That’s unfortunate, because a ballot initiative rarely is
the indicator of the “voice of the people” it is made out to
be. The main reason for this is voter apathy, which often
results in a minority of the population casting ballots.
And, voters’ minds can be swayed easily by personal bias-
es and glitzy advertising campaigns, not by a true under-
standing of the issues. :

We hope employers will not display the same sort of ap-
athy and will defend these reforms. A valid case can be
made that the reforms get workers back on the job quick-
er, eliminate delays in paying claims and pay workers
rather than attorneys.

Take provisions in the law that limit the life of most
claims to five years, rather than 10 years, and cut to 26
weeks from 200 weeks some wage-loss benefits for injured
employees who are capable of working but can't find a
job.

Letters
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Those measures will encourage able workers to return
to work more quickly or find other employment.

Another provisicn of the reform law streamlines hear-
ing procedures for disputed claims, reducing the need for
attorney involvement.

This will speed up the resolution of disputed claims and
payment of benefits to deserving workers while lowering
system costs and workers’ legal expenses.

Yet another provision limits the compensability of dis-
eases to which th= general public is exposed, unless they
specifically arise frcm an occupational exposure.

This ends past ebuses, or outright fraud, in which work-
ers comp claims are made for injuries incurred off the job.

Ohio employers have to make the case that approving
the workers comp reforms benefits all Ohioans.

Eliminating inefficiencies in the workers comp claims
system clearly benefits both the employee and employer.
Reducing workers comp costs means more money is avail-
able to invest in vital areas, such as job expansion and em-
ployee benetits, that help employees and citizens.

A strong workers comp reform law makes the state at-
tractive to businesses, which benefits everyone.

Maternity stay study inherently flawed

To the editor: Having been ed-
ucated with a scientific academ-
ic background prior to joining
the insurance professional amal-
gam, I am often surprised at how
quickly people accept what
“studies” attempt to “prove.”

Your Aug. 25 article “Study
Finds Short Maternity Stays Not
Harmful” and editorial “Speak
Up, Managed Care” are two
such examples.

One of the first things you
learn as you embark on a scien-
tific academic education is that
“outcomes” or retrospective
studies (studies that look back at
already-established data) are in-
herently flawed. No one has ever
completed a retrospective study
and compensated for all vari-
ables, because you can not know
all possible variables at any giv-
en time.

The maternity readmission
rate for mothers and babies who
voluntarily stay 24 hours, by any
logical sense, should be lower
than those who stay longer. Most
mothers would not leave the
hospital voluntarily at 24 hours
if they were not the type of per-
son to bounce back from the
procedure quickly. You already

have deselected those mothers
who by personality traits alone
need the longer stay. Also, those
who fall into the latter category
would, by all logical sense, ex-
hibit a higher readmission rate
due solely to their personality
traits and ability or inability to
handle pain and stress.

Now let’s consider those who
have a difficult delivery with
complications. They invariably
would stay longer and also ex-
hibit a higher incidence of read-
mission. The only way to quanti-
fy the true impact the shorter
stay has on the readmission rates
would be to force all maternity
stays in a random, double blind,
infinite stay control group. The
liability issues created by forcing
the first group out at 24 hours
would orevent this study from
ever being performed, yet the
managed care companies would
like us to believe their data is
complete and their study valid.

The statement that “the out-
comes study supports our con-
tinued contention that our sug-
gested hospital stays for both
normal vaginal delivery and
Caesarean section represents
quality health care treatment”

only furthers the cld adage that
a little knowledge can ke a dan-
gerous thing. I think Dr. Freder-
ick W. Spong should review his
basic scientific guidelines on
valid experimental techniques
prior to performing his next
“health care study.”

My wife delivered our son
Seamus on Feb. 18, 1¢97, and

Scholarship

was lucky enough to have been
able to walk out the next day.
She had an extremely good out-
come and is a tough character. I
can tell you that kncwing she
could stay longer was a definite
facter in her leaving early (just
another unknown variable).
Patrick O'Doherty
Old Orchard Beach, Maine

fund

in Kuntz’s name

To the Editor: The untimely
death on Aug. 5 of Robert E.
Kuntz—who was active in the
risk management and insurance
communities of Detroit, Chicago
and Southern Califcrnia—left
many in the industry seeking an
appropriate way to mark his
passing and remember his con-
tributions.

When he wasn't figuring after-
tax net cash flows or reviewing
captive insurance cormpany re-
ports, Robert was a sertous opera
buff with an impressive record
collection.

When he and his wife, Susan,

decided to switch to compact
discs. Robert gave his records to
the School of Music of Chapman
University. A scholarship has
now been established in Robert's
name at Chapman’s music
scheel.

Friends who would like to
contribute to that scholarship
fund should send a check,
marzad “In memory of Robert E.
Kuntz,” to University Rela-
tions/Gift Recording, Chapman
University, 333 N. Glassell, Or-
ange, Calif. 92866.

Mary A. Carroll
Chicago
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and facultative.

A
1987 0 1997

STAMFORD  LONDON

MIAMI

Our reach is truly
global, with a London
branch office and a
Lloyd’s syndicate.
We have expanded
into Latin America
with operations being
coordinated out of
our office in Miami,
TIG Re is rated “A”
(Excellent) by A.M.
Best Company and
has $661 million of
GAAP equity.

Some might call that
a remarkable decade.
We call it a good start.
Thank you, our'loyal
clients and brokers,
for helping us earn

our stripes.

For more information
about TIG Re, call
Jackie Hayes at
1-203-977-8000.
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Continued from page 2

of the El Paso office of Scherr &
Legate said Levi Strauss made it
easy for his clients to win their
case. The company’s return-to-
work program was implemented
on an ad hoc basis at individual E1
Paso plants, he said. The pro-
grams were not mapped out or
based on studies or other models
that have been shown to work, he
said.

Furthermore, he said, Levi
Strauss lacked documentation on
how those programs were sup-
posed to work. “That was our
whole case right there,” Mr.
Legate said.

Ruben Robles, a partner in the
El Paso firm of Robles, Bracken,
Coffman & Hughes, which repre-
sents Levi Strauss, rebutted those
charges and said the return-to-

work programs were well-
planned and relied on the advice
of several professionals, though
the programs did vary from plant
to plant.

“This was a program created at
each plant using the internal re-
sources they had,” Mr. Robles
said. “They had human resources,
they had nurses, they had coaches
and certified trainers. They used
all those resources tc create the
re-entry program.”

Levi Strauss also had plenty of
documentation, said Mr. Robles,
explaining that it cisposed of
some return-to-work program
materials when it ended the pro-
grams before March 1994, when
the plaintiffs filed their lawsuit.

“The handout materials were
not kept because obviously we
didn’'t know we were going to get
sued,” he said.

Failing to keep documentation
on a return-to-work program is

not illegal and does not imply a
program may not be a good one,
said Richard Kobdish, a defense
attorney specializing in employ-
ment law for the Dallas office of

The five employees also argued
before the El Paso jury that a
$200,000 self-insured retention
and escalating workers compen-
sation costs motivated the jeans

‘I think the company was acting within its
legal rights, but the jury didn’t like that at
all,’ says Ruben Robles, an attorney who
defended Levi Strauss in the case.

Fullbright & Jaworski L.L.P. But
it can leave a company open to al-
legations that it discriminated
and made up the program as it
went along, Mr. Kobdish said.

“Some things should be spelled
out at least in summary fashion,”
he said.

maker to retaliate against them.
But defense attorneys point out
that many jurisdictions do not al-
low plaintiffs to use an employer’s
workers comp costs as a motive
for diserimination and retaliation.
“All employers have a cost mo-
tive to make sure that their injury

e business practices that
u money can actually put
or example, outsourcing can
that may not be integrated
n program. Consolidation
cy. and for those utilizing
there's no inventory if your
shuts down. And where
roduct? Off the shelves.

anagement in this business
artner who offers expertise
nage risk. A partner such
We can measure and
es you didn't even know
d with offices and partners
n help advise you on local
ns. Equally important, we
effectively. Because as
rophic fire is in person, it

ing on paper.

costs are as low as possible,” said
attorney Laura Franze, who heads
the labor and employment section
for the Dallas office of Akin,
Gump, Strauss, Hauer & TFeld
L.L.P. “That doesn’t mean people
discriminate. If that argument is
accepted, you really have shifted
the burden of proof, and you're
guilty until proven innocent. For
that reason, that kind of evidence
has been excluded by most courts,
absent some other showing of bad
intent.”

Although the Levi Strauss case
stems from work-related injuries,
it was heard as a tort case in El
Paso County Court under a Texas
workers compensation law section
that prohibits employers from dis-
criminating and  retaliating
against workers comp claimants.
Most states have similar statutes,
attorneys say.

The plaintiffs’ lawsuit also at-
tacked the quality of Levi Strauss’
return-to-work program, alleging
it was a “fourth-rate program
that never met its stated objec-
tives (of returning employees to
work), thus proving it was a mere
pretext” to get rid of the employ-
ees.

But Levi Strauss attorneys say
the jury simply was swayed by de-
ceptive and emotional appeals
and not particularly moved by the
argument that the deductible and
workers comp costs provided a
motive for retaliation and dis-
crimination—though plaintiff's
attorneys ‘“‘certainly argued the
hell out of it,” said Mr. Robles.

‘“We didn’t get a fair trial,” Mr.
Robles stated.

Texas defense attorneys add
that high unemployment and 2
concentration of “sweat shops”
around El Paso have created an
atmosphere in which area juries
often hand out high awards and
side with plaintiffs in employ-
ment-related cases. There also is
tendency by the area’s lower court
to allow plaintiffs to use workers
comp costs as a motive.

Those awards and decisions of-
ien get reduced or rejected on ap-
peal, attorneys said. For that rea-
son, some attorneys don't expect
the jury’s verdict to significantly
affect other employers.

“El Paso has been in the fore-
front of large awards in workers
comp worker retaliation,” said
Ms. Franze, who has handled sev-
eral cases in El Paso. “It would
have more of an effect if it came
out of Dallas or Houston. It's
much more routine in El Paso.”

Mr. Robles does not think tech-
nical issues such as documenta-
tion of the return-to-work pro-
gram swayed the jury. Jury mem-
bers seemed irritated by a policy
that required injured workers tc
either return to work or lose their
jobs once doctors gave their ap-
proval.

“I think the company was act-
ing within its legal rights, but the
jury did not like that at all,”” Mr
Robles said. “That was a policy
that applied not only to workers
comp injuries but to other illness-
es as well. Once a doctor releases
you, you are expected to come
back to work. I think the jury felf
that should have been a voluntar;
program.”’

The jury also was unhappy with
a company policy stipulating thaf
anyone away from work for more
than a year must work his or her
way back up to his or her previous
earnings, often starting at mini-
mum wage.

Two of the five plaintiffs were
brought back at minimum wage
Mr. Robles said. Three of the five
employees still work for Levi
Strauss, one has retired, and an-
other left due to a non-

Continued on next page
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work-related disability.

Plaintiffs also claimed the workers
were intentionally humiliated by,
among other things, being blindfold-
ed during a team-building exercise at
the company not related to the return-
to-work program. Mr. Robles said the
blindfolding was aimed at helping
employees develop trust among their
co-workers. The program was velun-
tary, and numerous employees partic-
ipated, not just workers comp
claimants, he said.

The plaintiffs also claimed that Levi
Strauss allowed them to be subjected
to ridicule and harassment from co-
workers.

Mr. Robles concedes there was
some harassment for a brief period of
time. It stemmed from a company pol-
icy of rewarding worker sewing teams
for production amounts. Before the

injured workers were brought back
under the re-entry program, the com-
pany talked with co-workers and told
them how important it was to be sen-
sitive to these employees as they re-
turned to work, Mr. Robles szid. But
when the co-workers perceived the

returning workers were hurting their

production, they did make remarks,
he said.

“There were still some harsh things
said by co-workers that for the most
part went unreported to manage-
ment,” Mr. Robles said. Once the com-
pany found out, the program was
changed so that re-entry worker pro-
duction did not penalize the team.

In fact, the contributions of the re-
furm workers helped production quo-
tas, and the re-entry workers were
viewed positively by other team mem-
bers.

“But for a period of time; some-
where between two and four weeks,
there was some resentment by co-
workers,” Mx. Robles said. | Bl |

GAN

Continued from page 2

half results are expectec to break
even, said a spokeswoman for the
insurer, who added that GAN’s
first-half results will be released
in late October.

According to GAN, which has
about a 5% share of thke French
life and non-life insurance mar-
ket, an AGF buyout of GAN
would give the combined group an
11.4% share of the French market.
That would make the merged en-
tity France's second-largest insur-
er, behind AXA-UAP, waich has a
14.3% market share.

Meanwhile, a looming battle
over who will buy GAN is becom-
ing a political issue.

GAN earlier this year received a
23 billion franc ($:

3.86 billion) res-
cue package from the French gov-
ernment (BI, March 19), which

first required the assent of the Eu-
ropean Commission in Brussels.
The bailout was granted with the
requirement that the French gov-
ernment privatize the company by
1998, as well as sell off certain

GAN hoeldings.

JEEE L ]
AGF objects to the
European Union stating
a preference for who
acquires GAN, an AGF
spokesman said.

But internal E.U. documents al-
leging a preference for a non-
French buyer for the insurance
company are generating contro-
versy in France.

Part of the internal document
was published by the French press

in August. The document allegesd
that the European Union would
prefer a unit of German insurer
Allianz A.G. Holding buy GAN
rather than the French insurer
Assurances Generales de France,
which is widely regarded as a
likely acquirer of GAN.

AGF has filed an offieal com-
plaint over the E.U. documert
with the European Commission.
An AGF spokesman in Paris said
the company objects to the senti-
ment in the document as puk-

lished—it has not seen it in
whole—saying the European

Union has no right to pronounce
any preference for a buyer fcr
GAN.

“This was out of their compe-
tence,” the spokesman said.

The E.U. document stated that
Allianz would be preferable to
AGF as a buyer because Allianz s
richer and could inject more mor.-
ey into GAN.

Allianz is richer than AGF, ac-
knowledged the AGF spokesman,
but she said the remainder of tke
statement is not correct.

Insurance sources in France s:
AGF is trying to obtain financirg
assistance from two banks that
are its own major shareholders
Banque Paribas and Societe Gen-
erale de Banque—to help AGF
take over GAN once the French
government issues a privatizaticn

decree. | Bl |
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Continued from page 3

political arena,” he said. “Insur-
ance is a public policy business.
Nobody I know buys it because
they like it.”

“I think there’s a big gap bea-
tween the rhetoric of the insur-
ance industry and the reality,”
said Joel Wood, vp-government
affairs for the Council of Insur-
ance Agents & Brokers in Wash-
ington.

Although many in the insurance
industry are adamant in their be-
lief that insurance is a state-reg.-
lated business, insurance in fact is
governed by a mixed regulatory
system. Federal regulation is inci-
rect yet significant, said Mr.
Wood.

Mr. Wood offered a list of exam-
ples of how the federal govern-
ment regulates insurance. Thay
include the Employee Retirement
Income Security Act, the Risk Re-
tention Act, the federal flood and
crop insurance programs and oth-
er initiatives, he said.

He added that some Repub.i-
cans now are considering creatiag
a national “auto choice” plan to
guarantee that drivers can lower
their insurance rates by embrac-
ing a no-fault system.

Although Republicans genera_ly
prefer keeping regulatory powers
at the state level, they can be con-
vinced that there’s a federal regu-
latory role “if you make cases
there are business efficiencies in-
volved,” said Mr. Wood.

“It is evident to me that the way
the business is regulated is going
to change,” said Linda S. Kaisear,
former insurance commissioner of
Pennsylvania.

Part of the reason for the
change will be continued integra-
tion of the financial services in-
dustry, said Ms. Kaiser, now se-
nior vp, general counsel and sec-
retary of Reliance Insurance Co,
in Philadelphia. The question is
when and how the change will
come about, she said.

“Change is inevitable, but we
need to be deliberate in our anal-
ysis and debate,” she said.

Leslie W. Hann, senior associate
editor of Best’s Review, moderat-
ed the discussion.
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Robert Caldwell, President,

N.C. Grange Mutual Insurance Company
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Names oppose a comorate Lloyd’s

By STACY SHAPIRO

LONDON—Lloyd’s of London
should continue to be a mixed capital
market and not turn into a strictly
corporate capital structure, some
market executives believe.

Lloyd’s strength is in its diversity,
and that includes its source of capital,
generated by a mix of traditional
names; members’ investment trusts,
known as MAPAs; insurance compa-
nies; and publicly listed corporate in-

Global Briefs

Lioyd’s of London members
agency Christie Brockbank
Shipton Ltd. has bucked the re-
cent trend for agencies to team
up with other agencies or
Lloyd’s capital providers by
completing a management buy-
out from MAH P.L.C, Accord-
ing to Managing Director
Charles Harbord-Hamond, the
members agency’s decision
“provides CBS with the inde-
pendence and flexibility to |
| manage a growing business in a
challenging environment.” At
the same time, members agency
H.G. Jago Ltd. has transferred
its business to CBS, and Yvonne
Burley and William Ritson, both
directors of Jago, have joined
the CBS board. . . French insur-
er AXA-UAP is dismissing ru-
mors that its shareholdings in
Belgian insurers AXA Belgium
and Royale Belge S.A. d’Assur-
ances are for sale. Royale Belge

year, 60% to 65% of the market’s cap-
ital will be corporate. But delegates
and speakers at the Sept. 11th au-
tumn meeting of the Assn. of Lloyd’s
Members hope traditional members
will remain a source of syndicate cap-
ital in the future.

“I am a name at Lloyd’s. I have
been for a very long time, and I have
every intention of continuing to be a
name as long as I think it’s commer-
cially sensible,” said Graham McK-
ean, chairman of London-based bro-
vestment trusts. ker Ballantyne McKean & Sullivan

This year, 44% of the market’s ca- Group and a Lloyd’s Council mem-
pacity of £10.3 billion ($17.64 billion)  ber.
is corporate, and traditional names “T care passionately about Lloyd’s
are providing 56%. of London, and I am unrepentantly

Market executives predict thatnext  one of those who has no enthusiasm

Environment plan
integral: Panel

whatsoever for a wholly corporate
Lloyd’s,” Mr. McKean said to a round
of applause from 170 ALM delegates.
Christine Dandridge, Lloyd’s un-
derwriter for syndicate 609, managed
by Atrium Cockell Underwriting
Litd., also is concerned about corpo-
rate capital dorinating the market.
“We should seriously question
whether new units should be spon-
sored totally by corporate funds,” Ms.
Dandridge said to another round of
applause. There are 17 new applica-
tions for corporate-backed Lloyd’s
entities next year, she said. Lloyd’s
regulatory board vets the applications
for these new entities and Lloyd’s
Couneil gives the final approval.
These new units would only in-

crease capacity that doesn’t need in-
creasing, according to Ms. Dandridge.
Lloyd's syndicate executives pre-
dict an overall increase in premium
income capacity next year of 11% at
a time when rates are falling, noted
Ms. Dandridge. These predictions of
growth in some cases are being made
in a soft market because “underwrit-
ers are telling capital providers what

they want to hear,” she said.
Nevertheless, Lloyd’s is a different
animal since corporate capital was in-
troduced in 1993. There are 57 man-
aging agencies at Lloyd’s this year,
and 22 of themn are now owned by in-
surance companies managing nearly
42% of Lloyd’s capacity, according to
See Capital on page 20

Workers comp
works in Canada

is 51.2% owned by Royale Ven- By MICHAEL PRINCE the company would be.
dome S.A., which in furn is The risk manager must work with .
three-quarters owned by AXA- TORONTO—Environmental man-  corporate departments representing W I d = I y h e |d m yth S Nno |0 n g er '[I’ ue

UAP. AXA-UAP also directly
holds a 9.5% stake in Royale
Belge, the second-largest insur-
er in Belgium. AXA Belgium,
the country’s sixth-largest in-
surer, is almost one-quarter

agement should be an integral part of
a business plan rather than an adjunct
to one, an expert advises.

Also, every Canadian company
should have environmental manage-
ment and environmental emergency

each step in the production, market-
ing and sales functions to fully assess
the risks, he said.

One critical aspect companies
sometimes overlook after implement-
ing the plan is to review the plan and

By MICHAEL PRINCE

TORONTO—Canadian  nisk
managers can lower their workers
comp costs by taking a more active

lowitz, national manager for work-
ers comp services for claims spe-
cialist Crawford-THG in Etobi-
coke, Ontario.

“The risk managers of today are

owned directly by AXA-UAP, plans in order to protect its use it not just to fix the prob- approach to managing this expo-  the workers comp managers of the
with the balance owned by Fi- bottom line and reputation, lems that occur but to elimi- sure, a panel of experts says. future,” he said.

naxa Belgium. The two Belgian panelists said. nate causes of problems, he Risk managers have the If managed correctly,
companies will undertake “joint A company’s goal should said, skills to effectively man- workers comp can become
strategic planning,” said an be to have the environmental i Though it sounds like a age workers comp and are a profit-maker rather
AXA-UAP statement, and processes “hidden” within k' long, difficult process, it need well positioned to handle a than a money-loser for a
“study the most effective way to the overall business prac- « not be that involved, Mr. Far- shift in Canadian comp company, he added.

develop in the Belgian market.”
..Four candidates are stand-
ing for election as working

tices, said Paul Farrow, vp
with Arthur D. Little of
Canada Lid. in Toronto. Mr.

row said. Building an elabo-
rate system “is not the com-
plete answer,” he said. An in-

systems to more of an in- »
surance-style model, in 1%
which costs are mored

The panel discussed the
Canadian workers comp
system at the Canadian

members to the ruling Council Farrow spoke at the Canadi- dependent bureaucracy will closely tied to claims expe- Risk & Insurance Man-
of Lloyd’s of London. They are an Risk & Insurance Man- not solve the company’s envi- rience, panelists add. agement Society confer-
seeking three seats that will be- agement Society’s conference in  ronmental concerns, he said. One Ontario employer, ence held in Toronto earli-

come free when Sir David Row- Toronto earlier this month. “You don’t have to be certified in fact, has earned millions er this month.

land, Graham McKean and
John Charman retire at year
end. The four candidates are
Chairman-elect Max Taylor,
John Barber, Nigel Hanbury
and Elvin Patrick....German
reinsurer Munich Reinsurance
Co. has entered into an agree-
ment to buy Apollo Underwrit-
ing Ltd., the managing agency
for Lloyd’s of London syndicate
457. The agreement has yet to be
approved by Lloyd’s regulators
and the shareholders of Stewart
Underwriting Holdings (1996)
Ltd., which currently owns
Apollo. The deal will make Mu-
nich Re the indirect owner of
Apollo and Syndicate 457 Capi-
tal Lid, a dedicated corporate
capital provider to the syndi-
cate. Syndicate 457, led by un-
derwriter Mark Watkins, has
capacity of £71.4 million ($122.1
million) for this year, 55% of
which is provided by Syndicate
457 Capital. . . Chris Bowen has
been appointed managing direc-
tor of London broker Swire
Blanch Ltd. Mr. Bowen previ-
ously was chief executive for
Africa, the Middle East, the
Caribbean and Latin America
for Bain Hogg Group P.L.C. be-
fore its acquisition earlier this
year by Aon Group Inc.

..Copenhagen Reinsurance
Co. Ltd. of Denmark has been
assigned an A rating by A M.
Best Co. Factors influencing the
rating decision were the organi-
zation's strong capitalization, its
consistently profitable under-
writing since 1993 and its diver-
sified, short-tail book of busi-
ness.

He said the first step in developing
the plan is to assess three factors:
Which areas of the company are vul-
nerable to an environmental incident,
what effect an incident would have on
the environment, and what the risk to

by ISO to have an effective environ-
mental management program in
place,” he said. The International
Standards Organization is a Swiss-
based organization that has published

See Plans on page 22

of dollars in rebates from the comp
system after adopting an emphasis
on safety and loss prevention.
“Workers comp is the place to be
in the future,” said Jason Mand-

Mr. Mandlowitz said a number
of widely held myths about the
workers comp system in Canada
no longer are true.

See Comp on page 22

By KAUMUDI MARATHE

VISHAKAPATNAM, India—Damage to an Indian
oil refinery from an explosion and fire last week could
reach as high as $27.8 million, investigators say.

The Sept. 14 explosion at the Hindustan Petroleum
Corporation Ltd. refinery in the port city of Vishakap-
atnam killed at least 55 workers and seriously injured
at least 10 people.

“Destruction of life, infrastructure, and product was
extensive,” said Sudeep Ghose, chief general manager
of HPCL in Hyderabad, India. The dead only include
HPCL employees or employees of contractors working
on the premises, including seven security personnel.

Mr. Ghose indicated that, by conservative estimates,
HPCL's infrastruczure loss at the refinery is an esti-
mated 500 million rupees ($13.9 million) and product
losses at an estimated 200 million rupees ($5.6 million).

An investigative team, however, said late last week
that the losses could be as high as 1 billion rupees
($27.8 million). The team will investigate the cause of
the blast and whether there was any negligence.

Information on HPCL's property and casualty in-
surance was unavailable last week.

Nine tanks, varying in capacity from 520,000 to 1.3

million gallons and containing assorted fuels, were de-

stroyed. The exact quantity of fuel lost remains unde-
termined, as the tanks were filled to varying levels.

The blast and resulting fire are being blamed on a
leak in an LPG pipeline carrying gas from a tanker in
the port to the refinery.

Aceording to Mr. Ghose, HPCL would financially
compensate the families of the dead and injured em-
ployees for the disaster.

“We will give 200,000 rupees ($5,555.55) per casual-
ty, plus 10,000 rupees ($277.77) for cremation expens-
es. Also, the company will bear the full costs of treat-
ment and hospitalization for those injured,” he said,
“Furthermore, the state government has appealed that
the injured also be paid compensation. The HPCL
management is still considering this request.

The Chief Minister of Andhra Pradesh state, Chan-
drababu Naidu, announced the state’s intention to
provide interim ex gratia payments of 150,000 rupees
($4,166.66) to each of the victims’ families. He also said
compensation would be given for the loss of any pri-
vate property as a result of the fire.

Compensation also may be available under India’s
landmark Public Liability Insurance Act, passed in
1991. It was enacted after the Bhopal tragedy height-
ened public awareness of “the duties of establishments
handling hazardous substances towards third parties.”

“The act provides for payment of immediate relief to
the victims on a ‘no fault basis,’ ” said M.V. Purohit,
general manager-technical of General Insurance Corp.
of India, which wrote accident insurance for HPCL
employees.

According to A.J. Rego, safety engineer and ex-joint
director of the National Safety Council of Bombay, the
Public Liability Insurance Act “is admirable because
it clearly states that it gives interim compensation and
does not preclude workers from claiming compensa-
tion via a civil suit.”

A statement from Mr. Ghose noted HPCL is not cov-
ered under this act.

HPCL says it has already formulated a contingency
plan to continue distributing fuel, without further dis-
ruption.

PHOTO: AFP

An explosion at the Hindustan
Petroleum Corporation Ltd. refinery
in the port city of Vishakapatnam,
India killed at least 55 workers and
seriously injured at least 10 people.
The blast and resulting fire are be-
ing blamed on a leak in a pipeline
carrying gas from a tanker.
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Capital

Continued from page 17
Jeff Park, managing director of con-
sultant J.J. Park & Co. Ltd. Of these,
14 are from the United States, five are
from Bermuda, one is from the Unit-
ed Kingdom, one is from Continental
Europe, and one is from Australia.
Seven other managing agencies
representing 14% of this year’s capac-
ity are controlled by publicly listed in-
vestment trusts and “are good in-
vestors and thoughtful,” said Mr.
Park. Another 16 managing agencies
with 33% of market capacity are con-
trolled by “integrated vehicles,”
where a single entity controlling the
agency provides much of the manzged
syndicates’ capital. These vehicles
“have an economic imperative to
reach critical mass. . .and they need to

get to a big size. . .so capital is impor-
tant to them. In general the investors
in these vehicles are pretty good,” said
Mr. Park. The remaining managing
agencies, representing 11% of capaci~
ty still are privately owned.

The quality of Lloyd’s investors
generally is very high because of
Lloyd’s strict vetfing procedures, said
Mr. Park.

The insurance companies’ share of
Lloyd'’s “will only grow,” he said.

But insurers are not hostile to tradi-
tioral names, Mr. Park said. They
“tend to be politically correct” and do
not want to offend people already in-
vesting in the market. Most of them
eould “happily” provide all the capac-
ity their syndicates need, “but they
don't need to do it tomorrow.”

Some insurers envision traditional
names continuing in the market and
are structuring their syndicates so
names won't be pushed off, he said.

“They are here for the same reason
you are here,” he told traditional
members at the ALM conference.
“They want to make money and un-
derwrite insurance, and they know a
lot about that, and generally they do a
pretty good job.”

Mr. McKean also said he has a
“large amcunt of respect” and a great
deal of business with the insurance
entities investing in Lloyd’s. But, he
said that as a broker, he has dealt with
all sorts of entities with different cap-
ital bases, each of which work well for
their own reasons.

There are tensions between manag-
ing agents and traditional members
that need to be resolved, said Mr.
McKean. Traditional names mistrust
managing agents “who they see as
trying to unload them,” said Mr.
McKean. Managing agents don’t trust
traditional members to stick with
them after events of the past few

years, however, which is why they
want continuity of capital that corpo-
rate investors can provide.

There also is tension between man-
aging agents and traditional members
over the annual venture. Under this
system, each syndicate’s capital is re-
newed annually so one year's mem-
bership is different from the next. To
keep each syndicate’s business going
smoothly, a reinsurance premium is
paid from one year to close the syndi-
cate’s business into the next year,
known as “reinsurance to close.”

Managing agents say it is costly to
renew capital each year under the an-
nual venture. However, Mr. McKean
notes that Lloyd’s syndicates earned
considerable profits under the annual
venture system for many years before
losses hit the market.

Other changes possibly could be
made besides eliminating the annual
venture, noted Simon Caulfield, vp of
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Mercer Management Consulting in
London. Mercer recommends that
Lloyd’s look at several alternatives,
including allowing syndicates to
choose between annual venture and
continuous capital status.

Lloyd’s is unique, and the source of
its strength is its differentiation, said
Mr. Caulfield. The last thing Lloyd’s
should do is try to emulate its com-
petitors, he said.

Mr. Caulfield is concerned with a
principle in Lloyd's statement of poli-
cy issued last June that states “market
forces” will determine the evolution of
Lloyd’s capital structure. This “con-
cerns me a lot,” he said, because strat-
egy is about making tough choices by
management and not leaving those
decisions up to market forees.

Traditional members need to be ac-
tive on reform at Lloyd’s, Mr.
Caulfield added, “otherwise there is a
risk that continuous (corporate) capi-
tal will dominate the market.”

Max Taylor, Lloyd’s chairman des-
ignate, steered clear of internal wran-
glings in the market when addressing
delegates at the conclusion of the
ALM meeting. Focusing on “global
growth and opportunities,” he noted
it may be that there isn't too much in-
surance capacity worldwide, but that
it’s concentrated only in certain sec-
tors of business.

Mr. Taylor put the size of Lloyd's
and the London market in perspec-
tive. Lloyd’s and the London market
had a 12.5% share of the world’s ma-
rine market in 1994, but only a 2%
share of the world’s non-life market.

Overall, Lloyd’s market share of
global premium dropped from 1.8%
in 1985 to 1.3% in 1994.

Mr. Taylor added that Lloyd's’
brand name is still “held in very high
regard worldwide.”since corporats
capital was introduced in 1993. There
are 57 managing agencies at Lloyd’s
this year, and 22 of them now ars
owned by insurance companies man-
aging nearly 42% of Lloyd's capacity,
according to Jeff Park, managing di-
rector of consul.

Paraguay
stadium
collapses

CIUDAD DEL ESTE, Paraguay
Families of victims killed during a
sports stadium collapse in Paraguay’s
second-largest city, Ciudad del Este,
are preparing to sue the local compa-
ny that built it.

Thirty-six people were killed and
more than 100 were injured as high
winds hit the stadium during a politi-
cal rally Sept. 4. About 3,000 people
were in the stadium at the time.

The stadium belonged to a local
sports club called 3 de Febrero but is
unlikely to have been insured because
of its poor construetion, local insur-
ance sources say. The roof of the sta-
dium was made from galvanized steel
and was supported by columns.

It had already collapsed twice ear-
lier this year, says Gerardo Torcuda,
president of Aseguradora Paraguyana
S.A., an Asuncion-based general in-
surance company.

“Winds of 70 to 80 kilometers per
hour (43 to 50 mph) lasting for 10 to
20 to 30 minutes are usual in this area,
but the columns could not hold up the
roof,” said Mr. Torcuda. Ciudad del
Este is 185 miles east of Asuncion,
near Paraguay’s Argentina border.

The Paraguayan government has
appointed a judge to investigate the
cause of the accident. Information cn
the construction company that built
the stadium and its insurance cover
age were not available last week.

—By Maria Kielmas
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Insurers shouldn’t confuse
U.S. risks with Canadian

Loss data and legal environment need to be considered

By MICHAEL PRINCE

TORONTO—Canada is not the
United States. But apparently not
all underwriters recognize that
fact.

That obser-
vation was
voiced earlier
this month
during a ses-
sion of the
Canadizn
Risk & Insur-
ance Man-
agement So-
ciety Inc.'s
conference
that dis-
cussed how Canadian risks differ
from those in the United States and
how many insurers treat them the
same,

Canadian risk managers worry
that if their risks are confused with
U.S. risks, Canadian companies
will pay U.S. rates for insurance.
U.S. rates generally are higher than
Canadian rates, said Michael Jake-
man, vp-special lines for Royal In-
surance Co. of Canada in Toronto.

For example, underwriters that
know the Canadian market charge
lower liakility coverage rates there
than in the United States, because
fewer lawsuits are brought in
Canada and high jury awards are
less common than in the United
States.

One reason insurers sreat Cana-
dian risks like those from the Unit-
ed Statss is the lack of liability loss
data available in Canada, Mr.
Jakeman said. But this information

is readily available for the U.S.
market.

“So if you are an underwriter
faced with the lack of information
on analyzing the liability tail, you
tend to look at the U.S.,” he said.

The result for Canadian compa-
nies is higher rates.

Companies in Canada also face a
very different legal environment
than those in the United States,
where large verdicts are common.

In Canada, a $250,000 Canadian
($180,000) cap exists on non-eco-
nomic awards, -except for sexual
abuse cases, Mr. Jakeman said. Ju-
ries are used less frequently in
Canada than in the United States.
When judges render a verdict, it's
generally lower than a jury verdict.

Canadian litigation differs from
the U.S. system in several other
ways, Mr. Jakeman said:

¢ The national medical insurance
system eliminates the medical ex-
pense component of many suits.

e Class actions are permitted in
only three provinces, thereby re-
ducing the potential for large ver-
dicts.

e Alternative dispute resolution
is more common in Canada, and
that also contributes to lower
amounts companies pay as a result
of lawsuits.

But the Canadian system is be-
ginning to change. Recently, some
Canadian juries have made large
awards. “We are going the way of
the States,” Mr. Jakeman said.

One prominent example is an
Ontario jury verdict for punitive
damages of $1 million Canadian
($718,300) in January 1996. This

came “completely out of left field,"”
he said.

“The more conservative legal en-
vironment will be challenged,” he
added, due to the greater U.S. in-
fluence over the Canadian econo-
my from the North American Free
Trade Agreement.

Another reason Canadians are
lumped in with the United States is
size, said Chris Gudgeon, director,
North American property division,
Lambert Fenchurch Group P.L.C.
ir. London. Non-Canadian under-
writers sometimes view Canada as
so small that it does not need to de
viewed separately from the United
States, so it is just folded into their
U.S underwriting practices.

In Canada, “there is not enougk
business,” Mr. Gudgeon said, de-
scribing it as a niche market. Con-
sequently, London underwriters
tend to look toward the Unitec
States to write large blocks of busi-
ness. But, underwriters could gen-
erate a large amount of business in
Canada by building long-term re-
lationships with Canadian clients,
he said.

Art Despard, senior vp with Aon
Reed Stenhouse Inc. in Toronto,
said Canadian companies should
seek an underwriter familiar with
the Canadian market. “Otherwise,
you will get the U.S. rates,” he said.

There is a difference between a
risk in Texas and one in Canada,
“and you have to sell that differ-
ence,” he said.

Glenn Leroux, assistant vp-risk
management at George Weston
Ltd. in Toronto, moderated the ses-
sion.
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About 600
C“Risk It
in Canada

TORONTO—About 600
people attended the Canadian
Risk & Insurance Manage-
ment Society’s conference
held Sept. 7-10 at the Royal
York hotel in Toronto.

Tina

© Gardiner,
insurance
manager at
Hertz
Canada in
Tor-onto,
served as °
chair for
the confer-
ence,
which fea-
tured the slogan “Risk It.”

At an awards luncheon held
Sept. 9, Barry Shakespeare,
manager-risk management
for Westcoast Energy Inc. in
Vancouver, British Columbia,
was awarded the Donald M.
Stuart Award for outstanding
contributions to the field of
risk management in Canada.

" Mr. Stuart presented the
award himself.

Next year’s conference will
take place Oct. 4-7 in Cal-
gary, Alberta.

For more information, call
416-253-1888.
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Datebook

SEPTEMBER

SEPT. 28-30. 1997 Annual Conference
and FLMI Conferment in Montreal,
sponsored by the Life Office Manage-
ment Assn.; $585 for members, $825 for
non-members, $290 for guests. LOMA,
2300 Windy Ridge Parkway, Suite 600,
Atlanta, Ga. 30339-8443; 770-984-3764.

SEPT. 28-0CT. 1. Chartered Property &
Casualty Underwriters Society 1997 an-
nual meeting and seminars in Dallas,
sponsored by the CPCU Society; $440
for members, $475 for non-members.
CPCU Society, 720 Providence Road,
Malvern, Pa. 19355-0709; 800-932-2728.

SEPT. 28-0CT. 1. Society of Insurance
Financial Management annual meeting
in San Diego, sponsored by SIFM,; 5125
for members, $165 for non-members.
Bob Bauer, P.O. Box 61, Hollowville,
N.Y. 12530-0061; 518-851-9780.

SEPT. 29-30. 5th Annual Advances in
Claims Information Systems and Tech-
nologies for Property and Casualty In-
surance Companies in Chicago, spon-
sored by Global Business Research Ltd.;
$1,295 for conference only, $1,795 for
conference and workshop. GBR Litd.,
775 Sunrise Ave., Suite 260, Roseville,
Calif. 95661; 916-773-3236.

SEPT. 29-30. 401(k) Course in Brook-
field, Wis., sponsored by the Interna-
tional Foundation of Employee Benefit
Plans; $550 for members, $650 for non-
members. IFEBP, Registrations Depart-
ment, P.O. Box 69, Brookfield, Wis.
53008-0069; 888-334-3327, option 2 or
414-786-6710, ext. 8257.

SEPT. 29-30. Alternative Risk Vehicles
conference and workshop in New York,
sponsored by the IBC Group P.L.C;
$1,295 for the conference only, $695 for
the workshop only, $1,695 for both. IBC
USA Conferences Inc., 225 Turnpike
Road, Southborough, Mass. 01772-1749;
508-481-6400.

SEPT. 29-OCT. 1. The Second Annual
Producers’ Forum: An Advanced Sym-
posium on Alternative Market Opportu-
nities in Philadelphia, sponsored by the
International Business Forum; $795.
[BF, 7 Penn Plaza, Suite 901, New York,
N.Y. 10001; 212-279-2525.

SEPT. 30. Assn. of Professional Insur-
ance Women Inc.’s Luncheon in Chica-
00, sponsored by APIW; $30 for mem-
bers, $35 for non-members. Karen
T'ucker, Business Insurance, 740 N.
Rush St., Chicago, Ill. 60611-2590; 312-
549-5319.

SEPT. 30-OCT. 1. Risk-Based Decision
Making Influencing Financial Transac-
iions and Brownfield Redevelopments
conference in Chicago, sponsored by
RTM Communications Inc.; $795; $495
for RBCA Leadership Council members.
RTM Communications Inc., 110 N. Roy-
al St., Suite 301, Alexandria, Va. 22314;
B00-966-7175.

OCTOBER

DCT. 1. Professional Liability: Expo-
sures and Coverages for Architects &
Engineers, Accountants, Agents, and
Medical and “Allied Health” Profes-
sionals workshop in Dallas, sponsored
oy the CPCU Society; $75 for members
registered for annual meeting, $95 for
members not attending annual meeting,
$105 for non-members. CPCU Society,
720 Providence Road, P.O. Box 3009,
Malvern, Pa. 19355-0709; 800-932-2728.

DCT. 1. Protecting Shippers’ Interests
seminar in Atlanta, sponsored by the
[ransportation Consumer Protection
Council Inc.; $250 for members, $300
for non-members. Also Oct. 8 in Berke-

ley, Calif. TCPC, 120 Main St., Hunting-
ton, N.Y. 11743-6936.

OCT. 1-2. ASTM Committee E-51 on
Environmental Risk Management meet-
ing in West Conshohocken, Pa., spon-
scred by the American Society for Test-
ing and Materials. Susan Canning,
ASTM, 100 Barr Harbor Drive, West
Conshohocken, Pa. 19428-2959; 610-
832-9500.

OCT. 1-4. Networked for Growth: Inter-
national Mass Marketing Assn. annual
meeting, sponsored by the IMMA. $165
for members. Ralph Hann, IMMA, P.O.
Box 267, West Simsbury, Conn. 06092,
800-949-4446.

OCT. 2. Inland Marine Underwriters
Assn. Midwest Advisory Committee
seminar in Chicago, sponsored by
IMUA. $80. Ann Boehmcke, IMUA,
NAC Reinsurance, 10 S. Wacker Drive,
Suite 1915, Chicago, Ill. 60606.

OCT. 4-8. Insurance Leadership Forum
at the Greenbrier in White Sulphur
Springs, W.Va., sponsored by the Coun-
cil of Insurance Agents & Brokers/Na-
tional Assn. of Casualty & Surety Exec-
utives. Members only. Council of Insur-
ance Agents & Brokers, 701 Pennsylva-
nia Ave. N.W,, Suite 750, Washington,
D.C. 20004-2608; 202-783-4400.

OCT. 4-8, National Conference and
Keeping Current Clinic in San Diego,
sponsored by the American Society of
CLU & ChFC; $749 for members, $649
for new CLU/ChFC designees and Soci-
ety student members, $999 for non-
members. American Society of CLU &
ChFC, 270 S. Bryn Mawr Ave., Bryn
Mawr, Pa. 19010-2195; 610-526-2500.

OCT. 5-7. Sixth Annual Liberty Mutual
Risk Management Forum in Seattle,
sponsored by the Liberty Mutual
Group. No registration fee. Tina

Ziegler, Liberty Mutual Group, 175
Berkeley St., Boston, Mass. 02117-0140;
617-574-5721.

OCT. 5-8. Risk Management Forum in
Monte Carlo, Monaco, sponsored by the
Federation of European Risk Manage-
ment Assns. and the Risk & Insurance
Management Society Inc.; $1,570 for
risk managers, $2,176 for others. VAT
included in fee. SOCFI, 14 rue Mandar
75002, Paris, France; 33-1-44-88-25-25.

OCT. 6-7. Advanced Reinsurance semi-
nar in New York, sponsored by The Col-
lege of Insurance; $650. The College of
Insurance Center for Professional Edu-
cation, 101 Murray St., Room 426, New
York, N.Y. 10007; 212-815-9201.

OCT. 6-7. Flexible Benefits Course in
Brookfield, Wis., sponsored by the In-
ternational Foundation of Employee
Benefit Plans; $550 for members, $650
for non-members. IFEBP, Registrations

Department, P.O. Box 69, Brookfield,
Wis. 53008-0069; 888-334-3327, option 2
or 414-786-6710, ext. 8257.

OCT. 6-7. Liability Insurance Workshop
in London, sponsored by LLP Ltd.;
£787.25 ($1,264); Jane Carling, LLP
Ltd., 69-77 Paul St., London EC2A 4L.Q;
44-171-553-1392.

OCT. 6-8. Factory Mutual Property Loss
Prevention Conference "97 in
Boston,sponsored by Factory Mutual;
$895. Shirley Bryan, Factory Mutual,
P.O. Box 9102, Norwood, Mass. 02062;
617-255-4606.

OCT. 6-10. Commercial Lines School in
Richmond, Va., sponsored by the Profes-
sional Insurance Agents of Virginia and
the District of Columbia. $375 for mem-
bers, $400 for non-members. PIA of Vir-
ginia and D.C., 1508 Parham Road,
Richmond, Va., 23228, 804-264-2582.
Continued on next page
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Continued from previous page

OCT., 6-10. Fundamentals of Industrial
Hygiene conference in Seattle, spon-
sored by American Industrial Hygiene
Assn.; $955 for members, $1,095 for non-
members. ATHA, Continuing Education
Department, 2700 Prosperity Ave., Suite
250, Fairfax, Va. 22031; 703-849-8888.

OCT. 6-24. Agency Development Pro-
gram in Wethersfield, Conn., sponsored
by the Independent Insurance Agents of
Connecticut; $950 for members, $1,250
for non-members, ITAC, 30 Jordan Lane,
Wethersfield, Conn. 06109; 860-563-
1950.

OCT. 7. Making Managed Care Work
conference in Cleveland, sponsored by
the Health Research Institute; $350. Also
Oct. 21 in Nashville, Nov. 4 in New
York, Dec¢. 3 in Chicago. Workshop Co-
ordinator, HRI, 3538 Torino, Concord,
Calif. 94518; 510-676-2320.

OCT. 7. Working With 401(k)s After
SBJIPA ’96 workshop in Boston, spon-
sored by Corbel; $305. Also Oct. 9 in
Philadelphia, Oct. 13 in New York,
Oct. 15 in Atlanta. Corbel Client Ser-
vices, 1660 Prudential Drive, Jack-
sonville, Fla, 32207-8197; 800-326-
T238.

OCT. 7-8. Administering An Employ-
er’s Workers’ Compensation Program
in East Lansing, Mich., sponsored by
the Human Resources Education &
Training Center, Michigan State Uni-
versity; $695. Also Oct. 15-16 in St.
Louis, Oct. 22-23 in Philadelphia,
Nov. 5-6 in Minneapolis, Nov, 12-13
in Chicago. HR Education & Training
Center, Michigan State University,
422 S. Kedzie Hall, East Lansing,
Mich. 48824-1032; 517-355-9591.

OCT. 7-8. Labor/Management (Coop-
erative) Health Care Cost Controls
conference in Cleveland, sponsored by

the Health Research Institute; $695.
Also Oct. 21-22 in Nashville, Nov. 4-5
in New York, Dec. 3-4 in Chicago,
Jan. 21-22 in Los Angeles. Workshop
Coordinator, HRI, 3538 Torino, Con-
cord, Calif. 94518; 510-676-2320.

OCT. 7-8. National Employee Benefits
Institute Fall Legislative Conference
in Washington, sponsocred by the
NEBI; No charge for one representa-
tive, $100 for each additional repre-
sentative, $395 for non-members.
NEBI, 601 Pennsylvania Ave. N.W.,
Suite 750 N., Washington, D.C.
20004-2601; B00-558-7258, ext. 8426.

OCT. 8. Buying Tomorrow’s Health
Care Today conference in Cleveland,
sponsored by the Health Research In-
stitute; $350. Also Oct. 22 in
Nashville, Nov. 5 in New York, Dec. 4
in Chicago. Workshop Coordinator,
HRI, 3538 Torino, Concord, Calif.
94518; 510-676-2320.

OCT. 8. Cafeteria Plan Seminar in
Boston, sponsored by Corbel; $305. Also
Oct. 10 in Philadelphia, Oct. 14 in New
York, Oct. 16 in Atlanta. Corbel Client
Services, 1660 Prudential Drive, Jack-
sonville, Fla. 32207-8197; 800-326-7235.

OCT. 8. Mealey’s Daubert and Expert
Admissibility Conference in Boston,
sponsored by Mealey Publications Inc.;
$495. Sharon Boothe, Mealey Publica-
tions Inc., P.O. Box 446, Wayne, Pa.
19003; 610-688-6566,

OCT. 9. Freight Claims-Filing and Re-
covery seminar in Oakland, Calif., spon-
sored by the Transportation Consurner
Protection Counecil Inc.; $200 for mem-
bers, $250 for non-members. TCPC, 120
Main St., Huntington, N.Y. 11743-6936.

OCT. 9. Mealey’s Latex Litigation Confer-
ence in Philadelphia, sponsored by Mealey
Publications Inc.; $495. Sharon Boothe,
Mealey Publications Inc., P.O. Box 446,
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If you’re dealing with a reinsurance

know us better.

PMA Re

An A+ Company

What you don’t know can’t help you.

company whose products and services are
just “good enough,” you should know us
better. You should know about a reinsurer
that provides quotes, executes your
documentation and pays claims faster
than anyone. If your reinsurance company

doesn’t deliver, then you really should

215.665.5000, fax 215.665.5009, wwiw.pmare.com

Wayne, Pa. 19003; 610-688-6566.

OCT. 9. Reinsurance Accounting &
Auditing seminar in New York, spon-
sored by the College of Insurance;
$325. The College of Insurance Center
for Professional Education, 101 Mur-
ray St., Room 426, New York, N.Y.
10007; 212-815-9201.

OCT. 9-10. Reinsurance Technology in
Motion symposium in Chicago, spon-
sored by the CPCU Society’s Reinsur-
ance Section and the Chicago Chapter
of the CPCU Society; $349 for CPCU
Society Section members, $359 for
CPCU Society members, $399 for non-
members. John Kelly, CPCU Society,
720 Providence Road, Malvern, Pa.
19355-0709; 800-932-2728, ext. 2773.

OCT. 9-10. The Second Annual Insur-
ance Law Institute in Dallas, spon-
sored by the University of Texas
School of Law. Before Oct. 8: $325; af-
ter Oct. 8: $360. The University of
Texas School of Law, Office of Con-
tinuing Legal Education, Attn: IN97,
727 E. 26th St., Austin, Texas T8705-
3224; 512-475-6700.

OCT. 9-10. The Seventh Annual Prop-
erty & Casualty Loss Reserves Work-
shop in San Francisco, sponsored by
Deloitte & Touche L.L.P.; $700. Shelly
Fowler, Deloitte & Touche L.L.P., 2
Prudential Plaza, 180 N. Stetson Ave.,
Chicago, Il1. 60601-6710; 312-946-
2958.

OCT. 12-24, Leadership Development
for Physicians in Academic Health
Centers seminar in Boston, sponsored
by the Harvard School of Public
Health Center for Continuing Profes-
sional Education; $4,800. Harvard
School of Public Health, Center for
Continuing Professional Education,
677 Huntington Ave., LL-23, Dept. B,
Boston, Mass. 02115-6096; 617-432-
T3

OCT. 13-15. Emerging Asian Insur-
ance Markets Summit in Hong Kong,
sponsored by the Institute for Interna-
tional Research; $2,295. IIR Ltd., 20/F
Siu On Centre, 188 Lockhart Road,
Wanchai, Hong Kong; 852-2507-5666.

OCT. 13-17. Beyond the Basics of
Health Care Cost Management course
in Brookfield, Wis., sponsored by the
International Foundation of Employee
Benefit Plans; $1,375 for members,
$1,625 for non-members. IFEBP, Reg-
istrations Department, P.O. Box 69,
Brookfield, Wis. 53008-0069; 888-334-
3327, option 2 or 414-786-6710, ext.
8257.

OCT. 14. Federal Employment Laws &
Regulations course in Springfield, 111,
sponsored by the Illinois Chamber of
Commerce-Center for Business Man-
agement; $125 for members, $165 for
non-members; Center for Business
Management, The Illinois Chamber,
Department 77-3172, Chicago, 111
60678-3172; 800-621-4220.

OCT. 14. Illinois Employment Laws &
Regulations course in Springfield, I11.,
sponsored by the Illinois Chamber of
Commerce-Center for Business Man-
agement; $125 for members, $165 for
non-members; Center for Business
Management, The Illinois Chamber,
Department 77-3172, Chicago, Ill.
60678-3172; B00-621-4220.

°

The Datebook is compiled from no-
tices sent to Business Insurance. No-
tices should be sent at least eight
weeks in advance to Datebook, Busi-
ness Insurance, 740 N. Rush St
Chicago, Ill. 60611-2590. Please in-
clude the cost, if any, to attend the
meeting and information on registra-
tion 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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- isk exposure accumulates quietly.
And while it is quiet, take the time

% now to think about your exposure to
catastrophic loss. Assess it carefully and then
call us. Let our capital protect your capital.

Tempest Re is a member of the ACE

group of companies which has more than
$2.4 billion in equity capital dedicated

to the assumption of risk, plus the expertise

" to protect your profitability with shock

‘absorbing efficiency.

. lempestRe

e \‘E@ @@E—‘ v -:"

A member of the ACE group of companies

Tempest Reinsurance Company, Limited
14 Par-la-ville Road, Hamilton, HMO08, Bermuda

Mailing address: Suite #653, 48 Par-la-ville Road
Hamilton, HM11, Bermuda
Phone 441 292 2603, Fax 441 292 2395
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ON BEING THERE.

/ einsurance can be a powerful, positive force, if your reinsurer is truly there for you.

[t can offer the solid protection you need as you take on new business.

At St. Paul Re, we deliver all that, and more. Our global netwerk enables us to be
there for you all over the world. No matter where you do business, you are connected
to all our resources and expertise. Whenever, wherever opportunities may surface,
you'll get the solutions you need, when you need them. In addition, St. Paul Re is
backed by a surplus of $3 billion and a AAA rating from Standard & Poor’s, so you'll

have the financial security of a world class organization.

If you seek: a reinsurance relationship that is secure enough to help you seize new
opportunities, choose St. Paul Re. Because when you're covering new ground, you

need a partner that is right there with you every step of the way.







WHAT WOULD
I DO WITHOUT
BI'S REINSURANCE
COVERAGE?
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NOW THAT SALLY SEKURE HASBEEN NAMED CEO.|
OF ASSURUS CORP, WILL ANYONE DISCOVER THE TRUE
SECRET OF HER VICTORY OVER R.T.8. KK ??

THANKS TO SALLY SEKURE, ASSURUS’ CEO, PARLOUS VANDAL, HAS BEEN EXPOSED AS A SECRET
OPERATIVE FOR R.1.5.K.! HIS DIABOLICAL DEEDS TARGETED MAJOR CLIENTS — THREATENING
TO RUIN THE RENOWNED INSURANCE COMPANY. BUT WITH PARLOUS OUT OF THE WAY, OUR SAWY
SALLY TURNED TO BI'S DIRECTORY OF REINSURANCE BROKERS — AND QUICKLY FOUND SEVERAL
COMPANIES ABLE TO HELP HER PROTECT ASSURUS’ ASSETS. AS A RESULT, SHE'S THE NEW CEO ... BUT
TO HER, THE REAL HERO IS BI. |

”Elp w ’N THE WAR AGAINST R.1.5.K.! PARLOUS MAY BE GONE, BUT
L J A . 4 /' THE PROSPECT FOR R.1.5.K. REMAINS. 50, LIKE SALLY, NEARLY
154,000* OTHER COMMERCIAL INSURANCE AND REINSURANGE EXECUTIVES, RISK MANAGERS AND
INTERMEDIARIES WILL LOOK FOR THE LATEST COMPANY-SAVING INFORMATION FOUND ONLY IN BI'S
SPOTLIGHT REPORT ON REINSYRANCE TRENDS & ISSUES ... AND IN THE ANNUAL DIRECTORY OF

REINSURANCE BROKERS. TO MAKE SURE THEY READ ABOUT YOUR SERVICES, CALL TO RESERVE YOUR
ADVERTISING SPACE TODAY. IT ¢OU£D MEAN THE DIFFERENCE BETWEEN R.1.5.K. AND REWARD!

*INCLUDES PASS-ALONE READERSHIP

pu .
’ Bus' n ess NEW YORK: 212-210-0133 « FAX: 212-210-0704
"sumn‘ @ CHICAGO: 312-649-5276 « FAX: 312-649-7937
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ASK A RISK MANAGER

How can a risk manager get
ahead of exposures related to the
human resource management
function?

‘Whether or not a risk manager is
in a people-intensive business such
as a restaurant, the risk of
significant loss from human
resource functions that include
hiring, firing, promotion,
development and the way in which

people are managed is substantial.

The order of magnitude of this area of risk is driven by
many factors, including the obvious quality of the way
in which the functions mentioned are executed. Other
drivers include the jurisdictions where the company
operates, the expertise of plaintiffs counsel in the related
areas of law, the overall quality of the workforce, the
various demographics of that workforce and, most
importantly, the controls in place to minimize the cost of
risk in this area.

Jurisdiction is a critical issue and not something over
which a risk manager has much control, as it will be
driven primarily by where the company operates.
California law, for example, essentially imposes strict
liability on the employer in cases of sexual harassment,
meaning the burden of proof shifts to the employer to
show that an offense did not occur. Of course, in tort law
the normal burden is upon plaintiffs to prove the
defendant was negligent. This relative statutory anomaly
has raised the stakes considerably for employers doing
business in California and suggests a loss prevention
urgency some would suggest is beyond practicality.

The expertise of plaintiffs counsel in the area of
employment law can be the difference between a pre-
lawsuit resolution without payment to the plaintiff—and
perhaps even to defense counsel—and a seven-figure
settlement or jury verdict. While this can hold true in
most types of cases, I've seen its repeated application in
employment cases, suggesting more urgently that the
quicker an employer moves to address the concerns of
the aggrieved party, using sensitivity and showing
sincere concern for understanding the facts and
implementing remedial action, the cheaper and less
disruptive the matter will be for the company.

Workforce also is a critical driver of this exposure.
There's nothing magical about this. It's the age-old issue
of putting the right people in the right jobs and focusing
heavily on this “fit.” Does the prospective employee’s
skill set match the job requirements? If not completely,
then at least make sure the more critical job
requirements are met. Does the person’s demeanor and
personality fit the culture within which he or she would
be working? The employer needs to understand and
screen for the baggage the prospect may be bringing to
the table, within legal limits.

Is it appropriate to do a criminal background check,
run a personality profile assessment or actually test the
desired skill set before hiring? Should the employer
ensure that education, work experience and
accomplishment claims are verified, within reason? Is
the employer making sure to check and go deep with
references? In sum, do employers effectively screen
prospective employees? If not, companies probably
shouldn’t be in business today. Remember, however, all
these processes and many others that affect the human
resource management functions often are restricted by
federal, state and local laws and should be done only in
accordance with those laws.

Workforce demographics is a “gravity’” issue.
Employers can only work with the population pool from
which they have to draw. However, they need to be
aware of the nature and characteristics of the workforce
from which employers draw their personnel. Why?
Because, for example, different ethnic groups have
different expectations of the employment relationship.
To the extent this comes from cultural differences in
ethnic groups, it’s important to understand how those
differences drive expectations in the workplace and
develop human resource policy around those
distinctions. In this area, it is particularly important to
completely understand the nuances of equal
employment opportunity law.

Controls are the most critical element of the risk
manager’s obligation in managing the employment
liability risk. I've touched on some of the controls, e.g.
employment sereening, that should be employed to
minimize this risk, but there are others to consider as
well.

They include: thoroughly developed and legally
approved employment operating policies; equal
employment opportunity-sensitive training programs;
comprehensive employment applications and
application process including a mandatory dispute
arbitration clause, where legal, open communications
around promotion and development policies; an effective
internal dispute resolution process; a comprehensive
process that allows employees to bring complaints and
concerns anonymously to the attention of management
above the level of immediate supervisor; a
comprehensive sexual harassment policy; a
comprehensive and consistent process for terminating
non-performing employees; a comprehensive equal
employment opportunity policy; and an effective and
properly staffed complaint investigation and response
mechanism that involves the right levels of management
at the right times.

Of all the controls employers consider for their
programs, none is as important as the anonymous
reporting mechanism and an effective fact-gathering
invest:igative process. Without these now-common and
thus expected mechanisms and processes, juries will
hammer employers every time for putting employees in a
no-win position wherein they will complain uniformly
that they have no effective way to tell their stories
without the risk of reprisal. And no matter what type of

“employee first” culture an employer thinks it might
have. the company can never expect that all employees
always will feel safe in voicing concerns that often by
their very nature are much too sensitive and potentially
embarrassing to reveal without these mechanisms. To
address these important controls, start by engaging a
toll-free third-party reporting service to help
anonymously collect employee concerns over toll-free
lines. Then construct a thoroughly thought-through
investigative policy and execution mechanism and put
both in the accountability basket of the company’s field
human resource professionals.

As important as controls are in this area, don't
cverlook the need to finance this risk. Of course, that
doesn't mean just go buy insurance; it means find the
most financially efficient way to ensure that whatever
the cost of risk is for employment liability, the company
has got it covered. More and broader coverage vehicles
are emerging regularly, so look carefully at who offers
not only the best rate but the best terms, conditions,
expert assistance and recommendations for loss control
and prevention programs. Financial efficiency implies a
need to figure out what the “working layer” of loss is,
enabling the company to set aside the funding to cover
retained losses and transfer only that portion of the risk
that truly would be unpredictable.

Finally, in ensuring proper coverage of this risk, work
with the right functional representatives, such as senior
function heads in human resources, finance, operations
and control. Approach this exposure as a team with the
right functions, and the company will be well on its way
toward minimizing the employment liability risk.  Ell

Would you like advice from an experienced colieague on a
risk management, benefits management or actuarial problem?
Four quarterly features in the Perspective section of Business
Insurance can give you some ansiwers.

Ask A Risk Manager, Ask A Benefits Manager, Ask A Bene-
fit Actuary and Ask A Casualty Actuary answer written ques-
tions from readers on risk and benefits management issues and
actuarial problems.

This month’s column on risk management issues is written
by Christopher E. Mandel, director of risk management at
PepsiCo Restaurant Services Group in Lowsville, Ky. Dennis
J. Nirtaut, managing director of compensation and benefits for
Andersen Worldwide S.C. in Chicago, answers questions on
employee benefit plans. William J. Miner, an actuary with
Watson Wyatt Worldwide in Chicago, answers actuarial ques-
tions on benefits issues. And,
Richard E. Sherman, president of
Richard E. Sherman & Associates
Inc. in Ashland, Ore., answers actu-
arial questions in the casualty field.

Address your questions to ASK,
Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611. Please give us
your name, title and employer; how-
ever, Business Insurance will consid-
N erunsigned letters.

A global health care prescription

By Holly J. Jeske

“Fasten your seat belts, it’s gonna be a bumpy ride.”
—Bette Davis, “All About Eve”

conomists warn that national governments that sac-
rifice social obligations, especially guaranteed health
care, to attract capital run the risk of fraying the
threads that enable free trade in the first place. If anything,
an open market increases the need for financial security, as
the citizenry becomes more vulnerable to change at the
same time it becomes wealthier and lives longer.
But the compelling desire of many country leaders to

compete effectively in the global marketplace often means
they give short shrift to welfare considerations. Not surpris-
ingly, governments, along with multinational corporations,
now have to contend with a growing backlash against glob-
alization and its nasty habit of stripping away local cultures
and traditions. In developed countries, the active privatiza-
tion of social security, an emotive as well as economic issue,
can further fuel the backlash.

Protectionism may seem the only way for a people to hold
onto its uniqueness and regain finaneial security. But the re-
lentlessness of globalization suggests this relief not only will
be temporary but also may raise the human and economic
cost of inevitable integration.

For multinational companies, cutbacks in social obliga-
tions, particularly in health care, pose new challenges and
spotlight changes that have been astir for some tirne,

U.S.~based multinational companies have been preoceu-
pied at home, in what historically has been their largest
market and employee population, with managed care. Inter-
national health care has been a low priority. Today, howev-
er, many companies earn substantial income from opera-
7ons outside the United States, employing large numbers of
local national staff. They are waking up to find health care
no longer is an insignificant cost of doing business.

U.5. multinationals often presume that national health

Continued on next page
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care systems deliver quality care automatically, thereby
obliging employers merely to make social security
contributions. To the extent that supplementary plans—
medical, dental and vision expenses and disability pay—
have become competitive practice in some countries, these
often are considered, especially for executives, as top-ups or
gap fillers to the basic national health plan.

In countries without national health plans, employers
typically sponsor primary health care programs but find
attempts at creative design and financing constrained by
local conditions—for example, collective bargaining
agreements and such issues as quality of and access to
health care providers. In contrast to the hands-on nature of
U.S.-style managed care, health programs in many
countries continue to be fully insured. To attempt cost
controls, employers can only resort to traditional
underwriting tools, maintaining an arm’s-length
relationship with the insurance industry.

The managed care movement has educated U.S.
employers about the universal trends behind the increased
cost of health care: an aging population, lives that are longer
and healthier, and costly new medical technology. But,
outside the United States, in developed and developing
countries, the phenomenon of passively privatizing social
programs has had a significant impact on health care, and
as a consequence, on the employer’s role in guaranteeing
coverage. This phenomenon is not always perceived by
U.S.-based multinationals, which are familiar with a well-
developed private health sector and a lack of national
health care. They simply aren't used to partnering with
government to respond to a changing health care
environment.

In passive privatization, the private sector develops
independently of governmental policy change to fill the gap
between the demand for health care and the ability of the
national health system to respond adecjuately.

~. Supplemental employer-sponsored plans are likely to
transmute into primary sources for benefits when the
quality and accessibility of care deteriorate under the social
program, or social spending is reallocated to needier
population segments. Employers often don’t recognize the
impact on their bottom line of these incremental cutbacks in
social benefits, especially when employer programs are
integrated with social security. The upside of attractive
company programs can be increased productivity, higher
employee retention and new ways of delivering health care,
but a lack of oversight can result in skyrocketing costs and
programs that are inappropriately designed or financed.

While most large U.S. corporatior:s have established
global initiatives for supplementing retirement income, they

have ignored health care. The need for and provision of
income in old age is universal, and delivery on promises,
particularly defined benefit promises, requires considerable
planning and investment by employers. Not only is there a
clear financial imperative to manage retirement programs,
but U.S. compliance and tax legislation also ensure that
employers catalog retirement programs and project their
benefit liabilities.

Consequently, U.S. multinationals have a system that
acknowledges the privatization—active or passive—of state
pensions.

Health care, on the other hand, is a more local and
subjective matter. No comparable decrees exist to compel
employers to catalog health benefits. As the impact of
changes in state-provided health care systems around the
world becomes more evident, it will be essential for
employers to develop a framework to respond. Active
privatization will demand employer response by focusing
public attention on the quality, equity and efficiency of
health care.

For many U.S. multinationals, the key to a successful
health care policy is managed care. This uniquely American
invention is popularly viewed as a cure-all for all types of
inefficiency, despite the controversy in the United States
about its effect on quality and access to care. Unfortunately,
the focus on efficiency presumes sufficient resources to be
reallocated when, in fact, a common problem—especially in
countries moving to private from state economies—is an
insufficiency of quality providers. Consequently, in
developing a global framework for managing change in
health care delivery systems, it is important to avoid being
trapped by the managed care imperative into
oversimplifying complex and unique situations.

No guidebooks or hard-and-fast rules exist on how to
respond to the changing global health care environment, but
a few prescriptions seem in order:

« A company should develop a global corporate
philosophy on health care that conforms to its compensation
and benetits policies and supports its business objectives.
How much choice should employees have, and how much
should they be expected to contribute toward the cost of
benefits in general and health care in particular? What is the
company’s approach to managed care in the United States,
and is it successful?

« Catalog employee benefit programs and track the
factors that determine costs. If costs rise more than
expected, the company will understand why.

» Concentrate on the countries or business units key to the
company’s growth strategy and analyze how change in the
market, including privatization, is likely to affect the
company and local staff. Active privatization may compel
employers to take action by specific dates.

» Consider opportunities to opt out of core national health
care programs through a rebate of contributions or a tax

break. Pay less consideration to privatized fringe elements
of the social system that may not be essential or cost-
effective to address. Before taking out a calculator to
compare rebates or tax savings with the cost of
replacernent, look first at the options in the private sector
and the quality of providers.

Opting out should enable employers to provide their
staffs more choice to better care-givers and eliminate the
waiting time under government-run programs. The
objectives are improved employee relationships, higher
productivity and lower absenteeism. So, be prepared to
accept that opting out may be a good deal in the long term
but not necessarily an immediate financial windfall.

+ Before making changes or developing new programs
overseas, study how health care is delivered, determine
what the local perception of quality is and evaluate the
cultural receptivity to managed care ideas. In the
development of the private health care market, government,
labor and employers all have decision-making roles.
Consider what other companies of similar size, business or
location are doing,

« Devise a long-term strategy for each operation that is in
keeping with the company's philosophy, but move ahead
cautiously and incrementally. Don’t make long-term
commitments the company may not be able to keep or that
impose radical change on unreceptive employees. As a
foreign employer, it is especially important to cooperate
constructively with unions and collective bargaining units
and develop consensus for change.

s Finally, communicate change to employees using
culturally acceptable channels, thereby demonstrating
consideration for local customs and tradition.

We've entered a brave new world of health care. Yes,
there will be bumps ahead. The multinational employer
needs to fasten not only his or her own seat belt but also
must diligently monitor health care costs and trends. Where
corporate policy warrants change, it should be enacted
cautiously on a country-by-country basis, with careful
evaluation of the social and economic factors—all the while
keeping an eye on the emotional issues globalization stirs
up. | Bl |

Holly J. Jeske is an associate
in New York with benefit con-
sultant William M. Mercer Inc.

Pension calculation not arbitrary, capricious: Court

n ERISA plan administrator’s denial of
Aparticipants’ claim for their earnings

calculation to include pay in the lieu of vacation
for calculating pension benefits was not arbitrary and
capricious, according to the 7th U.S. Circuit Court of
Appeals.

Amoco Corp. administers a defined benefit
retirement plan for its employees governed by ERISA.
The annual retirement benefits of plan participants are
computed according to three alternative formulas;
whichever formula yields the highest benefits to the
particular participant is the one used to determine his
or her benefits. Under the Annuity Benefit Formula, the
participant’s average earnings in his highest three years
of earnings during employment by Amoco are used as
the basis to compute benefits. The issue here was
whether Amoco must include “pay in lieu of vacation”
in determining earnings in the three base years under
this formula. For as long as anyone could remember,
Amoco has not treated payments in lieu of vacation as
earnings under the formula. But this policy was stated
nowhere. In 1993, Matthew J. Gallo raised the issue and
was told they were excluded. He ar.d other participants
brought this action against Amoco to force calculation
of their pensions to include as earnings pay in lieu of
vacation. The trial court ruled in their favor.

The appellate court said the plan documents were

Legal Briefs

silent on the issue and such treatment was consistent
with administration of the plan since its inception. The
court also noted that the plan administrator had
discretion to interpret the plan. Although the plan
administrator’s interpretation may be right or wrong,
the court said, it was not unreasonable. Thus, the court
concluded that the administrator’s denial of the claim
was not arbitrary and capricious. The trial court
decision was reversed.

Gallo vs. Amoco Corp., Tth U.S. Circuit Court of
Appeals, Dec. 17, 1996. (B1/04/Jy.- $10).

Taking compensation with your coffee

An employee injured when struck by an automobile
when she left her employer’s office building during an
authorized coffee break to walk one and one-half
blocks to a gift shop to buy a gift for a co-worker was
entitled to workers compensation benefits, according to
the Supreme Court of Montana.

Carol Ann Carrillo, an employee of Blue Cross & Blue
Shield, left work during a coffee break to walk to a
museum one and one-half blocks away. She had
planned to buy a gift for a co-worker who was leaving

and for whom Carrillo and other co-workers were
planning a party. While enroute to the museum,
Carrillo was injured when she was struck by an
automobile while crossing an intersection. Carrillo filed
for but was denied workers compensation by the
insurer. The workers compensation court also denied
benefits.

The appellate court concluded that an injury
oceurring during a coffee break, as opposed to a lunch
break, was compensable because the controls of
employment can justifiably be said to not be in
suspension during this short interval. Furthermore, the
court noted there was a right to a break here and that
such breaks served the employer’s interests and were
not a departure from work. Thus, the court concluded
that Carrillo was acting within the course and scope of
her employment when injured and was entitled to
compensation benefits.

Carrillo vs. Liberty Northwest Inc., Supreme Court of
Montana, Sept. 3, 1996. (BI/02/My.-$10) [ B |

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.




Te pov?er/j’ Aoﬁxsbglobal

y "_'surancg brokerage and alterna"

- ' \

As part of Kou Group, we‘re your key to
unlocking the power of A0\ ull range
provuge ) ‘ _ Fei of expertise, talented professnon&als, local
including rnat e i | market knowledge. and worldwideﬁources.
A N |
Now there’s only one name you need to
_know for innovative reinsurance brokerage
and altérnative risk ;'__solutions anywhere in

. the world...Aon.
ide network of offices.

3

4

/

Aon Re Worldw:ide







Where o Fina
The Best And Brightest Ideas
In Alternative Risk.
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Tn addition to our new focus on creative risk financing,
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The Alternative Risk group is backed by the global
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reinsurance, our door is open to risk managers and their
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Topic: “Securitiz
of Insurance Risks:
Myths and Realities”

Seventh Annual Insurance Executive Forum

A Breakfast Seminar for Insurance Executives and Industry Leaders

Tuesday, October 14, 1997 8-11:45a.m. Ritz-Carlton Hotel, Chicago

Program: In recent years the insurance industry has been challenged and its capacity
stressed by the catastrophe losses from hurricanes and earthquakes. There are concerns
about the industry’s ability to cope with similar losses in the future. A response has been
the development of devices that affect the “securitization of insurance risks" through
alternative risk financing that will bring additional capital to the marketplace at the time
of catastrophic losses. Such devices include corporate “cat bonds,” “act of God bonds,”
catastrophe futures and options, and “catastrophe puts.” A panel of experts from the
insurance financial markets, the brokerage community, and insurer corporate users of
such devices will discuss the issues, interpret what is going 02, and explain how the
securitization of insurance risks — both catastrophic and others — will provide opportunities
and challenges for you, your company, and all participants in the insurance industry.

KATIE

Center for Insurance

INSURANCE

and Financial Services

SCHOOL

Collexe of Busingss

Moderator: Donna Galer, Executive Vice President, Zurich-American Insurance Group.

Sponsors: Business Insurance, Zurich-American Insurance Group,
Kemper Companizs, KPMG Peat Marwick, and Katie Insurance School.

Information/Advance registration: Call (309) 438 - 3021 or (80) 697 - 8692

ILLINOIS STATE UNIVERSITY or fax (309) 438 - 7753.

Mass tort case seeks
legal fee forfeiture

AUSTIN, Texas—Plaintiffs in a
Texas mass tort case are trying to
force their lawyers to forfeit legal fees
because the plaintiffs think the settle-
ment they negotiated was too small.

Under a 1991 settlement reached
with the Phillips Petroleum Co. over a
chemical plant explosion, the group of
126 plaintiffs received $190 million,
while out of that amount, their attor-
neys were paid $65 million for han-
dling the case, leaving $125 million for
the plaintiffs.

But 46 of the plaintiffs charge that
their lawyers, working as a group
called Umphrey, Burrow, Reaud,
Williams & Bailey, negotiated the set-
tlement without their knowledge or
consent. The group filed suit after
learning that plaintiffs represented by

‘ __we 've been deiwermg inno ame,f B
competitive solutions forf* more ‘
‘than 30 years.
' So when you're confronted
with a difficult marine ilabrilty
exposure and want the security
of an A+ rated carrier, turn to
Mutual Marine Office. We'll face
your toughest risks without ti rning
to stone. o

At Mutuai Marine Of :ce, we
aren't afraid to face up to the
toughest challenges. In fact, our
underwriters tackle complex
marine liability risks every day.

That’s because marine liability
is one of the only coverages we
write. Whether it's marine contrac-
tors, stevedores, wharfowners, or
marine products manufacturers,

Gotham I
. Marine Offi

330 Madisoﬂ Avenue. New York NY IOOW
300 South Wacker Drive, Chicago, IL 60606
345 Cahforna St. San Francisco, CA 94504

MMO Group is comprused of New York
Marine And General Insurance Company,
nce Company and Mutua!

other lawyers received
amounts.

The plaintiffs against the lawyers
are seeking to have the $65 million in
fees paid to them. The $65 million
amount was paid to all the lawyers in-
volved in the mass tort; of that, $11
million went to the Umphrey, Burrow
lawyers. The plaintiffs, however, want
all $65 million of the fees returned,

The case, Arce vs. Burrow, had
been dismissed by Judge Mark David-
son of Texas District Court in Hous-
ton. He said there was no evidence the
attorneys had harmed their clients by
negotiating a lump-sum settlement
and then apportioning the amount
among them.

But the suit against Umphrey, Bur-
row now will be retried after an April
appellate court ruling upholding fe=
forfeiture as a viable remedy for
breaches of fiduciary duty.

A three-judge panel of the Texas
Court of Appeals in Houston found
“the trial court erred in holding that a
claim for fee forfeiture requires prootf
of damage.”

“While we have found no Texas
cases specifically involving fee forfei-
ture for a breach of the fiduciary duty
in the attorney/client relationship, wa
discern no reason to carve out an ex-
ception for breaches of fiduciary duty
in the attorney/client relationship,”
the panel wrote.

“Thus, we hold that fee forfeiture is
a recognized remedy when an attor-
ney breaches a fiduciary duty to his or
her client.”

The legal malpractice lawsuit stems
from the 1989 chemical plant explo-
sion in Pasadena, Texas, that killed 23
people and injured hundreds more.

—By Joanne Wojcir

NYNEX
secks
o settle

NEW YORK—NYNEX Corp.
wants to settle a lawsuit brought by
the Equal Employment Opportunity
Commission this month on behalf cf
women that NYNEX allegedly short-
changed when calculating pensions.

The commission, which filed su't
this month in U.S. District Court in
New York, claims NYNEX, a suk-
sidiary of Philadelphia-based Bell At-
lantic Corp., is unfairly undercount-
ing the women's past pregnancy
leaves when figuring seniority when
compared with other kinds of leaves
calculated for pension purposes.

The number of women involved is
undetermined, though the EEOC
claims it is at least 2,000, said Dale
Jurgens, lead counsel for the EEOC.

The suit alleges that since April
1994, when the company began offer-
ing an early retirement package,
NYNEX has discriminated against
women in counting fime off due to
pregnancies occurring before 1979.

Such pregnancy leaves occurred be-
fore enactment of the Pregnancy Dis-
crimination Act of 1978, which gave
full service credit to pregnancy-relat-
ed leaves.

The suit asks for back benetfits and
wages and interest on back wages
along with compensatory and pun:-
tive damages, Mr. Jurgens said.

Bell Atlantic released a statement
saying NYNEX fully complied with
laws covering pregnancy leaves taken
before 1979 and that the early retire-
ment package was legal. The compe-
ny also said it hopes to settle the case
with the EEOC without a trial.

—By Robert Kazel

large-
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Market

Continued from page 1

meeting is usually the scene of
general industry discussions as
underwriters, brokers, anc ce-
dents gauge each other in prepa-
ration for actual dealmaking in
December.

As has been the case for the past
two years, consolidation among
reinsurers and brokers was & ma-
jor theme at the Rendez-Vous.

Some reinsurers expressed
growing concern over the clout
now wielded by the two largest
reinsurance brokers: Guy Carpen-
ter & Co. and Aon Re Worldwide
Inec. Other reinsurers are looking
for opportunities to take business
from the four big direct reinsur-
ers, Munich Reinsurance Co.,
Swiss Reinsurance Co., General
Re/Cologne Re Group and Em-
ployers Reinsurance Group.

Whatever fortunes favor indi-
vidual reinsurers, few executives
are expecting anything but rate
declines at year-end.

Soft pricing

“Everybody says that rates are
soft and, on average, this is cer-
tainly true,” said Jacques Blon-
deau, chairman and chief execu-
tive officer of SCOR S.A. in Paris.

In particular, rates for catastro-
phe excess-of-loss business will
likely fall by 15% to 20%, while
large industrial accounts probably
will fall by about 15%, Mr. Blon-
deau said.

In the current market, “there’s

only debate on how much rates
will come down,” said Martyn
Hooper, managing director of Kin-
inmonth Lambert Ltd. of London,
the reinsurance brokerage unit of
Lambert Fenchurch Group P.L.C.
There’s another 10% to 15% to go
on rate reductions for U.K. catas-
trophe reinsurance risks, he said.

Reinsurers are aggressively de-
fending their existing market
shares by reducing rates for their
existing business and also pushing
rates down in other areas as they
try to win new business, said Nor-
bert Strohschen, chairman of Ger-
ling-Konzern Globale Reinsurance
Co. in Cologne.

“They are defending market
shares and trying to buy into other
markets,” he said.

“Everybody is spouting the same
story: Results are good and
prospects are bad,” said John R.
Berger, president of F&G Re Inc.
in Morristown, N.J.

While most reinsurers produced
large profits in the first half of
1997, rates are generally declining,
and sharply in some cases, he said.

“‘Sometimes, people are not los-
ing business by 5% and 10%; they
are losing” business to competitors
who are cutting rates 30% to 40%,
Mr. Berger said.

“Softness is to be expected after
three years of good results,” said
Bruno Porro, a member of the ex-
ecutive board of Swiss Reinsur-
ance Co. of Zurich, Switzerland.
There is enough capital in the mar-
ket to put at risk, and there have
been relatively light catastrophe
losses, said Mr. Porro, pointing

only to losses from the flooding in
Poland, Germany and the Czech
Republie.

“There is a continued decline in
pricing, but operating perfor-
mance is not declining. Part of that
is luck—no huge catastrophes or
big new casualty losses,” said Don-
ald S. Watson, director of reinsur-
ance ratings for Standard & Poor's
Corp. in New York.

“The client is in the driving
seat,” summed up Rcnald A. Iles,
chairman of Aon Re in London.

Reinsurers are struggling to
maintain or grow their market
share as more capacity continues
to enter the market, and most of
them ave following the market
down, ha said.

“Some companies say that they
are not going to actively seek
growth, but not many.” Mr. Iles
said. -

Unless there is a significant in-
sured catastrophe of more than
$20 billion, reinsurance rates are
likely to remain soft, said Herve
Cachin, chairman and general
manager of Societe Anonyme
Francaise de Reassurances in
Paris.

While rate reductions will vary
in different territories of the
world, there is little prospect of
general increases anywhere, he
said.

However, the chain of sizable
rate reductions for catastrophe
business over the past few years
has to come to an end soon, said
Herbert Haag, president and CEO
of Partner Re Ltd. in Bermuda.

“I think the reductions will be a

Attendees at the annual Ren-
dez-Vous de Septembre
were treated to the pleasant
coast of Monaco during the
meeting earlier this month.

little bit 12ss crazy than last
year, beczuse they can’t fall 15%
to 20% every year,” he said.

In Europe, in pacticular, catas-
trophe rates have fallen to inade-
quate levels, Mr. Hzag said.

The con:inued soZt pricing could
spell problems akead for some
companies.

“There’s going to be a tidal wave
of holes in indust-y balance sheets
with the pri.ces being paid today,”
szid Steven J. Bensinger, president
of Chartwzll Re Corp. of Stamford,
Conn. “Ten years of low general li-
ability pricing in the U.S,, for ex-
ample, has to hurt,” he said.
“We're seeing signs of negative

PHOTOS: PAUL D. WINSTON

cash flows in some companies.
Even without a stock market cor-
rection or a major loss, the indus-
iry’s fundamentals are deteriorat-
ing. Those fundamentals are going
=0 catch up sooner rather than lat-
er,” Mr. Bensinger said.

Like a rubber band, the market
:s being stretched further and fur-
sher, he said. ““When it snaps, the
correction is going to be as severe
as the '80s hard market,” he pre-
dicted.

Continued on next page
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‘““Most people never thought it

would get this Mr.
Bensinger added.

Rates may be reaching the bot-
tom, said James F. Dowd, chair-
man and CEO of Odyssey Rein-
surance Corp. in New York.

“There is no reason to expect
that things are going to get better.
. .but we might be beginning to
reach the bottom,” he said.

Once rates have reached the
bottom of the cycle, they will like-
ly remain low for some time be-
fore rising again, Mr. Dowd said.
But, unless there is a dramatic
event, when rates will begin to
rise again, they will probably not
rise rapidly, and capacity will not
be drastically reduced, he said.

Loss control

Insurers and reinsurers, in recent
years, have become much better
educated about their exposures,
Mr. Dowd said.

“There has been an enormous
amount of money spent by insur-
ance and reinsurance companies
on understanding their expo-
sures,” he said.

By using sophisticated modeling
systems, the companies can allo-
cate their capital more scientifical-
ly and, hopefully, avoid being
wiped out by single catastrophes,
Mr. Dowd said.

Risk management at the policy-
holder level also has improved,
and this has helped improve the
results of insurers and reinsurers,
said Brandon Sweitzer, CEO of
Guy Carpenter in New York.

bad,”

“In commerce and industry there
is a more professional awareness
of risk management. . .and people
are taking a little bit more care,”
he said.

Improved risk management is
reducing losses for policyholders,
agreed Mr. Cachin of SAFR.

“The big accounts have invested
a lot in risk control,” he said.

This risk management focus is
not a factor only in the United
States. In Europe, many industrial
plants are now protected to highly
protected risk standards, Mr.
Cachin said.

“But, all the same, the competi-
tion on that business at the prima-
ry level is increasing, and with
normal loss experience pro rata
reinsurance for commercial lines
will probably lose money in 1998,"
he said.

More capacity

The eagerness of some reinsurers
to write more business is leading to
a less disciplined market, said
Hady Wakefield, chairman of Guy
Carpenter in New York.

“Last year there was an increase
in capacity, but it was responsible
capacity. Now there is even more
capacity, and I'm not entirely cer-
tain that all of it is as well re-
searched or professionally under-
written as it has been,” he said.

In recent weeks, several new
reinsurers have been launched or
proposed (see story, page 47).

Although premium velume is not
increasing, capacity in the reinsur-
ance market has increased, agreed
Benito Pagnanelli, deputy general

manager of Assicurazioni Generali
S.p.A. of Trieste, Italy. Assicu-
razioni in 1996 surpassed Employ-
ers Re as the fourth-largest rein-
surer based on premium volume
(BI, Sept. 1).

The capacity may be adequate
given the risk of a large catastro-
phe, but it is generating a reduc-
tion in rates, he said. For now, be-
cause of few catastrophe losses, the
lower rates have not yet had an ad-
verse effect on reinsurers’ profits,
he added.

The philosophy of Generali is to
look at the underwriting prof-
itability of the business it writes,
Mr. Pagnanelli said.

“If rates get too low, we'll stop
writing a risk, such as space busi-
ness,” he said.

Generali, long a leader in the
space insurance market, in the
past year has faced new competi-
tion from reinsurers in Bermuda
and elsewhere that are seeking to
diversify their books by entering
the space market.

In addition to lowering rates,
other companies are competing for
space risks by “extending policy
periods or giving launch cover for
free,” he noted.

“Too much of the new capacity is
innocent capacity,” Mr. Pagnanelli
said.

Profitability

The question of whether 1997
would be a profitable year if rein-
surers had suffered a normal level
of catastrophe losses produced
varying answers. While most rein-
surers felt their books still would

be profitable because catastrophe
reinsurance rates in the United
States are still relatively high, the
margins are becoming slimmer.
“The industry doesn’t appear to
be looking at what sort of returns
they should be getting on a prod-
uct line over a business cycle,” said
William J. Adamson, chief execu-
tive officer of CNA Re in Chicago.
He advocates a risk-adjusted re-
turn strategy, which takes into ac-
count the volatility of individual
lines in a multiline book of busi-
ness. “While a company may make
a profit with a multiproduct book,
they can later find out that wasn’t
enough to cover their exposure in
the lines they write,” he explained.

Retrocessions

While some reinsurers may have
slim profit margins on their gross
writings, they can unload some of
their exposures to other reinsurers
through the purchase of cheap
retrocessional coverage.

“There is a much larger retro
market now,” said Mr. Berger of
F&G Re.

The retrocessional reinsurance
market shrank drastically after
Hurricane Andrew in 1992.

But now reinsurers are again
able to gain greater leverage
through the purchase of retroces-
sional reinsurance, Mr. Berger
said.

The retrocessional reinsurance
market is growing in particular in
London, Mr. Iles said.

“It’s growing, but it's not silly
growth, and in the non-marine
market, its being written by people

who know what they are doing,”
he said.

LaSalle Re Ltd. in Bermuda is
one of the reinsurers buying retro-
cessional coverage, said Graham
A. Waite, vp and underwriter.

LaSalle also increased its cover-
age by buying the CATPUT prod-
uct marketed by Aon; CATPUT in-
jects new capital into an insurer or
reinsurer if a catastrophe depletes
the insurer’s or reinsurer’s capital.

The extra coverage will enable
LaSalle to keep similar capacity
for clients in the event of a large
catastrophe, Mr. Waite said.

“So often in the past, the rein-
surance market has reacted to
catastrophes by reducing their ex-
posure to the market. . .we see it as
an opportunity to expand in a hard
market,” he said.

“Companies are more willing to
purchase retrocessional coverage,
because they don’t like underlying
prices, and it’s cheap,” said one
U.S. reinsurance executive who
asked not to be named.

Some reinsurance executives see
the possible re-emergence of a
retrocessional spiral in the marine
market.

The so-called LMX spiral in the
1980s led to massive losses by
many Lloyd’s of London syndi-
cates that wound up assuming
risks they thought they had ceded.

There is a spiral in the marine
market, said Michael J. Caley,
chief executive officer of Kinin-
month Lambert Ltd. of London. “I
don’t think it ever came out of it,”
he said of the marine market.

Continued on next page
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“I don't know if the market has a
short memory or not. I hear the spi-
ral market is opening again, and
not just in marine,” said Mr. Porro
of Swiss Re. “We will only be able
to judge in a few years’ time”
whether this spiral is more disci-
plined than previous ones, he said.

However, the current spiral may
be different from earlier ones. said
Mr. Adamson of CNA Re. “In the
"10s, everyone knew rates were in-
adequate and bought more cover-
age. Companies that didn’t cover
their aggregates got burned,” Mr.
Adamson said. “Today, we see
retrocessional pricing that’s low
enough it is seen as a good buy.
Unlike the past LMX spiral, they
are not trying to arbitrage their
risk,” he said.

Primary retentions

In addition to providing cheaper
retrocessional coverage, the soft
reinsurance market also provides
an opportunity for some ceding
companies to reduce their reten-
tions and buy more reinsurance.

The phenomenon is most preva-
lent in London, where the one-year
nature of Lloyd's underwriting en-
courages syndicates to purchase
reinsurance to obtain maximum
leverage each year, said Mr. Wake-
field of Guy Carpenter. “It is much
more difficult for them to take the
long-term view,” he said.

In the United States, most insur-
ers are maintaining or increasing
their retentions, said James Duffy,
president of St. Paul Re in New
York. “There is a continuation of
increased retentions as there is
pressure on the primary companies
to grow,” he said.

As the extended period of low
catastrophe losses continues, more
primary insurers are becoming
more comfortable with large reten-
tions, Mr. Duffy said.

“When you have a long time
when you don't have a lot of signif-
icant catastrophes, you can be
tempted to think that it will go on
forever,” he said.

“Primary companies are retain-
ing more of their risks,” said Don-
ald S. Watson, director of reinsur-
ance ratings for Standard & Poor's
Corp. in New York. “With property
risks, in particular, the availability
of cat models has given companies
a better picture of their exposure,
and they are only going to sell off
the highly exposed risks of their
books. You're paying more rate on
line because of the higher expo-
sure,” but the companies are re-
taining the better risks, he said.

“There’s always the risk of un-
certainty, but the primaries are
emboldened to retain more,” he
said.

“A lot of companies, even AIG,
are taking less reinsurance, even
though some should be buying
down retentions in this market,”
said Richard E. Cole, chairman and
CEO of Chartwell Re.

Many ceding companies in the
United States are increasing their
retentions in an effort to grow, but
some other large companies in the
U.S. and European markets are
buying more reinsurance coverage,
said Dirk Lohmann, the new chief
executive officer of Zurich Re, a
subsidiary of Zurich Insurance Co.
in Zurich.

“They don't care if they collect
100%; they are more worried about
their bottom line, and if they can
leverage their net earnings using
other peoples’ capital, they’'ll do
it,”” he said.

New frontiers

Rather than simply increasing
their capacity in their existing

markets, other reinsurers are look-
ing for new areas and methods to
increase their business.

St. Paul Re, for example, has en-
tered the aviation and satellite
market in London and has opened
an office in Australia to write rein-
surance for the alternative risk
transfer market there, said Mr.
Duffy.

The new business will offset a
10% reduction in revenues on St.
Paul Re's existing business, Mr.
Duffy said.

Reinsurers can increase their
business in some areas without cut-
ting rates drastically, said Mr.
Blondeau of SCOR.

“In the U.S., medium-sized re-
gional insurers are expanding, and
that is true in Europe, too. And the
very large companies are losing
ground,” he said.
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Monte Carlo, host of the reinsurance industry’s annual Rendez-Vous de
Septembre, also attracts some of the world’s largest yachts as well as

beautifully restored entries for an antique boat show.

And the rating levels for the mid-
size companies generally are flat,
Mr. Blondeau said.

Claims ratios for certain busi-
nesses in Europe are improving, az-
cording to Mr. Blondeau, who cited
as an example automobile liability
in Germany and the United King-
dom.

Rating levels in some emerging
markets also are improving. For
example, the catastrophic flooding
in Central Europe could lead to
higher rates in those markets, Mr.
Blondeau said.

“The key to success will be to be
selective and to be very careful
with what you do with your capac-
ity,” he said.

Reinsurers willing to cover mul-
tiyear deals are attracting more
business, as cedents are looking for

Continued on next page
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Continued from previous page
the stability long-term coverage
provides, Mr. Blondeau said.

“They want to save on adminis-
tration and expenses. . .and instead
of shopping around, they want a
long-term relationship,” Mr. Blon-
deau said.

Cedents are willing to forgo the
opportunity of shopping around for
cheaper coverage for the certainty
the multiyear deals offer, said Mr.
Ies of Aon.

The deals most often are for three
years, and often the premium in-
creases only slightly for each year
of the contract, Mr. Iles said. So, if
the market suddenly turns hard,
cedents with multiyear contracts
are not faced with massive increas-
es.

“They want to know that if they
are paying £1 million ($1.6 million)

this year, in 1999 they are going to
be paying £1.2 millior: ($1.9 mil-
lion), not £3 million ($4.8 million),”
Mr. Iles said.

Reinsurers also are expanding
their books of business by offering
coverage that has not normally
been seen as part of reinsurers’ ar-
ray of products, such as interest
rate hedging devices, said Mr.
Strohschen of Gerling.

Gerling itself does not have the
expertise to cover the risks, but can
access it through its link with
Deutsche Bank A.G. Deutsche
Bank owns 30% of Gerling and to-
gether the companies work togeth-
er to offer an extended range of
products, he said.

“We would say that we can't do
hedging, but we can work with
Deutsche Bank to help you out,”
Mr. Strohschen said. En

By GAVIN SOUTER

MONTE CARLO, Monaco—
Those reinsurers that came to the
Rendez-Vous de Septembre hop-
ing to hear about a decrease in
competition in the market were
sorely disappointed.

Instead, market capacity is set
to significantly increase over the
next few months: Plans for two
new reinsurers were announced at
the Rendez-Vous, another was
formed just before the meeting,
another previously announced
reinsurer is expected to begin un-
derwriting in November, and sev-
eral existing reinsurers plan to ex-
pand their capacity.

Resource Underwriters Ltd. in
Bermuda plans to be a multiline
reinsurer with $300 million in
capital. Executives from the com-
pany were at the Rendez-Vous
while awaiting approval by
Bermuda regulators. The regula-
tors’ decision was expected by the
end of last week.

David Thirkill will be chairman
and chief executive officer of Re-
source, which is backed by 18 in-
vestors. Mr. Thirkill underwrote
financial reinsurance for Forum
Reinsurance Co. Ltd. in Bermuda
before leaving the company in
1990. A Forum unit, Focus Insur-
ance Co., collapsed in December
1990, and Mr. Thirkill and other
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Reinsurance capacity to increase

company officers were named in 2
$20 million negligence suit, buf
the action was dismissed ir
November 1992.

Robin Spencer-Arscott, the for-
mer chairman of Aon's Bermuds
operations, will be president and
chief operating officer of Re-
source.

The formation of ESG Re Ltd.
by reinsurance underwriting man-
agers European Specialty Groug
also was announced at the Ren-
dez-Vous. The company will be
capitalized at 380 million deutsche
marks ($214.5 million) and will of-
fer coverage for accident, health
life, credit life and disability, and
non-appearance risks in sport and
entertainment,

ESG will be backed by U.S. and
European institutional investors
and Head & Co. L.L.C. in New
York, the company formed by
John C. Head that specializes ir
taking over troubled insurers. Mr
Head also helped launch Bermu-
da-based catastrophe reinsurex
Partner Re Ltd. in 1993. The com-
pany will have offices in Ham-
burg, Germany; London; Miami
Moscow; Hong Kong; Dublin, Ire-
land; and Toronto.

Mr. Head will be non-executive
chairman of ESG Re, and the chief
executive officer will be Stever
Debrovner, the former chief mar-
keting officer for non-life business
at CIGNA International.

Just before the Rendez-Vous.
backers X.L. Insurance Co. Ltd
and Risk Capital Reinsurance Co
announced the formation of Latir
American Reinsurance Co. Ltd
(BI, Sept. 8). The reinsurer will be
capitalized at $100 million anc
will provide mainly short-tail
multiperil property reinsurance in
Latin America. Richard Meyer
formerly an executive vp of John-
son & Higgins, will be chairmar
and chief executive officer.

Liberty Re Ltd., the proposed
London subsidiary of Liberty Mu-
tual Group in Boston, is expectec
to begin operations in November
The company will be capitalized
at £250 million ($400.4 million)
and will write property, casualty,
life and health reinsurance. The
company aims to work more close-
ly with clients than traditional
reinsurers do and offer extra ser-
vices, such as claims management
and product design.

Liberty Re’s chief executive is
John Engestrom, the former head
of Mercantile & General Reinsur-
ance Co. P.L.C,, which was bought
by Swiss Reinsurance Co. in 1996.

As reinsurers enter the market
several existing reinsurers are in-
creasing their capacity.

For example, SAFR Group, the
Paris-based multiline reinsurer
purchased by Partner Re earlier
this year, will increase its net per
risk capacity to $10 million from
$5 million.

Gerling-Konzern Globale Rein-
surance Co. in Cologne, Germany,
also expects to increase its capaci-
ty by the end of the year by form-
ing a new unit that will allow in-
dustrial risk clients to access the
joint capacity of the reinsurer and
its insurance company parent, the
Gerling Group, said Norbert
Strohschen, chairman of the rein-
surer.

The insurer and reinsurer alsc
will work with Deutsche Bank
A.G. to provide multiyear, multi-
line and securitized products for
clients, he said.

Deutsche Bank owns 30% of
Clarling | =21 |
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Consolidation felt

throughout industry

By GAVIN SOUTER
and PAUL D. WINSTON

MONTE CARLO, Monaco—
Censolidation in the reinsurance
and brokerage industries is likely
to continue, though not without
ramifications for those that re-
main, reinsurance executives say.

The benefits of consolidation
most often cited are a reduction in
costs, diversification and instant
global reach. At the same time,
some reinsurers warn of the risks
of concentrating market share in
the hands of fewer brokers or
reinsurers.

Others see consolidation as an
opportunity to win business from
their gigantic rivals and a chance
for swift, specialized brokers to
sparkle.

Those were some of the views of
reinsurance executives attending
the annual Rendez-Vous de
Septembre meeting in Monte Car-
lo, Sept. 8-13.

“Among lower-capitalized rein-
surers, history indicates there will
be more consolidation,” said
Bruno Porro, a member of the ex-
ecutive board of Swiss Reinsur-
ance Co. of Zurich, Switzerland.
“Among large companies, SAFR
was the last really attractive big
company. In Europe, consolida-

tion has progressed very far,” he
noted.

One possible remaining acquisi-
tion target in Europe will be
Groupe des Assurances Na-
tionales, which is due to be priva-
tized by the French government,
said Mr. Porro.

Assurances  Generales de
France, Allianz A.G. Holding,
Fortis A.G. and at least two con-
sortiums have been cited as possi-
ble bidders for GAN (see related
story, page 2).

During the week of the Rendez-
Vous, another French reinsurer,
Cie. de Reassurance d'Ile ce
France, or Corifrance, was bought
by Terra Nova (Bermuda) Holc-
ings for an undisclosed sum.
Corifrance’s 1996 premium vo:-
ume was 153 million French
francs ($30 million).

Consolidation likely will cor-
tinue as the intense competition in
the reinsurance market continues,
said James Duffy, president of St.
Paul Re in New York.

“When you have:so much capac-
ity in the market, there are certain
players that underperform others
and the ones that underperform
will have to do something differ-
ent,” he said.

That scenario would only be
changed by a significant event

See Deals on next page
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that drains the capital of the market,
Mr. Duffy said.

“Consolidation is justified by the
need to reduce costs and perhaps to
offer better service,” said Benito Pag-
nanelli, deputy general manager of
Assicurazioni Generali S.p.A. of Tri-
este, Italy. “You can become a global
company by 20 years of work or by an
acquisition,” he noted.

The concentration of risks with just
a few mega-reinsurers also may create
opportunities for other reinsurers,
said Norbert Strohschen, chairman of
Gerling-Konzern Globale Reinsur-
ance Co. in Cologne, Germany. “So
many companies have merged, and a
lot of clients have changed their rein-
surance programs as a result. They are
happy to place a certain amount of
business with Swiss Re or Employers
Re but not everything,” he said.

Companies such as Gerling can put
themselves forward as an alternative
to the biggest reinsurers, said Mr.
Strohschen, who estimated its premi-
ums would gain 8% to 10% as a result
of such defections.

Strong reinsurers also will be able
to win business from small competi-
tors, said James Dowd, chairman and
chief executive officer of Odyssey Re
Corp. in New York.

Odyssey Re is a product of consoli-
dation through its parent company’s
purchase of several reinsurers. Fair-
fax Financial Holdings Ltd. pur-
chased Cie. Transcontinentale de Re-
assurance of Paris last year, and its
purchase of Sphere Drake Holdings
Ltd. is pending. CTR will continue to
trade under its existing name in
France, but Sphere Drake likely will
become Odyssey Re U K., he said.

Increasingly, cedents are looking
for large, secure reinsurers and the
strength of the larger reinsurers will
give them a benefit over smaller com-

petitors, Mr. Dowd said.

“Rapid-fire consolidation among
direct writers you've heard of. Most
deals are considered a success for
buyers and selling organizations,”
said David Jarvis, global head of fi-
nancial institutions for Salomon
Brothers Inc. in New York. “The
spillover to the broker market,
though, did not occur as expected.”

One reason, he said, is there is less
opportunity for expense reduction in
mergers of broker-market reinsurers,
compared with direct writers. Broker-
market companies have relatively
lower general and administrative ex-
penses, with an external distribution
system for their products, he ex-
plained.

There also are questions about the
value of the “broker-market fran-
chise” and their ability to control their
book of business, Mr. Jarvis said.

Today, there are fewer reinsurers on
most treaties, so there is less of a need
for multiple brokers, he noted. Bigger
reinsurers also increasingly will de-
mand a bigger slice of profitable
treaties, he added.

“The more the reinsurance market
consolidates, the less you need bro-
kers,” agreed Mr. Pagnanelli.

Broker consolidation is not without
its benefits, though, some reinsurance
executives say.

“We see a lot of benefits of broker
consolidation,” said Steven J.
Bensinger, president of Chartwell Re
Corp. of Stamford, Conn. “It allows us
to become closer to a small number of
brokers.”

At the same time, broker consolida-
tion can create a business risk in that
a greater percentage of an underwrit-
er’'s business is coming from a few
megabrokers, said Richard E. Cole,
chairman and CEO of Chartwell Re.

That is why it's important for rein-
surers to increase in size themselves,
he said. “In a way, broker consolida-
tion is a factor that drives reinsurer
consolidation.”
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“One also mitigates the business
risks of this concentration by building
stronger relationships with fewer in-
termediaries,” noted Mr. Bensinger. In
turn, the brokers will become a more
efficient distribution system, he said,
by knowing their markets better.

Consolidation also is making the
brokers more efficient, according to
Mr. Bensinger. “There’s too much cost
in the current distribution system.”

The large brokers will be able to of-
fer more resources and better services
to their clients, said Hady Wakefield,
chairman of Guy Carpenter & Co. Inc.
in New York.

“Clients look for and expect far
more sophisticated financial advice
than reinsurance brokers have previ-
ously given,” he said.

Guy Carpenter, the reinsurance
arm of Marsh & McLennan Cos. Inc.,
grew significantly bigger through its
merger earlier this year with Willeox
Ine,, the reinsurance arm of Johnson
& Higgins.

During the week of the Rendez-
Vous, it was rumored that Guy Car-
penter would become even bigger
through M&M’s purchase of both
Jauch & Huebener KGaA in Ham-
burg, Germany, and G.J. Sullivan Co.
in Los Angeles.

However, late last week Aon
emerged as the apparent winner in
the bidding for the German broker,

The consolidation among reinsur-
ance brokers will give more clout to
the brokers that remain, Mr. Wake-
field said. “In a soft market like this,
clout is very helpful, but it would be
wrong to take irresponsible advan-
tage of that,” he said.

The large reinsurance brokers will
have greater influence in the market,
agreed Ronald A. Iles, chairman of
Aon Re Worldwide Inc. Aon also grew
over the past year through the pur-
chase of Alexander & Alexander Ser-
vices Inc. and Minet Group.

“It gives us a good entry to clients
and it gives us a certain leverage po-

tential,” Mr. Iles said.

Aon has become stronger and the
companies it has bought now have
more resources available as a result of
the mergers, Mr. les said.

Additional broker consolidation
likely will continue, he added. “We
are still looking at consolidations in a
small way,” Mr. les said.

Small brokers that remain indepen-
dent may prosper, but they will have
to be sharp and efficient, said Mr.
Duffy of St. Paul Re. “The small bro-
kers will have to specialize and they
will have to understand what they
bring to the market. They will have to
be small and swift,” he said.

Significant future broker consoli-
dation would be detrimental for rein-
surers, said John Berger, president of
F&G Re Inc, in Morristown, N.J.

The remaining few brokers would
control so much business that their
negotiating position would be greatly
enhanced, he said.

“The company consolidation, I
think, will continue, but on the broker
side, I hope not,” Mr. Berger said,

Currently the relationships between
individual brokers and underwriters
will help prevent a serious imbalance
of negotiating power, said Mr. Dowd
of Odyssey Re.

“In the reinsurance world there is
some direction from head office but
the day-to-day decisions are made by
the individual brokers and they are
based on their relationships with un-
derwriters,” he said.

Small broker-market reinsurers
may be affected by the broker consol-
idation as the large brokers will “turn
the tap,” said Dirk Lohmann, chief
executive officer of Zurich Re, a unit
of Swiss-based Zurich Insurance Co.

“Butitwon't have a great impact on
the large reinsurers bhecause those
reinsurers have a relationship with
the client even if it's through a broker
channel,” he said.

Consolidation among reinsurers
also may have its downside, some ex-

ecutives say.

The concentration of the market in
the hands of a few companies was
likened to an oligopoly by Mr, Pag-
nanelli of Generali.

“Maybe 60% to 70% of the market
is in the hands of four or five reinsur-
ance groups. This presents a concern
for buyers,” he said. With so few com-
panies controlling so much business,
there may be a risk that they could
dictate terms that the rest of the mar-
ket must follow, he said.

The planned merger of Credit Su-
isse Group with Winterthur Group
also may have negative implications
for the market, Mr. Pagnanelli said.
“It is the first, but there will be oth-
ers,” he said of bank/insurer mergers,

“Finance and life insurance have
some similarities, but finance and the
P/C business does not make sense—
it's perplexing,” he said.

Such a merger raises questions
about the influence of the banking
side on the insurance operations, said
Mr. Pagnanelli. “Who would take re-
sponsibility to decide where to invest
capital—by buying shares or taking
more risk?” he questioned.

A bank/insurer combination also
risks exposure to losses on two fronts,
he said, pointing to a commercial
business that borrows from the
bank/insurer and is insured by it.

Industry consolidation may create
concern “about displacement that
takes place and disruption of relation-
ships,” said William J. Adamson, chief
executive officer of CNA Re in Chica-
£0. “When change happens, it’s either
an opportunity or you'’re under fire,
because clients like stable support.”

“Lots of good people are on the
street due to consolidation. So many
people and a lot of talent,” observed
Michael J. Caley, chief executive offi-
cer of reinsurance broker Kininmonth
Lambert Ltd. of London. The silver
lining from this situation, though, is
that “it's fertile” for recruiting new
people and teams, he added. | Bf |

By PAUL D. WINSTON

MONTE CARLO, Monaco—Ten
years after Mission Insurance Co. en-
tered liquidation, a group of 19 Eu-
ropean reinsurers, their attorneys
and auditor gathered in France re-
cently to celebrate the end of their
battle to avoid liability for claims
from Mission’s liquidator.

After years of costly and con-
tentious legal wrangling with Mis-
sion’s liquidator, the reinsurers last
year won a California Court of Ap-
peals order compelling a trial court
Judge to uphold an arbitration pan-
el's 1995 ruling that found the rein-
surers owed nothing to the Mission
estate (BI, Sept. 23, 1996),

The celebration was held at Le
Grand Hotel in St. Jean Cap Ferrat,
France, on Sept. 10, during the annu-
al Rendez-Vous de Septembre in
nearby Monte Carlo.

“The sad case is that some reinsur-
ers were bullied into paying 100
cents on the dollar early on,” ob-
served R. Gaylord Smith, a partner
with Lewis, D’Amato, Brisbois &
Bisgaard L.L.P. of San Diego. Mr.
Smith and Ernest Slome, also a part-
ner with Lewis, D’Amato, were the
trial attorneys for the 19 reinsurers.

Lead counsel for the reinsurers
were Luke Lynch Sr. and John Hig-
gins, both partners with D’Amato &
Lynch in New York.

The California Insurance Depart-
ment in December 1986 sued 145
reinsurers of Mission and its sub-
sidiaries for more than $1.2 billion in
unpaid recoverables and punitive

damages, alleging with bad faith.

The department argued that Mis-
sion’s difficulty in collecting pay-
ments from reinsurers was a major
factor holding up a financial bailout
plan designed to prevent a liquida-
tion of the insurer. Mission ultimate-
ly entered liquidation in March 1987.

Among those reinsurers that had
balked at paying claims, the group of
19—all of which were participants in
a treaty reinsurance pool managed
by Pacific Reinsurance Management
Corp., a unit of Mission—had denied
liability on numerous grounds, in-
cluding that PRMC had defrauded
them, misrepresenting the types of
business written by the pool, among
other charges.

Their challenge was prompted by
an audit conducted in 1984 by Bene-
dicte Dollfus of Paris-based
Corifrance, or Cie. de Reassurances
dTle de France.

“Mademoiselle Dollfus’ audit un-
covered significant irregularities,”
said Mr. Slome.,

Her audit prompted a liaison com-
mittee for the group to hire Norman
Reitman & Co. of New York to con-
duct a more in-depth audit of the
PRMC pool, according to Mr. Slome,

The Reitman audit found evidence
of unauthorized treaties, among oth-
er things.

“Everything, underwriting infor-
mation, right from the beginning,
was wrong,” said Norman Reitman,
president of the firm.

He said the Mission case demon-
strates the importance of preventive
auditing by pool members, rather

Mission veterans féte end of

than waiting until a problem blows
up.
“Pool members never want to do
preventive auditing, because they
don’t like lawyers and accountants,”
he observed. “But if they had....”

Despite the legal costs and chal-
lenges, the 19 reinsurers hung to-
gether throughout the 10-year battle.

Communication was a critical fac-
tor in keeping the group together,
said Mr. Slome. The attorneys com-
municated with the liaison
committee on a weekly basis,
and almost daily with the com-
mittee chairman. In addition,
the 19 met annually.

What galvanized the 19 com-
panies’ resolve to fight, accord-
ing to Mr. Smith, were efforts
by the liquidators and Karl L.
Rubinstein, a partner with Ru-
binstein & Perry who repre-
sented the liquidators, to “bul-
ly them” into paying full
amounts in spite of the reinsur-
ers’ charges of fraud and mis-
representation.

Through it all, however, the
reinsurers’ attorneys gained a
grudging respect for the tenac-
ity of their opponent, Mr. Ru-
binstein.

“He collected over $1 billion.
It was an effective strategy” for
Mission's polieyholders, said
Mr. Smith.

However, he added, if the
reinsurers proved their allega-
tions of fraud, “was it right that
he got all that money for the
policyholders from the other

reinsurance battle

reinsurers?’

The reinsurers are: Alphega Insur-
ance Ltd.; Caisse Mutuelle d’Assur-
ances et de Prevoyance; Caja Rease-
guradora de Chile S.A.; Corifrance;
Copenhagen Reinsurance Co. Ltd,;
Deutsche Ruckversicherung A.G.:
Giensidige Norsk Skadeforsikring;
Lansforsakringsbulagens A B, par-
ent of Stockholm Re; Legal & Gener-
al Assurance Society Ltd.; Monsure
Ltd., a Bermuda captive of Monsan-

The celebrants included, in the first row, from left to right: P. Lundstedt of Copen-
hagen Re; B. Dollfus of Corifrance; J. Higgins of D’Amato & Lynch; A.C. Nilsson
of WASA; D. Cagnina of SAl; Mrs. Crickx; Mrs. Vernes and E. Vernes of
Corifrance. Second row (I-r): R.G. Smith of Lewis, D’Amato; S. Greenfield of Nor-
man Reitman & Co.; J. Haraldstad of Gjensidige Skade; Mrs. Reitman; Mrs.
Lynch; and Mrs. Lundstedt. Third row (I-r): J, Crickx of Deutsche Re; T. Olsson of
Stockholm Re; Mrs. Bergman; R. Greenfield of Norman Reitman & Co.; B. Lund-
stedt; and N. Reitman of Norman Reitman & Co.; rear row (I-r): R. Briffod of Alphe-
ga; F. Molden of WASA; E. Slome of Lewis, D’Amato; B. Bergman of Sampo; L.
Lynch of D’Amato & Lynch; and S. Duner of Stockholm Re.

to Co.; Omsesidiga Sjoforsakringsbo-
laget Sjoassuransforeningen and
Ursa Jalleenvakuutusosakeyhtio,
both now part of Sampo Insurance
Co. Ltd.; Pan Korea Insurance Co.
Ltd.; Pohjola Insurance Co. Ltd.; La
Providence Compagnie; Royale
Belge S.A; Security Insurance Co,;
SAI Industrial Insurance Co. Inc;
and Svenska Veritas Insurance Co.,
now part of WASA International In-
surance Co. ED
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Reinsurers watching changes at Lloyd’s

By PAUL D. WINSTON
and GAVIN SOUTER

MONTE CARLO, Monaco—The in-
flux of insurance and reinsurance
company capital into Lloyd’s of Lon-
don is raising questions about
whether the market will lose its
unique qualities.

Some market observers have said
Lloyd’s will become less a collection
of entrepreneurial syndicates and
more a collection of insurance compa-
nies.

Reinsurance executives attending
the annual Rendez-Vous de Septem-
bre, however, generally view the
changes in Lloyd’s capital base as a
positive move that will retain the best

of the old alongside the benefits of the
new.

“There is a reaction against change.
What makes Lloyd’s entrepreneurial
is the people. There is a big influx of
corporate capital, but they aren’t re-
placing people in the market,” said
Donald S. Watson, director of reinsur-
ance ratings for Standard & Poor’s
Corp. in New York.

“Inside that building are 50 to 60
{people who are) real underwriting
talents, which the old system encour-
aged and developed. It's going to take
a long time for that talent to dissi-
pate,” agreed Michael J. Caley, chief
executive of Kininmonth Lambert
Ltd., a reinsurance brokerage sub-
sidiary of Lambert Fenchurch Group

P.L.C.in London.

“Munich, Zurich, New York, Chica-
go would die for that talent,” he said
of other reinsurance centers around
the world.

Corporate capital ~oming into
Lloyd’s in the long term theoretically
provides a more stable capital base,
said William J. Adamsoq, chief exec-
utive officer of CNA Reinsurance Co.
in Chicago. Although there is pressure
for change in the market, such as
moving to annual accountng and on-
going rather than annual syndicates,
“Lloyd’s still has a great “ranchise,” he
said.

“There’s going to be a hybrid of var-
ious permutations for some time,”
Steven Bensinger, president of

Chartwell Re Corp. of Stamford,
Conn., said of changes wrought by
corporate capital.

“You already see some organiza-
tions that are actively replacing the
traditional sources of capital and
seeking to buy additional capacity at
auctions,” said Mr. Bensinger. “Those
companies are leading the way in cre-
ating insurance companies under the
Lloyd’s umbrella,” he said.

On the other hand, there are still
managing agencies conducting busi-
ness “the old-fashioned way,” though
their numbers are declining, he said.

“We still have 10 syndicates under
management and have no plans to
combine them,” said Mr. Bensinger,
referring to Chartwell’s 1996 acquisi-
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A party hosted by Bermuda's insur-
ance industry was among the many
receptions at the Rendez-Vous.

tion of managing agency Archer
Group Holdings P.L.C. -

“Ir: today's market, we're not rush-
ng te put our own capacity at risk,"”
Mr. Eensinger said. “We're encourag-
ing traditional sources of capacity =0
remain in our syndicates.”

Given the influx of corporate capi-
tal tc Lloyd’s, “the resilience of the
unlimited names is surprising,” said
David Margrett, CEO of Lambert
Fenchurch Group.

Three years after corporate capital
first was allowed to enter the mar-
ket—and one year after the market’s
reconstruction plan—traditional indi-
vidual members accounted for 56% of
Lloyc's £10.3 billion ($17.64 billion) in
total 1997 capacity.

“I'raamazed at the number of offers
I get 2very week to buy my capacity
from managing agents and corporate
capacity providers,” said Mr. Caley, a
Lloyd’'s name. “I've got something
that for some reason other people
want.”

Mr. Margrett observed that corpc-
rate investors have acquired the
Lloyd’s franchise “rather cheaply, es-
pecially considering the value of the
worldwide access that is given to cor-
porate buyers.”

The good results of recent years
kave :ncreased the flow of capital ia
to Llcyd’s, said Ronald A. Tles, chair-
man of Aon Re Worldwide Inc. in
London.

“Lloyd’s will have a fantastic three
years in 1994, 1995 and 1996, so ther=
is no shortage of investor interest,” he
said.

Llovd’s has added to its stature as a
result of its resiliency, Mr. Tles said.

“I don't know of any other market
that has survived asbestos, pollution
anc fraud. It will continue to be a verv
imporzant market,” he said.

Chartwell’s Mr. Bensinger said
Lloyd s’ access to global markets was
a big factor behind the company’s
Archer acquisition.

“From a strategic standpoint, we
jumped light-years in a single move,”
he said. “From a shorter-term stand-
point, Archer was an opportunity to
increase our fee-for-service income.”

Not all executives are as sanguine
about zhe changes at Lloyd’s.

“Corporate capital may put more
pressure on syndicates to bring a re-
turn for shareholders,” said Brunc
Porro, a member of the executive
comm:ttee of Swiss Reinsurance Co.
of Zurich, Switzerland.

“Much progress could be made with
better Jinancial management of assets
by the old Lloyd’s,” he said. “Capital
and underwriting discipline are a
must‘!l

“T've had some clients go tc London
when they can’t get a risk covered on
the cor.tinent, so there may be an issue
of adverse selection,” according to Mr.
Porro.

See Lloyd's on page 52



E- PP\R\S ’ .

SINGAPOR

SCOR SHARES YOUR RISKS WORLDWIDE

SCOR RE

SCORJs

Two World Trade Center  New York, NY 10048-2495 « 212-390-5200
Chicago 312-663-9393 « Dallas 972-401-1066 « Hartford 860-525-2300 e [tasca 630-775-730C ® Miami 305-679-9951 e San Frzncisco 415-247-6565
www.scor.fr

Datanrd 4 + # fCirumarines) ki A 24 Deck



52 / Business Insurance, September 22, 1997

Lloyd’s

Continued from page 50

Conversely, in the past few years,
Lloyd's has lost a significant amount
of business to continental reinsurers
that it will have trouble wirning
back, said Herve Cachin, chairman
and general manager of SAFR Group
in Paris.

Cedents have been worried about
the security of Lloyd’s and moved
their business elsewhere, he said.

“They are still in a profitable posi-
tion for marine, aviation and catas-
trophe business, but for other
business they have to recover their
credibility,” Mr. Cachin said.

The changes the new corporate
capital will bring to Lloyd's are still
unknown, said James Duffy, presi-
dent of St. Paul Re.

“There is new capital and new
forms of capital that have not been
tested yet,” he said.

The new capital finds insurance
and reinsurance an attractive invest-
ment now, but it is still not known
whether the capital will remain in the
market if Lloyd’s suffers significant
losses, Mr. Duffy said.

Lloyd’s still is evolving and will
have to evolve further as the world
market changes, said Kate Sliwinska,
director of Eastgate Insurance Ser-
vices Litd., a London runoff company.

“It's like the British monarchy:
They both have to change, and timing
‘s critical,” she said.

The new corporate investors will
not be satisfied with losses or very
small returns, Ms. Sliwinska said.

“Their expectations are far higher
than those of the individual names.
They want returns on their money,

and they are not going to stick around
if Iloyd’s is not going to make a prof-
it,” she said.

Rather than the introduction of
corporate capital, “A bigger threat to
Lloyd’s is that they need to reduce
costs and efficiency,” said Mr. Mar-
grett of Lambert Fenchurch. “Lloyd’s
needs to lower its costs of capital,” he
added.

Lloyd’s also needs to maintain its
entrepreneurial spirit, said John R.
Berger, president of F&G Re Inc.

F&G Re has bought a managing
agency in Lloyd’s, and the U.S. par-
ent is anxious that the Llayd’s entity
maintains its distinct underwriting
culture, he said.

However, there is a danger that
some other corporate-owned syndi-
cates in Lloyd’s may lose their unique
flavor and that the corporations will
impose their own cultures on the syn-

dicates, Mr. Berger said.

“There is a risk that some of the
larger syndicates may become aver-
age insurance companies,” he said.

“A lot of companies are not going
to utilize all their capital and ease
back on stamp capacity” while mar-
ket conditions are soft, said CNA Re’s
Mr. Adamson. “There’s not going to
be much top-line growth this year,”
he said.

The issue of whether runoff rein-
surer Equitas Ltd. will prove to be
adequate to the task of assuming
Lloyd’s long-tail liabilities also is
open to some debate.

“Equitas is not a closed book. They
may have merely delayed the day of
reckoning,” said S&P’s Mr. Watson.

However, Swiss Re’s Mr. Porro
noted, “Equitas has improved its re-
turn on investments quite signifi-
cantly.”
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Capital
markets
spark talk,
not action

By PAUL D. WINSTON
and GAVIN SOUTER

MONTE CARLO, Monaco—In a
reinsurance market flush with ca-
pacity, interest remains high in us-
ing capital markets to finance risk.

Reinsurance executives say,
however, that the level of interest
exceeds the number and size of fi-
nancial deals actually being dore
on the insurance side.

What’s driving interest in capital
market financing is the possibility
of inadequate capacity in the mar-
ke for a serious catastrophic event,
though there has not yet been a
catastrophe of a size to prove theat
theorem, noted Steven I
Bensinger, president of Chartwell
Re Corp. of Stamford, Conn.

“The market lulls itself into a
false sense of capacity,” he said.

“There’s more insured values
worldwide, including developmant
throughout the third world, not
just in the U.S.,” Mr. Bensinger
said. “What's the U.S. industry’s
capitalization? $250 billion? ¥ou
can have a $100 billion loss event,
according to the cat models,” h2
said.

There’s a lot of interest in catas-
trophe bonds, though activity has
been modest, said David Jarvis,
global head of financial institu-
tions for Salomon Brothers Inc. in
New York.

Contrary to some fears, Mr.
Jarvis said, the securitization of
risk and other capital market inno-
vations will not threaten traditicn-
al reinsurers. The savings and loan
or building society does not disap-
pear because mortgages are securi-
tized, he noted.

In addition, the expertise of the
reinsurer still is needed to price a
cat bond, he added.

Capital markets products wil
likely find a place in the market-
place, but they still are evolving.
said James Duffy, president of St
Paul Re in New York.

“It's slow taking off, and the
products are specialized, but in the
leng run they will have a bearing
on the marketplace,” he said.

Late last year, St. Paul set up a
special purpose vehicle called
Georgetown Re, which is backed
by capital markets investors.
Gecrgetown Re enables St. Paul to
increase its capacity for short-term
property risks.

The facility allows reinsurance
buyers to increase their capacity
threugh the purchase of more rein-
surance from a highly rated rein-
surer rather than seeking addition-
al reinsurance from less well-rated
reinsurers, Mr. Duffy said.

Guy Carpenter & Co. Inc. took a
lead in the research of capital mar-
kets products more than two years
ago, but the products have not yat
taken off, said Brandon Sweitzer,
president and chief executive offi-
cer.

While the demand for capital
markets products so far has been
limited, the groundwork for future
success now is in place, he said.

Guy Carpenter, for example, has
estaplished a catastrophe index
that the newly established Bermu-
da Catastrophe Exchange will use.

See Capital on page 54
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“The index has to be seen to work.
People have to realize that it is
transparent, and they have to learn
to include it in their language. That
will take a bit of time,” said Hady
Wakefield, chairman of Guy Car-
penter.

The success of a few capital mar-
kets products shows that the invest-
ment market is beginning to open
up to the products, said Dirk
Lohmann, chief executive officer of
Zurich Re, a unit of Zurich Insur-
ance Co. in Zurich, Switzerland.

Mr. Lohmann was involved in the
development of capital markets
products at his previous employer,
Hannover Re Group.

“There is a greater comfort with
the concept,” he said.

Zurich Re will seek to develop
some capital markets products for
clients seeking alternative capacity,
Mr. Lohmann said.

A market for catastrophe bonds
will take some years to develop, “ba-
cause investors aren't used to this
type of risk yet,” said Bruno Porro,
a member of the executive board of
Swiss Reinsurance Co. of Zurich.
“With a choice between a junk bond
and a cat bond, they’ll likely choose
the junk bond,” he said.

Nevertheless, the Swiss reinsurer
recently made its first foray into
transferring catastrophic risk to the
capital markets with a bond deal
tied to its purchase of $112.2 million
in California earthquake reinsur-
ance coverage (BI, July 28).

For now, the friction costs are
high in the capital markets, said one
J.3. reinsurance executive who
asked not to be identified. Even so,
he suggested that capital markets
eventually may have the most suc-
cess in financing high-layer catas-
tre-

phe risks.

He estimated insurers worldwide
retain about $5 billion for catastro-
phe risks. Above that, reinsurers are
providing capacity for losses in the
S5 billion to $20 billion range.

“Capital markets can try to com-
pete in that five-to-20 band, or go
for tae market excess of $20 bil-
lion,” he said. “They’ll have a hard
lime competing with the price and
expertise from traditional reinsurers
in the five-to-20 band, but above
that, it’s hard to say,” the executive

said.

There is little need now for capi-
tal markets capacity to supplement
traditional reinsurance capacity,
said Serge Osouf, president and
chief operating officer

of SCOR S.A. in Paris.

“There is enough capacity in the
market to cover the market’s needs.
To be able to offer the kinds of re-
turns thet investors in the capital
markets products are looking for,
you need a very hard market,” he
said.

Also, cepital markets products are
much more expensive to offer than
traditional reinsurance, Mr. Osouf
said.

“You rieed investment bankers,
lawyers, you need to -edraft the
agreement every year aad conduct

your due diligence,” he said.
While traditional reinsurers neec.
to conduct similar work, reinsur-
ance is well-established, and it is ar.
efficient market, Mr. Osouf said.

But for now there has been more
talk than action, said James Dowd,
chairman and chief executive officer
of Odyssey Reinsurance Corp. it
New York.

“With the amount of capacity
available in the marketplace at the
moment, there is not much need for
securitizea coverage. . .it will have
its place, but it might take five
years,” he said.

In addition to providing added

PHOTOS: PAUL D. WINSTON

Above, the scenery around Monte Carlo, site of the 41st annual Ren-
dez-Vous de Septembre, provides a backdrop for boats at the Port
de Monaco, while at left, visitors enter and leave the well-known
Cafe de Paris, a site where many attending the meeting gather.

protection in the event of a large
catastrophe, capital markets risk =-
nancing may also help prevent a
rapid and dramztic hardening of tke
market after a lcss, one analyst said.

“On the property reinsurance
side, the securitization of the risk
will have an impact in not permii-
ting the kind of pricing after Ar-
drew and Northridge,” said Donald
S. Watson, director of reinsurance
ratings for Standard & Poor’s Corp.
in New York.

That benefit justifies the high ex-
penses of the reinsurers currently
trying to develop these capital mar-
ket tools, he said. ER
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Improving skills, exrtise primary: Panel

Insurers will look to reinsurers with changing needs as they try to provide shareholder value

By GAVIN SOUTER

MONTE CARLO, Monaco—The

reinsurance needs of primary in--

surers are changing.

Rather than simply turning zo
reinsurers for additional capacity,
insurers more frequently are seek-
ing added services from their
reinsurers, a panel of insurers and
consultants say.

Reinsurers are now expected to
provide analytical services, advice
on product design, global exper-
tise and tailor-made products,
they say.

To meet those expectations,
reinsurers must develop their ex-
pertise and skills and evolve into
high-quality service providers, as
well as providing secure capacity,
the panelists said at the formal
session of the Rendez-Vous de
Septembre in Monte Carlo earlier
this month.

The reinsurance needs of prima-
ry insurance companies are

changing as they are pressed to
provide more value to sharehold-
ers in an increasingly deregulated
environment, said Michael Muth,
a director of McKinsey & Co. Inc.
in Munich, Germany.

Insurers are growing larger
through mergers, facing new
risks, a new risk management cul-
ture is growing in industry, and
insurers are expanding into other
markets in search of growth, he
said.

“It all comes back to sharehold-
er value,” Mr. Muth said.

And insurers are expecting their
reinsurers to provide additional
skills to help them give their
shareholders the extra value, he
said.

“A drive for quality and value-
added is becoming -the critical
marketing factor in this market,”
Mr. Muth said.

In particular, insurers are seek-
ing vastly higher levels of skills
from reinsurers that provide non-
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proportional, facultative or alter-
native transfer reinsurance, he
said.

“Skills will be more important
than capital. . .capital cannot win
the competitive battle; skills can

ers, agreed Bernd Michaels, presi-
dent of the German Insurance
Assn. and head of Provinzial Ver-
sicherungsanstalten der Rhein-
provinz, an insurance company in
Dusseldorf, Germany.

‘In the future, a reinsurer will have to know a
good deal more about its cedents’ market
behavior and sales channels than was
previously the case,’ says Bernd Michaels.

because they provide value to cus-
tomers,” he said.
Already, there is nearly twice as

smuch capital available in the

worldwide réinsurance industry
than is needed to cover the risks
to which reinsurers are exposed,
Mr. Muth said.

To offer the increased skills that
insurers are demanding, reinsur-
ers will have to embrace a new
culture of professionalism, he
said.

Those that don’t eventually will
be forced out of the market, and
the remaining reinsurers will
mainly ke large, leading reinsur-
ers and small specialized compa-
nies, Mr. Muth said.

“And the large leaders will not
be broad-based; they will have the
resources to specialize themselves,
and they will be multispecialists,”
he said.

Reinsurers are beginning to fol-
low the path investment banks
followed in the late 1980s and ear-
ly 1990s, when the banks “‘rein-
vented themselves” and became a
skills-driven industry, Mr. Muth
said.

Like the investment banks,
reinsurers are consolidating into a
handful of large global compa-
nies; there is beginning to be a
similarly brutal competition for
high-class staff; and some rein-
surers are beginning to use simi-
larly sophisticated analysis as the
investment bankers do, Mr. Muth
said.

The only investment banking
trend that has not yet hi: the rein-
surance industry is the trend to
share most of the profits among
the skill-holders rather than the
shareholders, Mr. Muth said.

Primary insurers are seeking
improved services from reinsur-

In addition to providing ade-
quate capacity, reinsurers will be
expected to have much more de-
tailed knowledge of their cedents’
business, he said.

“In the future, a reinsurer will
have to know a good deal more
about its cedents’ market behav-
ior and sales channels than was
previously the case,” Mr. Michaels
said.

By obtaining this detailed
knowledge, reinsurers will be bet-
ter placed to offer tailor-made
products for cedents, Mr.
Michaels said.

The analysis provided by the
larger reinsurers also may help
their cedents better understand
their own risks, Mr. Michaels said.

“It goes without saying that
such special services also require
special remuneration. Direct in-
surers appreciate this; regret-
tably, our clients, when we offer
them special services in such ar-
eas as claim prevention, do not al-
ways appreciate this and believe
that the premium payment should
also cover all additional services,”
he said.

Insurers also will seek advice
from reinsurers regarding product
design and the pricing of primary
insurance, Mr. Michaels said.

However, reinsurers should be
careful not to favor one cedent
over another, especially when it
draws on data it has obtained
from all its clients, he said.

The growth and changing cor-
porate structures of primary in-
surers is changing the demands
they make of their reinsurers, said
Denis Kessler, managing director
of AXA-UAP in Paris.

As primary insurers consoli-
date, “there is less need for rein-
surance, because we are able to

mutualize the risks,” Mr. Kessler
said.

At AXA, the group is able to
buy reinsurance more efficiently
by centralizing the function for all
the individual units of the compa-
ny, Mr. Kessler said.

“Each unit is obliged to take out
reinsurance within the group, and
the reinsurance unit optimizes the
purchase of group reinsurance,
taking full advantage of market
conditions,” he said.

The reinsurers that AXA looks
for to take on the risks are ones
with “global vision,”” Mr. Kessler
said.

“They must have global and lc-
cal expertise,” he said.

They also must have leading-
edge expertise, imagination and
the technical capability to prc-
duce tailor-made’ products at a
reasonable cost, Mr. Kessler said

And they must be prepared to
enter to long-term relationships
with cedents, he said.

Reinsurers in the future will
have to work even harder to show
cedents that they provide added
value as well as capacity, said
John J. Kriz, managing director of
Moody’s Investors Service Inc. in
New York.

“Cedents are looking for solu-
tions and to be made aware of
challenges they may have been
blissfully unaware of. Reinsurers
which can do this, and deliver the
means to address the challenges,
will find themselves with happy
clients seeking them out,” M-.
Kriz said.

Successful reinsurers also will
have to use technology to speed
response times and help cedents
fundamentally reduce costs, M-.
Kriz said.

“Simply putting PCs on the
desks won't do,” he said.

But despite providing added
values, successful reinsurers still
will have to underwrite success-
fully in order to prosper, Mr. Kriz
said.

“The pre-eminence of under-
writing and accumulation mar-
agement will become more appar-
ent when financial markets weak-
en and investment returns do not
provide the profit support they
have in recent years,” Mr. Kriz
said.

Peter Lutke-Bornefeld, chair-
man of the board of executive d:-
rectors of Cologne Re, moderated
the session.

MONTE CARLO, Monaco—Of-
ficial and unofficial observers for
once agreed there were fewer peo-
ple at the Rendez-Vous de
Septembre.

But the level of the dropoff from
last year was wide open to debate.

According to the official figures,
2,321 people registered for the 41st
Rendez-Vous, down 29 from last
year.

Attendees came from 83 coun-
tries, with the largest contingent
coming from the United Kingdom,
with 576 people, and then France,
with 411. More than 200 traveled
from the United States to the
meeting,

But despite the official figures,

Attendance numbers down,
but level of drop disputed

many attendees, as usual, specu-
lated that the drop in num-
bers was even larger. Or perhaps
fewer people came for the entire
week.

Whatever the reason, attendees
certainly had less trouble securing
tables in the Cafe de Paris or the
bar and lobby of the Hotel de
Paris, the two main meeting points
of the Rendez-Vous,

For information on next year’s
Rendez-Vous, to be held Sept. 7-
11, 1998, contact Rendez-Vous de
Septembre, Centre de Congres Au-
ditorium de Monaco, Boulevard
Louis II, Monaco, MC 98000;
phone: 377-92-16-6050; fax: 377-
91-16-6135.

A figure on the Casino of
Monte Carlo.
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Employers more at ease
with partner benefits: Expert

By MICHAEL BRADFORD

ATLANTA—Employers are be-
coming rmore comfortable offering
domestic partner benefits and are
realizing it’s not as big a financial
concern as once feared, according
to a legal expert on domestic part-
ner issues.

Employers first “dribbled onto
domestic partnership benefits”
that first appeared in the early
1980s, then “jumped on the band-
wagon, and now it's a train steam-
ing down the line and gathering
momentum year after year,” said
Thomas F. Coleman, an attorney
and executive director of the Spec-
trum Institute, a Los Angeles-
based organization that works to
overturn laws and business prac-
tices that discriminate against un-
married people.

Mr. Coleman, speaking at the
Self-Insurance Institute of Ameri-
ca Inc.’s annual conference in At-
lanta earlier this month, pointed
out that three years ago, about 200
public and private emp_oyers of-
fered domestic partner benefits.
“There are now over 600."”

In recent months, several large
employers have begun offering the
benefits, Mr. Coleman noted. High-
technology firms, oil companies
and banks are among them.

“Why are large companies doing
this?"” he asked. “Obviously corpo-
rations are not in business to just
throw mcney away.”

One reason for offering the bene-
fits is to satisfy workers, Mr. Cole-
man said. Employers also have to
respond to competitors offering the
benefits, and there is the threat of
lawsuits by workers who feel they
are being treated unfairly if they .
don’t get the same benefits as
married co-workers.

Companies that
decide to offer

domestic

partner bene-
fits should not fear being saddled
with heavy costs, according to Mr.
Coleman.

He referred to a 1994 research
paper compiled by Hewitt Associ-
ates L.L.C. that indicates that
“contrary to warnings and predic-
tions by insurers and others, ex-
tending coverage to domestic part-
ners has not resulted in statistical-
ly significant differences in cost.”

In fact, the research says, “expe-
rience indicates the cost of domes-
tic partner benefits is lower than
was anticipated. Part of the lower
cost can be attributed to the fact
that eligible employees tend to be
younger and, as a result, healthi-
er-l)

Costs are lower than expected
also because enrollment rates gen-
erally are only as high as around

2% to 3%—and in many cases less
than 1%, according to the Hewiit
research.

Mr. Coleman pointed out that en-
rollment rates are low partly be-
cause domestic partner benefits in
most situations are taxable under
federal law.

He said employers have worried
they would be providing expensive
benefits to AIDS victims but have
found that risk is not as great &s
perceived, because “‘people basica -
ly are living a monogamous
lifestyle. . .and there just isn't the
problem people anticipated.”

The cost of treating AIDS cases
has fallen to a total of about
$100,000 per case, he noted, much
lower than the cost of care for cor-
ditions such as high-risk pregnar.-
cies that heterosexual couples can
experience.

Employers also are seeing thzt
fears of fraud related to domestic
partner benefits are unfounded,
Mr. Coleman said.

“There are restrictions that are
built in that help prevent fraud and
abuse,” he noted.

Partners generally are required
to sign affidavits, for example, that
indicate they are in a committed
relationship and are responsible
for each other’s welfare. Some em-
ployers offer the benefits only to
couples who live together.

Mr. Coleman said the studies he
has seen from consulting firms

See Benefits on next page
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that have examined companies of-
fering domestic partner benefits
nave not uncovered any fraud or
abuse by employees receiving the
venefits.

But not all employers are com-
fortable with offering the benefits.

Employers in Hawaii are chal-
enging a state law that took effect
2arlier this year and forces them
.o provide health care benefits to
anyone an employee deems a ‘‘re-
“iprocal beneficiary.”

The beneficiary does not have to
nave a connection with the em-
nloyee and is not required to live
n Hawaii.

Employers are claiming in a
lawsuit that the law creates a le-
sal, financial and administrative
nightmare (BI, July 21).

Employers also are waiting on a

ruling by Hawaii’s Supreme Court
that will determine whether gay
couples can marry in the state.

Mr. Coleman also pointed out
that the Hawaii ‘Legislature has
agreed to put a constitutional
amendment on the 1998 ballot
that would let voters decide
whether to allow same-sex mar-
riages.

That means a court ruling that
says the marriages can take place
could induce couples throughout
the country to travel to Hawaii,
where they could be married be-
fore the opportunity potentially
vanishes if voters reject it on the
November 1998 ballot.

Mr. Coleman said such a “win-
dow of opportunity” could bring
tens of thousands of people to
Hawaii to be married.

That could present a dilemma
for employers when those couples
return home to other states and
present a marriage certificate and

a demand for non-taxable benefits
that heterosexual married couples
receive, he noted.

If that scenario occurs, “‘every-
one is going to be in the middle of
the issue,” Mr. Coleman predicted.
Employers, unions and state gov-
ernments suddenly will find them-
selves dealing with how to recog-
nize the marriages and provide
benefits, he said.

Employers will be faced with a
demand by the federal govern-
ment, which does not recognize
same-sex marriages, to tax the
benefits, Mr. Coleman said. “The
employee or the union may wind
up suing the company and the
federal government to have this
decided. So there will be litigation
going on all around the country
for years if this happens in
Hawaii.”

Rick Lyons, vp-sales at ING
Medical Risk Solutions in Atlanta,
moderated the session. En

ATLANTA—The Self-Insur-
ance Institute of America Inc.
drew about 1,900 participants
to its 17th Annual National Ed-
ucational Conference
& Expo in At-

lanta earlier
this month.
The eXpo,

held Sept. 9-13
at the Atlanta
Hilton & Tow-
ers, featured a number of semi-
nars with topics that drew
third-party administrators,
benefit and risk managers, hu-
man resgurces managers and
others to the conference rooms.

About 1,900 travel
to SIIA conference

scheduled for Sept. 22-26 in

The five-day event kicked off
with a golf tour-
nament just
outside Atlanta
and ended with
committee
meetings and in-
dustry roundtables
open only to SIIA
members.
Next year’s conference is

San Francisco.

More information is available
from the SIIA at P.O. Box
15466, Santa Ana, Calif. 92735-
0466; 714-261-2553, fax: T14-
261-2594.

Mutual
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servers say the most likely buyer
f MBL is one of the large mutual
nsurance companies, such as The
Prudential Insurance Co of Amer-
ca, Metropolitan Life Insurance
Co. or John Hancock Mutual Life
[nsurance Co.

Other candidates include indus-
ry “consolidators,’ such as Con-
seco Inc., GE Capital Services Inc.
or American General Corp.

The companies mentioned either
nad no comment or did not return
alls.

The block of business is likely to
sell for $750 million to $1.5 bil-
ion, estimated John L. Ward,
CEO of Cincinnati-based Ward
Financial Group.

Company rehabilitators filed an
»ificial plan of rehabilitation for
“ourt approval in 1992 (BI, Aug.
10, 1992, Dec. 14, 1992), and an
amended court-approved plan
went into effect in 1994. The plan
ransferred the insurer’s assets
and liabilities to MBL Life Assur-
ance Corp., a new company.

The plan, however, sparked ap-
neals from policyholders and un-
secured general creditors over
several issues. A settlement was
reached in December 1996 and be-
rame final in February. Among
sther provisions, it called for un-
secured creditors and policyhold-
ers, including pension plan partic-
pants, to share on a 70/30 basis
any future value of MBL after the
:ompany emerges from rehabilita-
ion in 1999 (BI, Dec. 9, 1996).

Not all of the original Mutual
Benefit is now left. Shortly after it
was put into rehabilitation, Mutu-
al Benefit announced its plan to
sell its group health, accident and
ife business, which had generated
more than $1 billion in revenues
n 1990, to AMEV Holdings Inc., a
New York-based company owned
oy Dutch and Belgian insurers.

In 1992, Hartford Life Insurance
Co. agreed to assume and reinsure
he insurer’s corporate-owned life
nsurance business, which had
sroduced $1.1 billion in 1990 pre-
miums (BI, May 18, 1992, Nov. 2,
1992).

Mutual Benefit also has about
b2 billion worth of guaranteed in-
vestment contract business, but in
3 separate account, said a
spokeswoman. Under the rehabil-
tation plan, a group of 14 life in-
surance companies guarantee this
ousiness in exchange for manag-
ng its assets.

“It’s not likely all of it would go
n a sale,” she said, adding the
~ontracts’ disposition would be
letermined on a contract-by-con-
ract basis. although “it’s antici-

pated that most of those contracts
would be paid out at the end of
1999,” when the rehabilitation pe-
riod is now scheduled to end.

MBL's remaining business in-
cludes a little more than $3 billion
in pension liabilities, primarily
tax-deferred annuities, and $2.7
billion in individual liabilities,
primarily life insurance, said the
spokeswoman.

Among the options MBL consid-
ered was a joint venture or emerg-
ing as a stand-alone entity after
the rehabilitation period ends.
“The indications we had, based on
our initial analysis, are that a sale
would probably be the optimal re-
sult for various stakeholders, in-
cluding policyholders” so Gold-
man Sachs was engaged ‘“to see
whether there’'s a buyer out
there,” said the spokeswoman.

MBL “may have more value sold
off as a block of business” rather
than trying to grow or to regain its
status as a major mutual life in-
surance company by producing a
lot of business, said Larry Bross-
man, executive vp of Duff &
Phelps Credit Rating Co. in Chica-
go.
“The Mutual Benefit name
probably isn’t very good in the
marketplace any more,”’ he said,
adding, “There have been very
few examples—almost none—of
companies that have gone through
insolvency and come forward as
ongoing enterprises.”

The MBL spokeswoman, who
refused to say whether any poten-
tial buyer has expressed interest
so far, said the company expects
to have identified a buyer by the
first quarter of 1998. Approvals
still would be needed to complete
the deal, including those of the
New Jersey Commissioner of
Banking and Insurance, the Na-
tional Organization of Life and
Health Insurance Guaranty
Assns., reinsurers, certain credi-
tors, and the New Jersey Superior
Court.

A sale could mean the rehabili-
tation plan ends earlier than orig-
inally scheduled, she said. “We're
not saying that if we find a buyer
that the sale would necessarily
mean that the rehabilitation plan
would end sooner than that. It
might, but it’s too soon to tell for
sure,” the spokeswoman said.

She noted one consideration is
that under the rehabilitation plan,
there continue to be ongoing re-
strictions on policyholder access
to funds. A policyholder cannot
withdraw money without incur-
ring a penalty of a little more than
16% this year and a little more
than 10% in 1998. “That would
end if the rehabilitation period
ends,” she said, adding this issue
will not be recolved until a3 buver

is identified.

She noted these restrictions
have enabled Mutual Benefit to
rebuild its asset base. “When Mu-
tual Benefit went into rehabilita-
tion, over 50% of our assets were
in real estate-related investments.
With the ongoing restrictions on

Mutual
Benefit Life’s
journey to the
brink and back

January-June 1991:
Panicked policyholders
withdraw $425 million.
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Benefit Life L Mutual Benefit
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approves a plan under which

Hartford Lite Insurance Co.
would assume and reinsure
all of MBLI's corporate-owned
life insurance.
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November 1993: The court
approves an amended
rehabilitation plan, with Mutual
Benefit Life's assets and
liabilities transferred to a new
company called MBL Life
Assurance Corp.
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v
December 1996: Policyholders
and creditors settle court fight
over rehabilitation plan.
Unsecured creditors and
policyholders share on a 70/30
basis any future value of MBL
Life after it emerges from
rehabilitation in 1999.
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September 1997: MBL Life
explores possible sale.
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funds to policyholders, they're
also getting interest rates less than
the market, and that’s enabled us
to have the time to reduce our real
estate assets gradually and rein-
vest in investment-grade corpo-
rate bonds™ rather than to sell
Mutual Benefit’s real estate hold-
ings in a “fire-sale atmosphere.”

According to MBL’s statutory
balance sheet as of Dec. 31, 19986,
of MBL’s $14.37 billion in admit-
ted assets, the largest single por-
tion, $5.62 billion, is in bonds,
with only $5.9 million in mortgage
loans on real estate and owned
real estate.

A cooperative economy, includ-
ing a revived real estate market
and relatively low interest rates,
has helped Mutual Benefit’s reha-
bilitation process, observers say.

The economy has been “very
nice” to Mutual Benefit the past
few years, said Mark Puccia, man-
aging director at Standard &
Poor’s Corp. in New York.

There has been a “‘substantial
rebound in the real estate market-
place, which has increased the
value of their portfolio as well as
provided liquidity, so that they
can divest the properties they no
longer find viable,” said Mr. Puc-
cia. “And so as a result, you've
seen their real estate mortgage
holdings decline significantly, and
they've been able to grow their
surplus.”

Larry Mayewski, senior vp at
A.M. Best Co. in Oldwick, N.J.,
said the rehabilitation can be
considered “successful” from the
perspective that the organization
has strengthened its solvency.

“That’s not to diminish that pol-
icyholders received less value than
expected and obviously were re-
stricted from taking certain ae-
tions they might have wanted to
take,” Mr. Mayewski said.

The Mutual Benefit spokes-
woman said among the insurer’s
likely attractions to a buyer is “we
have 450,000 policyholders, we
have capital of almost $500 mil-
lion, we have internal expertise in
policy administration and cus-
tomer service (and) asset manage-
ment, we still have a relationship,
although we don’t have a field
force. . .with former agents of Mu-
tual Benefit.”

Observers say the business
should appeal to buyers seeking to
boost their market share. “They
have the potential to be a very at-
tractive investment play for some
acquirer who’s looking to consoli-
date and get economies of scale,”
said S&P’s Mr. Puccia.

Mr. Brossman, who anticipates
the company will quickly find a
buyer, said, “There are a lot of
people who are paying a big pre-

minm far cios

There are going to be a “few go-
rillas” in the business, and there
are 30 to 50 insurers in the busi-
ness who “want to be one of those
gorillas, and that means size.”

“There’s a lot of consolidation
activity,” said Francis deRegnau-
court, an analyst with Moody'’s In-
vestors Service in New York who
also anticipates the company will
be sold soon.

“You've seen it all over, so there
are plenty of people out there who
are full-time looking for proper-
ties, looking for blocks (of busi-
ness), since everything is selling
like hot cakes.”

S&P’s Mr. Puccia said one po-
tential drawback is a statement by
New Jersey Commissioner of
Banking and Insurance Elizabeth
Randall, who must approve a deal,
that she would consider the im-
pact of any sale on the Newark
business community and the com-
pany’s employees in the Newark
office.

Any purchaser will probably
“have to retain some level of em-
ployment in Newark, and (yet) the
best way to maximize financial
value is to cut expenses,” said Mr.
Puccia, “so that's the balance
they're going to have to play.” He
pointed out, however, that Pru-
dential’s corporate headquarters
are in Newark.

Another consideration is the
lack of a sales force, say observers.
“A buyer obviously is buying a
book of business, really, without a
distribution system, so you would
assume it’s somebody who already
has the distribution system in
place,” said analyst Gloria Vogel,
senior vp at Advest Inc. in New
York.

Some of the larger mutual in-
surers might find an MBL acquisi-
tion to be a “seamless™ transac-
tion in terms of integration, allow-
ing them to attain some addition-
al scale and improve the dynamics
of their own in-force block of
business, said A.M. Best’s Mr.
Mayewski.

This “seems to be the more logi-
cal path, although it's not
unimaginable that another buyer
could come in outside the large
mutual group” and also find the
in-force book of business’ prof-
itability attractive, Mr. Mayewski
said.

However, Mr. Ward believes one
of the “consolidators” is a likely
candidate.

“It would be desirable primarily
to those companies that are the
consolidators in the industry who
expand their operation by acquir-
ing blocks of business and admin-
istering profitably companies that
are not heavily reliant on agents

or distribution systems,” said Mr.
YA ard =18
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Continued from page 2

bar coverage as long as the policy-
holder knew it potentially could be
held liable for the earlier loss, the
overturned decision had held.

The insurers involved in the case
have asked the full 3rd Circuit on
Sept. 10 and 11 to reconsider the
panel’s decision. Among the insur-
ers from around the world involved
in the case are Allianz Insurance
Co., a subsidiary of Allianz A.G.
Holding; Employers Insurance of
Wausau, a subsidiary of Nation-
wide Group; Insurance Co. of
North America, a subsidiary of
CIGNA Corp., Travelers Indemnity
Co., a subsidiary of Travelers/Aet-
na Property Casualty Group; and
underwriters at Lloyd's of Londen.

The 3rd Circuit panel’s decision,
which relied heavily on a 1995 Cal-
ifornia Supreme Court decision
and two 2nd Circuit rulings, is the
most expansive and persuasive de-
cision on the “known loss” issue,
policyholder attorneys said. While
the ruling sets precedent only for
3rd Circuit federal district courts
in cases that require the courts to
interpret New Jersey law, policy-
holder attorneys expect the deci-
sion will be influential around the
country.

Insurer attorneys disagreed.
Even so, one insurer attorney said
the decision is more dangerous for
insurers than were earlier policy-
holder victories on this issue. That
is because insurers maintain that
policyholder liability in the 3rd
Circuit case was far less specula-
tive than was policyholder liability
in the earlier cases, explained Nezal
M. Glazer, a partner with D’Amato
& Lynch of New York. Mr. Glazer
represents several insurers in the
case, including Lloyd’s underwrit-
ers.

Still, policyholder attorneys say
the decision is not a total victory
for policyholders, because the
court still gives credibility to the
“known loss" doctrine.

The doctrine, sometimes referred
to as the “known risk” and the
*“loss in progress” doctrines, is
meant to ensure insurers’ funda-
mental requirement that losses
must be fortuitous. The doctrine is
not stated in liability insurance
policies, though. Instead, courts
have imposed it on insurance con-
tracts as a matter of public policy.

In general, state courts have var-
ied widely in interpreting the dce-
trine.

Insurers contend they should be
able to invoke the doctrine if poli-
cyholders are substantially aware
of a risk of loss at the time they
purchase coverage.

Policyholders contend that if the
doctrine were applied so broadly,
then policyholders would have lit-
tle chance of ever recovering insur-
ance for losses.

“It’s almost always possible for
an insurance company to say you
knew there was a risk, just by the
virtue of the fact that you decided

to shell out millions for coverage,”
observed policyholder attorney
Robert N. Sayler, who represents
Richmond, Va.-based Pittston Co.,
cne of the policyholders involved
in the 3rd Circuit’s decision.

Pittston purchased an oil storage
and transfer facility in New York
Harbor in Jersey City, N.J., in 1954,
The site likely had been contami-
rated under previous ownership,
court papers say. In addition, three
major spills occurred at the site be-
tween 1976 and 1983, though
Pittston said it cleaned up all three.

A 1979 environmentzl study
Pittston commissioned found that
tae site, called Tankport, was con-
taminated.

Pittston purchased comprehen-
sive general liability policies be-
ginning in 1961 and marine liabili-

‘I's almost always
possible for an insurance

company fo say you
knew there was arisk...’

says Robert N. Sayler.
—

ty package policies from 1978
through 1984.

New Jersey environmental au-
-horities first took action against
-he facility in 1985, two years after
Ultramar America Ltd. and Ultra-
mar Petroleum Inc. purchased
Tankport by acquiring a Pittston
subsidiary, Pittston Petroleum Co.
LASMO P.L.C. of London has
since acquired the Ultramar com-
panies.

The regulatory action was trig-
gered by Ultramar’s own 1984 en-
vironmental study of the site and
the company’s subsequent decision
ta clese the facility,

Ultramar purchased CGL cover-
age from June 1982 through June
2984. It purchased marine liability
package policies from April 1983
through April 1984.

Attorneys in the case said the
cost to clean the site could range
from $2 million to $30 million. The
insurance limits at stake in the case
far exceed the companies’ potential
environmental cleanup liabilities,
zttorneys agree.

The insurers argue that several
factors show the policyholders
knew before they purchased cover-
age that Tankport was contaminat-
ed. The policyholders dispute those
arguments.

But, even if the policyholders
knew about the environmental
camage, that damage had not yet
resulted in liability or a loss, said
Ultramar attorney Steven N. Ger-
sten, a senior associate at Howrey
& Simon in Washington.

And, “arguably, the insurers had
more knowledge than Ultramar
did,” said John Heintz, a partner
with Howrey & Simon. Ultramar
purchased coverage from some of
the same insurers that had inspect-
2d the site and insured Pittston
oreviously, he said.

Both sides argued that a 1995
New Jersey appellate court deci-
sion supported their definitions of
the “known loss” doctrine. The
federal district court sided with the
insurers in a summary judgment.

But, in an opinion written by
Justice Timothy K. Lewis, the 3rd
Circuit panel sided with policy-
holders for several reasons.

The underlying basis of the com-
panies’ liability, New Jersey's envi-
ronmental liability statute, was not
enacted until 1983. Referring to the
California Supreme Court’s 1995
decision in Montrose Chemical
Corp. of California vs. Admiral In-
surance Co., Justice Lewis wrote:
“We think the better rule, and the
one likely to be adopted by the
New Jersey Supreme Court, is that
the known loss doctrine will bar
coverage only when the legal lia-
bility of the insured is a certainty”
at the time policyholders purchase
coverage.

Referring to the 2nd Circuit’s
1995 ruling in Stonewall Insurance
Co. vs. Asbestos Claims Manage-
ment Corp., Justice Lewis ex-
plained: “This rule does not under-
mine the basic concept of fortuity
because, in the third-party liability
context, the insurable risk is the
uncertainty of liability.”

Quoting another 2nd Circuit
opinion from 1989, Judge Lewis
said that applying tke “known
loss" doctrine more broadly might
render moot two other defenses in-
surers have to deny coverage: poli-
cyholder misrepresentation when
purchasing coverage, and policy-
holders’ expectations of or inten-
tions to cause a loss.

The 3rd Circuit’s decision “basi-
cally neuters the doctrine,” said
Mr. Glazer, the Lloyd’s attorney.

But, policyholder attorneys say
that the known loss issues at the
heart of the 3rd Circuit case are
very similar to those underlying
the retroactive liability insurance
that MGM Grand Hoels Inc. pur-
chased after a deadly fire at
MGM’s Las Vegas hotel in 1980.
After the fire but before liability
for the disaster had been deter-
mined, MGM purchased liability
insurance that retroactively cov-
ered the company for its potential
liability in the tragedy.

“That’s a completely disparate

situation,” Mr. Glazer asserted.
“The MGM insurers knew there al-
ready was a loss. Here, my clients
sold insurance for unknown loss-
ga:”
“That’s not the point of the com-
parison,” said Mr. Breeng, the poli-
cyholder attorney not involved in
the case.

“Insurers have argued you can’t
get insurance for a known loss,” he
explained. That is true if the dollar
value of the loss has been estab-
lished. “If not, it’s still something
to gamble on, and that’s what in-
surance is all about.”

L

Ultramar America Ltd. et al. vs.
Allianz Insurance Co. et al., 3rd
U.S. Circuit Court of Appeals; Nos.
96-5166 and 96-5167.

TALLAHASSEE, Fla.—Fleri-
da insurance regulators are
drafting legislation aimed at
changing the way hurricane
risks are covered in the state.

Florida Insurance Commis-
sioner Bill Nelson has asked
Florida Speaker of the House
Daniel A. Webster to consider
during fall hearings proposed
legislation that would require
homeowners insurance compa-
nies to cover hurricane losses up
to a predetermined limit.

Florida eyes hurricane cover

Damages above that predeter-
mined amount would be covered
by a newly created Florida Hur-
ricane Facility.

Currently, two residual mar-
kets in Florida provide wind-
storm and hurricane coverage
on a first-dollar basis.

Creation of the facility would
eliminate the need for the Flori-
da Windstorm Underwriting
Assn, and the Florida Residen-
tial Property & Casualty Joint
Underwriting Assn. to provide

hurricane coverage.

The legislation would amend
Florida's property insurance law
so that computer-model projec-
tions of potential hurricane loss-
es could be used only for adviso-
Iy purposes.

The proposal also calls for re-
peal of current provisions in
Florida law that allow an arbi-
tration panel to overrule the
state insurance commissioner on
rate decisions.

—By Michael Bradford

Updates

Accounting giants to merge

Continued from page 2

Steven P. Norton, a principal with Coopers & Lybrand in London, said
no decision has been made on how the two consultants’ risk management
units will be merged, though he said it would be a “great combination.”

The two firms also maintain huge insurance auditing and consulting
practices. “This really puts us in a leadership position in life and non-life
work,” said John Baily, chairman of Coopers & Lybrand’s insurance in-
dustry practice in Hartford, Conn., noting insurance is Coopers & Ly-
brand’s single-largest industry practice.

U.K. rail collision insured

LONDON—Losses from the collision of two trains on the outskirts of
London last Friday will be the first test of new liability insurance arrange-
ments established by private rail companies following the privatization of
British Rail last year,

The packed high-speed passenger train operated by Great Western
Railways collided with a freight train as it was heading to London’s
Paddington station from Swansea, Wales. The collision killed six people
and injured scores of others.

The freight train reportedly is owned by the English, Welsh & Scottish
Train Co. No coverage information was available for the company as of
Friday.

Great Western is one of dozens of passenger rail companies privatized
last year. Third-party liability insurance is written by St. Paul Interna-
tional Insurance Co. Ltd,, said broker Jardine Lloyd Thompson Group

. P.L.C. 5t. Paul offers up to £10 million ($16.1 million) of coverage to rail

companies, but it is not known whether Great Western purchased the full
limits.

All privatized rail companies, including Great Western, also buy catas-
trophe coverage for third-party liability coverage of up to £175 million
($282 million) through an excess insurance facility created for British Rail
in 1994 (BI, Jan. 20).

EEOC blasts Mitsubishi plant

PEORIA, IlL.—The federal government claims in a new filing that sexu-
al harassment at a Mitsubishi Motor Manufacturing of America Inc. plant
was “repeated, routine, generalized, serious, pervasive and known to and
supported by management.”

In a 68-page memorandum of law filed last week by the Equal Employ-
ment Opportunity Commission, the government details what it describes
as a “‘sexually hostile and abusive environment” to which more than 300
women in the company’s Normal, I1l., manufacturing plant were subject-
ed over a period of several years.

The EEOC filed the memo in response to Mitsubishi’s Aug. 1 motion for
partial summary judgment of the government’s massive sexual harass-
ment case against the company. In that motion, Mitsubishi said the gov-
ernment should be required to argue each woman’s sexual harassment
case separately because the company did not allow a “pattern or practice”
of sexual harassment.

The EEOC countered, however, that “the environment created by the
harassment and the company's role in that environment amounted to Mit-
subishi’s standard operating procedure.” Therefore, “if any sexual harass-
ment case has ever involved a ‘pattern or practice’ of discrimination un-
der” Title VII of the Civil Rights Act of 1964, “this one does,” the govern-
ment said.

In the brief, filed in the U.S. District Court for the Central District of
Illinois in Peoria, 11, the EEOC said it already has identified more than
400 male employees against whom allegations of sexual harassment have
been made and more than 300 women who appear to have been victims.

Mitsubishi said in a statement that it intends to review the EEOC’s fil-
ing and look into any new issues raised by the government.

The EEOC filed its sexual harassment case against Mitsubishi in April
1996. It could become the biggest sexual harassment case in the EEOC's

Briefly noted

EXEL Lid. has combined its reinsurance units X.L. Reinsurance Co.
Ltd. and the recently acquired Global Capital Reinsurance Co. Ltd. to
form one company named X.L. Global Reinsurance Co. Litd. K. Bruce
Connell will be president and chief operating officer. He was formerly ex-
ecutive vp of X.L. Re. . . . American Airlines Inc. plans to appeal a Miami
federal judge’s ruling that the airline was guilty of willful misconduct in
the December 1995 crash of Flight 965 in mountainous terrain near Cali,
Columbia. All but four of 163 people on board were killed. The ruling
means the airline is not shielded by the international limits on airline lia-
bility. American also said it plans to sue Honeywell Inc. and Jeppesen
Sanderson Inc. for their roles in developing and manufacturing the plane’s
navigation equipment and computer software. . . .California’s chief regu-
lator of health maintenance organizations, Commissioner of Corporations
Keith Bishop, announced last week that he will resign from his post for
personal reasons just four months after winning a bruising confirmation
fight. . . .AB. 594, a measure aiming to reduce costly construction defect
litigation in California, passed the Legislature last week (BI, Sept. 15). . .
-A California Assembly bill seeking to allow employees to use employer-
provided sick leave to care for dependents will be automatically reintro-
duced next year because certain legislation in the state has a two-year life
span (BI, Sept. 1). A.B. 480 passed the Assembly but was not heard by the
Senate before legislators adjourned Sept. 12. . . Three officials of defunct
broker Underwriters Financial Group Inc. have been indicted on federal
charges of defranding clients, two premium finance companies and UFG
stockholders. The indictment names Donald Ferrarini, former UFG chair-
man; Bruno Rumignani, former executive vp; and Everett Vieira, a UFG
financial consultant. Also charged is A. Michael Kagan, a former senior
vp of one of the premium finance companies, CPF Premium Funding Inc.
Two other former UFG employees have already pleaded guilty to charges
stemming from a federal investigation (BI, July 24, 1995).




Jauch

Continued from page 1
ts Continental European stronghold.

Synergies between the two brokers will give
he merged company a global business advan-
age, Mr. Dahms said.

The acquisition by Chicago-based Aon also
saves Jauch & Huebener from a significant loss
of business if it were to remain independent.
Mr. Dahms estimates the brokerage would have
ost about 20% of its business—including more
han 30% of its retail business—without an in-
ernational partner.

“The new arrangement is not expected to
wrt us,” said Jochen Scheele, who heads
Jauch's retail business. “We've explained the
situation to our clients, and they've signaled
support.”

Jauch'’s retail earnings come mostly from bro-
cerage services for industrial and service com-
vanies in Germany, Austria and Switzerland.
Business is conducted through its main office in
Hamburg and branches throughout Germany.
[t also does business in Hungary, the Czech re-
public and Slovakia.

The UNISON network was a key source of in-
ternational business for Jauch & Huebener. Its
large-industrial elients were served by Johnson
% Higgins in foreign countries, including the
United States, while it served the clients of its
UNISON partners in Germany and other coun-
Eries.

“As of today, UNISON is dead,” Mr. Dahms
said. “Any broker interested in international
business has to link up with one of the leading
players.”

In a statement Aon said it shares a “commer-
cial philosophy” with Jauch & Huebener, plac-
ing “particular importance on entrepreneurism
in all aspects of business and on interdepen-
dence, which encourages resource sharing as
part of a global teamwork for the benefit of
clients.

In the same statement, Patrick G. Ryan,
chairman and CEO of Aon Corp., said: “We are
very pleased to have been able to bring together
our already strong operations in Germany and
Central Europe with those of Jauch & Hueben-
er. This new enterprise will provide superb ser-
vice for all our mutual clients and wider career
horizons for executives and staff who have for-
merly worked with Aon and Jauch & Hueben-
er.

“This combination further advances Aon’s
long-term strategy in a most significant way,”
Mr. Ryan continued. “The new joint enterprise
positions us ideally as we now plan together for
the development of our business in Europe into
the next century.”

At a press conference at Jauch & Huebener's

operational center in Muehlheim, Germany,
Dirk Verbeek, chairman of Aon Risk Services
Worldwide, said that the acquisition strength-
ens Aon in Europe because Jauch's core busi-
ness in retail, reinsurance and employee bene-
fits complements Aon's strategy to expand
business in all of these lines internationally.

Aon’s existing German brokerage and con-
sulting subsidiary, Aon GmBH, has a staff of
about 450 and had 1996 revenues of more than
85 million deutsche marks ($47.8 million) (BI.
Feb. 10). It ranked as the fourth-largest broker
in the German market, according to Aon.

One key area of interest for Aon is Jauch &
Huebener's reinsurance business.

Jauch & Huebener is Germany's leading rein-
surance broker, commanding a 75% share of
that market. Approximately 13% of its gross
revenues in 1996 came from reinsurance bro-
kerage services.

Even without this deal, Aon Re Worldwide is

I
‘As of today, UNISON is dead,’
says Christian Dahms. ‘Any
broker interested in intemational
business has to link up with one of
the leading players.’

already the world’s largest reinsurance broker,
with an estimated $396 million in reinsurance
brokerage revenues in 1996.

The most recent acquisition makes Aon Jauch
& Huebener a dominant reinsurance broker
throughout Europe, as well.

Horst Knaudt, a Jauch partner who heads the
firm’s reinsurance division, estimated that Aon
and Jauch & Huebener together will have about
a 75% share of the European reinsurance bro-
kerage market, whereas Jauch & Huebener
alone had only a 30% share.

Plans for the combined firm’s reinsurance op-
erations include the expansion of reinsurance
business into Italy, Germany, Belgium, the
Netherlands and Switzerland.

The union with Aon also ereates Europe’s sec-
ond-largest employee benefits broker, though
only about 2% of Jauch & Huebener’s revenues
were derived from benefits business in 1996.

The link with Aon also will provide Jauch &
Huebener with added expertise and know-how
in several areas, including alternative risk
transfer, Mr. Scheele said.

Jay Cohen, an analyst at Merrill Lynch in
New York, said, “Strategically, it makes sense.”
Jauch will greatly enhance Aon's business in
Germany and it will also give Aon a platform
for business in Eastern Europe as that market

develops, he said.

Given its track record in growing through ac-
guisition Aon will likely successfully absorb
Jauch, Mr. Cohen said.

“They have consolidated so many different
types of operations...and you make mistakes
early on and learn from them,” he said.

The purchase will likely also seal the end of
the UNISON network, Mr, Cohen said.

“T would expect that other members of UNI-
SON will question their own independence,” he
said.

John F. Roskopf, Aon's director of financial
relations, said the acquisition was a cash trans-
action, but declined to disclose the purchase
price, saying the partners of privately held
Jauch asked that the information not be re-
leased.

Mr. Roskopf confirmed that Aon won out
over other bidders for the German intermedi-
ary.

A spokesman for J&H Marsh & McLennan’s
reinsurance arm, Guy Carpenter & Co., had lit-
tle to say about the latest Aon acquisition.

“We don't comment on other companies’ ac-
quisitions,” said Nathan J. Sambul, managing
director for marketing communications at Guy
Carpenter in New York. “We still think that we
hold an outstanding franchise in the world of
reinsurance.”

Meanwhile, in conjunction with the merger
announcement, Jauch & Huebener released
more detailed financial figures than the private
partnership has previously disclosed.

Jauch's total 1996 revenues amounted to 318
million deutsche marks ($211.5 million), up
2.6% over 1995 revenues.

For 1997, the company projects a slight de-
cline in revenues to 316.4 million deutsche
marks {$177.8 million). Group profits in 1997
are expected to reach 5.2 million deutsche
marks ($2.9 million).

Jauch & Huebener published its revenue
break-down for the first time following the
merger announcement; BI previous estimated
these figures. The company reports that it earns
70% of its revenues from retail, 16% from rein-
surance, and 8% from employee benefits. The
remainder includes non-brokerage services,
such as claims administration and consulting,
as well as investment income.

Including Jauch & Huebener's 1996 gross
revenues on a pro forma basis, Aon Group Inc.
would have $4.17 billion in gross revenues.
Marsh & McLennan had 1996 gross revenues of
$5.46 billion, of which $1.08 billion was gener-
ated by its Putnam Investments Inc. subsidiary.

Aon stock closed at $53.94 per share on Fri-
day, down from $54.06 on Thursday before the
deal was announced.

L]

Rodd Zolkos contributed to this report.
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PCS catastrophe options

As of Sept. 19

Call Price
spread bid/ask

Eastern September 1997
30/50 —/3.5
40/60 —13.0
National December 1937
525 4.565
10/30 1.03.0

Southeastern Septembar 1997

30/50 —3.0
40/60 —2.5
Eastern September 1998
40/60 3.014.0

Call Price
spread bid/ask
Nalional Annual 1997
60/80 5/4.5
80/100  4/3.0
Western Annual 1998
40/60 20027

National Annual 1998
40/60 8.0/—

Calitarnia Annual 1998
40/60" 1.8/2.4

Total valume: 10 Total open interest: 18,121

For information on PCS eat opticns, call the Chicago Board of

Trade at 312-435-3674.

Source: Chicago Board of Trade

British

Price
Companies pence

Commi Union 764
Genl Accident 861
Gdn Royal Exch 284
Independent 1151
Royal & Sun 546
Brokers

Bradstock 82
CE Heath 140
Lenbrt Fenchurch 125
Licyd Thmpson 184
Neison Hurst 182
Sedgwick Grp 122
Steel Brl Jones 26
Willis Corraon 125

Nate: Priczs are Sept. 19 closings; other numbers from Sept. 18:

PIE

12.9

Issues
Div. Yield 1 week
pence %  high—low
358 486 772593
353 46 978—673
122 42 311—248
142 1.6 1150—565
187 45 561—396
64 98 90—54
e 143—74
84 84 135—101
45 31 206—163
86 59 192—121
74 61 144—115
15 74 3B—22
6.6 65 165—117

Source: Nordby International Inc.

Bl Industry Stock Report seer. 15, 1997, THrRoUGH SEPT. 19, 1997

Weei Year to date Year to date

BROKERS Price %chaklge % change  High Low Vol.(000) Price
Aopn Corp. NYS 53.94 3.85 30.23 56.13 3500 1082 Evarest Reinsurance NYS 39.25
E.W, Blanch Holdings Inc. NYS 29.94 =2.24 48.76 3113 18.00 120 Exgcutive Risk Inc. NYS 84.19
Gallagher Anthur J. & Co. NYS 36.81 0.00 1875 371s 2993 131 EXEL Lud. NYS 60.63
Hilb, Rogal & Hamiiton NYS 16.94 0.37 27.83 17.25 1213 92 Fremon! General Corp. NYS 45.44
Kaye Group Inc. NDQ 8.38 -6.94 59.52 9.00 438 3 Frontier Insurance Group NYS 3725
Marsh & McLennan NYS 77.63 7.94 4928 78.25 47.50 1884 Gaingeo Inc. NYS 8.63
Poe & Brown NDQ 39.50 6.04 49.06 4025 2375 10 General RE Corp. NYS 202,50
Sedgwick Group PLC NYS 10.06 2.55 -301 10,88 938 24 Gryphon Holdings: NDC 16.50
Willis Corroon Corp. NYS 10.25 1.23 -10.87 13.50 9.38 626 Guagranty National Corp. NYS 3458
BROKERS AVERAGE 111 29.91 Harleysville Group NDO 42.88
Hartford Steam Boiler NYS 55.38
|NSURERSJ’RE‘NSURERS A HCC Inswance Holdings NYS 25.63
ACE Ltd, NYS 92.56 7.94 5395 9256 4g8.88 479 IPC Holdings Ltd. NDQ 29.5)
Acceptance Insurance Cos NYS 2413 .52 22.15 24.75 17.38 140 ITT Hariford Group NYS 86.75
AEGON N.V. NYS 76,06 287 20.26 7888 4913 559 LaSalle Re Lid. NDQ 3523
Aetna Life & Casually NYS 104.63 257 3078 11813 60.13 3176 Life Re-Corp. NYS 50.25
AFLAC Inc: NYS 56.63 1.25 30.12 57.88 3400 1025 Lincoln Mational NYS £69.94
Altiedt Group Inc. NYS 47.50 6.29 45.59 53.63 24.88 a9 MAIC Holdings In¢. NYS 53.83
Allstate Corp. NYS 7583 228 2067 7994 4738 5410 Markel Corp. NYS 150,02
AMBAC Indemnity Corp. NYS 39.81 063 19.96 43.00 27.75 886 MBIA Insurance Group NYS 124.94
American Bankers Ins. NDQ 35.75 583 39.85 3575 2283 265 Meadowbrook Insur. Group NYS 25.05
American Financial Group NYS 46.00 222 21.85 49.25 31.25 221 Mid Ocean Lid. NYS 58.00
American General NYS 53.19 532 30.12 5475 3575 3341 MMI Cos. Inc, NYS 25038
American Heritage Life Ins. NYS 38,25 2.00 45.71 39.00 18.75 28 Mutual Risk Mamt. Lid. NYS 5133
American Indemanity/Fin'l NDO 13.25 392 29.27 14.00 9.50 26 NAC Re Corp, NYS 5000
American International NYS 104.63 485 4488 107.25 6463 6053 Mavigators Group NDQ 19.50
Argonaut Group NDC 30.75 -1.60 000 36.38 26.75 408 Nobel Insurance Ltd. NDO 1463
Baldwin & Lyons Inc. NDO 19.88 0.00 8.18 2263 17.38 3 NYMagic Inc NYS 2558
Berkley WR. Corp. NDO 41.00 7.66 21.18 4100 2888 678 Ohio Casualty Corp. NDO 46.13
Berkshite Hathaway Inc. NYS  44500.00 47 30.50 48600.00 30000.00 1 Old Republic Int'l NYS 39863
Capital RE Corporation NYS 57.94 4.51 24.26 59.94 36.88 a3 Orion Capital Carp. NYS 44.00
Capital Transamerica Corp. NAS 26.50 392 -13.82 27.50 14.63 38 Pariner Re Ltd. NYS 42.44
CapiMac Holdings Lid. NYS 29.88 3.48 981 36.88 22,50 112 Penn-America Group Inc. NOO 20.00
Capsure Holdings Corp. NYS 14.88 0.85 2935 18.50 8.00 186 Philadelphia Cons, Holding NDQ 4325
Centris Group Inc, NYS 19.69 -3.96 032 2356 -17.00 234 PXRE Corpg. INYS 30.13
Chartwell Re NYS 34.94 0.90 20861 36.25 24.50 0 Reliance Graup Holdings NYS 14.06
Chubb Corp. NYS 70.56 377 31.28 71.38 4450 2132 Religstar Financial Corp. NYS 38.81
CIGNA Corp, NYS 190.00 0.07 39.07 20075 11688 1068 RenaigsanceRa Holdings Lid, NYS 43.88
CNA Financial Corp. NYS 127.88 10.18 19.51 128.00 95.88 159 Risk Capitat Holdings NDQ 23.00
EMC Insurance Group Inc. NDQ 14.00 <3.45 16.67 15.00 10.50 28 RLI Corp. NYS 40.25
Enhance Financial Services NYS 52.00 426 4247 52.38 30.38 150 St. Paul Companies NYS 79.44

Weekly Year to date Year 1o date Weekly Year tg date Year to date
% change % change  High Low Vol {000} Prce % change %change High Low Val.(0o0)
3.29 36.52 40.38 2375 870 SCOR NYS 41.63 0.30 21.09 44.50 34.00 21
566 7348 6418 3388 198 SAFECO Corp. NDOQ 5213 146 32.17 5538 3433 2198
521 8007 6213 3288 693 Seibels Bruce Group NDO 3.50 149 3.03 11.25 5.88 92
6.13 46.57 47.00 26.38 284 Seleclive Ins. Group NDQ 53.53 7.06 40.87 54.00 32.75 3
329 94.77 3750 1813 484 Sphere Drake Holdings NYS 3869 072 -2 10.50 850 554
267 0.00 10.88 8.13 303 TIG Holdings NYS 3456 6.55 2.03 38.00 26.38° 1878
116 28.37 20888 14075 898 Titan Holdings, Ing. NYS 21.69 2.38 31.44 2500 1350 52
313 16.81 17.75 12.50 40 Tekio Maring & Fire NDO 57.25 1.33 22719 66.00 42.00 115
15.21 106.34 35.25 15.38 162 Torchmark Corp. NYS 40.08 1.58 58,66 41.63 2238 1424
239 40.87 43.00 25.00 112 Transallantic Holdings NYS 71.56 0.3 3335 75.38 44.36 143
091 19.41 56.44 4275 159 Travelers Property NYS 40.19 -1.98 1360 4356 2683 479
0.49 6.77 3269 21.50 488 Travelars Corp. NYS. 70.69 6.70 58.79. 73.63 3438 8671
0.00 31.84 30.50 19.50 307 Trenwick Group Inc. NDO a%25 amn 20.81 39.63 3075 50
6.12 2852 8881 5688 3112 Unico American Corp. NDQ 11.50 337 575 11.50 763 46
444 2051 36,13 22,38 93 Unignamerica Holdings NYS 19.88 -2.45 11.97 2275 14.75 89
-1 30.10 56.00 31.78 101 United Fire & Casualty NDQ 40.25 0.94 i4.18 40.50 29.75 12
183 ¥ 73.00 43.88 852 Unitein NDQ 65.50 397 17.49 65.88 47.75 410
2.0 59.04 5519 3025 29 UNUM Corp. NYS 44.38 4.26 2284 4844 3050 1261
169 6667 151.00 8300 13 USF&G Corp. NYS 23.1% 192 11.08 2550 1700 1121
331 2340 12906 8150 674 Vesta lnsurance Co. NYS 57.06 4.82 81.87 58.75 2450 216
075 19.35 28.00 15.26 43 Washington National NYS 3238 177 17.73 33.13 27.43 231
0.43 10.48 61.00 39.25 164 Zenith National Ins. NYS 28,18 ~1.3% 297 28,63 24.63 a3
287 2229 3235 2075 124 INSURERS/REINSURERS  AVERAGE 245 29.45
21 38.85 5275 2825 352
47 are0 506 s263 188 HEALTH MAINTENANCE ORGANIZATIONS
-0.64 6.85 20.63 1575 B Humana Inc. NYS 24.50 -1.51 28.95 25.31 17.38 2536
-1.68 16.42 16.38 11.25 14 Oxlord Health Plans NDO 76.50 =1.84 30.63 B89.00 41.00 4923
0.25 42.01 26.00 17.00 10 Pacificare Health Sys. NDQ 69.38 -1.42 -14.62 86,25 55.50 85
264 29.93 4806 3175 190 Safeguard Heafth Enter. NDO 1203 -1.28 -31.25 20.75 9.63 i
358 48,13 39.94 23.50 620 Sierra Health Services NYS 36.25 0.17 47.21 37.06 22.38 116
0.14 4387 45.00 25,13 184 United Healthcaie Corp. NYS 53.94 058 19.86 80.13 3513 3208
3.19 2482 43.44 27.88 232 Wellpoint Health Networks NYS 60.00 3.34 7455 60.69 28.25 820
526 8605 2000 1038 138 HMOs AVERAGE 028 22.19
298 86.02  46.50 18,75 95 ALL COMPANIES AVERAGE 1.09 27.18
021 21.72 31.88 22.88 87
8.70 54.11 14.44 7.50 2709
350 34.42 39.88 23.00 789
0.14 3285 4613 2675 122
-0.54 18.71 23.38 15.88 37
063 20.60 40.94 2513 93
215 35.50 B82.81 53.50 800

Top advancing issues: Guaranty National Corp., CNA Financial Corp., Reliance Group Heldings. Leading decliners: Kaye Group lnc Centris Group Inc., EMC Insurance Group Inc. Most active issue: Travelers Corp. The B/ Index rose 2.4%; the Dow Jones

30 Industrials gained 2.3%; the S&P 500 increased 2.9% and the NYSE Composite gained 2.7%. Average P/E: B
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WITH OUR POLICYHOLDERS WE ARE ENGAGED IN A GREAT MUTUAL ENMTERPRISE 1T 15 GREAT BECAUSE IT SEEKS TO PREVENT CRIPPLING INJURIES AND DEATH BY REMOVING THE CAUSES OF HOME HIGHWAY AND WORK ACCIDENTS. IT
bl ==

IT IS GREAT BECAUSE IT DEALS IN THE RELIEF OF PAIN AND SORROW AND FEAR AND LOSS. IT IS GREAT BECAUSE IT WORKS TO PRESERVE AND PROTECT THE THINGS PEOPLE EARN AND BUILD AND OWN AND CHERISH. ITS TRUE GREATNESS WILL BE MEASURED BY OUR POWER TO HELP PEOPLE LIVE SAFER. MORE SECURE LIVE
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L'iberty Mutual has a history of helping our customers reduce their cost of risk, saving over
$1 billion in medical costs alone since 1993. We start with Liberty Paragon’ our comprehensive risk
management process audit. Then we apply the hundreds of ways we have to reduce your overall
cost of risk, including integrating our loss prevention, claims and managed care programs. And
with RISKTRAC? you’ll have direct access to claims information so you can watch your costs
go down. And just like Theresa, you'll watch your level of confidence go up.
S>> Theres more information we'd like to share. So please call John Ryan MUTUAL. 3

at (617) 579-5842 or visit our website at htip://www. liéfrtymutuaf.com T]’le freeJQm quJ)art‘l
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