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By JOANNE WOJCIK

The litigation strategy used
by plaintiffs alleging injury
from diet drugs recalled this
month could lead to an earlier
and less costly resolution of
product liability suits filed in
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Wyeth-Ayerst ran ads in ma-
jor newspapers announcing
its voluntary recall.

al court, legal experts say.

Meanwhile, Wyeth-Ayerst
Laboratories, manufacturer of
one of the drugs, has appointed
a Harvard cardiologist to chair
an expert panel on issues relat-
ed to the popular diet drugs.
Dow Corning Corp. took a sim-
ilar step in 1992 when it-hired
former U.S. attorney general
Griffin Bell to review the de-
velopment, production and
marketing of silicone breast
implants.

Wyeth-Ayerst, a division of
Madison, N.J.-based American
Home Products Corp., volun-
tarily removed Pondimin, or
fenfluramine hydrochloride,
and Redux, dexfenfluramine
hydrochloride, from the market
Sept. 15 after the U.S. Food &
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Plaintiff strategy
may trim costs
of diet drug suits

Coordinated action sought in litigation

Drug Administration released
new data showing that as many
as 32% of 291 people tested af-
ter taking either of the drugs in
combination with phentermine
developed heart-valve abnor-
malities.

Those side affects were not
found in either drug when the
FDA approved them for use in-
dividually.

Studies released in July by
the Mayo Clinic found that ei-
ther of the drugs, when used in
combination with phentermine,
may cause serious heart dam-
age. That combination of drugs
was prescribed to 18 million
Americans last year. The law-
suits allege that the company
began marketing the diet-drug
combination in the early 1990s
““as being safe for human use”
and having “fewer side affects
and adverse reactions than oth-
er methods of weight loss.” The
combination was prescribed
until the reeall.

So far, class-action lawsuits
seeking unspecified amounts
for medical monitoring as well
as general and punitive dam-
ages have been filed in federal
courts in seven states: Califor-
nia, Illinois, Georgia, New
York, Utah, Colorado and Ha-
wail.

Rather than seeking class-ac-
tion certification from federal
courts in each of those jurisdic-
tions, plaintiffs’ lawyers last
week jointly filed an applica-
tion with the Judicial Panel on
Multidistrict Litigation in
Washington seeking to consoli-
date the lawsuits, being com-
monly called either Fen-Phen
or Redux cases.

Many of the plaintiffs
lawyers likely became familiar
with the MDL procedure after
having been exposed to it in
both the silicone breast im-
plant litigation against Dow
Corning Corp. and in the Nor-
plant contraceptive cases
against Wyeth-Ayerst. Most of

See Drugs on page 37
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Hawaiian firms win exemption
from reciprocal beneficiary law

HONOLULU—Some of Hawaii’s largest
employers have reached an agreement with
the state that will exempt them from a law
that calls for health insurance benefits to be
extended to anyone an employee names as a

The employers filed suit July 11 in federal
court fo enjoin the state from enforcing the
portion of the new law that applies to health
benefits (BI, July 21). Employers argued that
the law, designed to extend benefits to do-
mestic partners, could force them to cover

See Updates on next page

Sears will scale back
some retiree benefits

By ROBERT KAZEL

HOFFMAN ESTATES, Ill.—Sears, Roebuck & Co.,
for decades known for the generosity of its employee

benefit plans, is cutting back.

The nation's second-largest retailer said last week
that employees who retire after 1999 no longer will
be eligible for the company's contribution to premi-
ums for a supplemental health benefits plan when
they become eligible for Medicare at age 65.

The plan provides prescription drug coverage, an
extremely valuable benefit to retirees, because Medi-
care does not cover drugs except to patients while
being treated in a hospital. It also provides some

home health care benefits.

In addition, life insurance for some retirees is be-
ing cut back. Retirees now get an average of $17,000
in insurance, Sears executives said. Those who re-

See Sears on page 37
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Hotfman Estates, lli.-based Sears says its retiree
benefits remain competitive in the retail industry.

Former UFG execs indicted
on charges of premium fraud

By DOUGLAS McLEOD

NEW YORK—Two years after
the collapse of broker Underwrit-
ers Financial Group Inc., three
former UFG officials and another
man are facing charges that they
diverted more than $18 million
from clients and premium finance
companies in a desperate effort to
keep the brokerage afloat.

A federal grand jury this month
returned an 82-count conspiracy
and fraud indictment against for-
mer UFG Chairman Donald Fer-

rarini, former Executive Vp Bruno
Rumignani and Everett Vieira, a
UFG-employed financial consul-
tant. Also named is A. Michael
Kagan, a former senior vp of one
of the defrauded premium finance
companies.

The indictment—which levels
varying charges against each of
the defendants—generally alleges
that they conspired to embezzle
client premiums and arrange
fraudulent premium finance loans
in the names of policyholders who
knew nothing about the loans.

Mr. Ferrarini and Mr. Ru-

mignani also are charged with de-
irauding UFG stockholders and
filing bogus financial statements
with the Securities and Exchange
Commission.

In a separate indictment, Mr.
Ferrarini also is charged with
bank fraud for allegedly lying to a
mortgage lender about support
and other payments he owed his
ex-wife. A New York bank loaned
Mr. Ferrarini $349,600 for a Man-
hattan apartment after he gave
the bank a doctored copy of a sep-
aration agreement that concealed

See UFG on page 30

Deregulation advances

NAIC defines buyers who will benefit from fewer rules

By MEG FLETCHER

WASHINGTON—Members of
the National Assn. of Insurance
Commissioners are struggling
with how to define insurance buy-
ers sophisticated enough to be ex-
empt from various state law pro-
tections.

The regulators reviewing a pro-
posals for deregulation of com-
mercial insurance currently are
considering a two-tiered model, in
which one tier of buyers would be

exempt from broader regulation.
State insurance regulators also
are seeking comment by Oct. 15

NAIC

on a more detailed and better or-
ganized draft of an NAIC position
paper on streamlining commercial
insurance regulation.

The deregulation issue was dis-
cussed during the fall quarterly

meeting of the National Assn. of
Insurance Commissioners, held

last week in Washington.
Regulators are expected to con-
sider a variety of factors in defin-
ing what the draft now calls
“large commercial buyers,” which
states should exempt from form,
rate and market access regula-
tions, according to the proposal.
Regulators also must define pa-
rameters for a second-tier of buy-
ers who would be exempt from
See NAIC on page 28
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Hawaiian employers win battle

Continued from previous page

beneficiaries with no relationship to an employee. The employers' suit ar-
gued that Hawaii's law runs afoul of the federal Employee Retirement In-
come Security Act of 1974 that pre-empts state laws that relate to em-
ployee benefit plans.

A stipulated judgment reached last week with Attorney General
Margery Bronster does not address the ERISA merits of the issue. Instead,
the attorney general agreed to limit the state’s interpretation of the law so
that it applies only to employees covered by traditional indemnity plans,
said John J. D’Amato of the Honolulu firm D’Amato & Maloney.

Of 320,000 people covered by employer-provided health care plans in
Hawaii, only 1,800 are covered by traditional indemnity plans from in-
surance companies, Mr. D’Amato said. The vast majority are covered by
health maintenance organizations and a mutual benefit society.

The agreement received court approval Friday.

“We wanted a timely resolution on this issue,” Mr. D’Amato said. “The
law is ambiguous. It is not very well drafted, and we felt this could drag
on for a very long time.”

Groups urge care standards

WASHINGTON—Managed care plans should have to meet legally en-
forceable national standards to assure that consumers receive health care
and that trust is restored to the health care system, according to a coali-
tion of three health maintenance organizations and two patient advocacy
groups.

In a “preliminary statement of principles for consumer protection,” the
group laid out 18 consumer protection principles at a Washington news
conference last week. The principles include, among other things, that:
health care services are accessible 24 hours a day, seven days a week; in-
dividuals enjoy a choice of health plans; strong protections be in place
against improper exposure of individual medical information; plans cov-
er emergency care; loss ratios be disclosed; discrimination be prohibited;
and health plans and provider groups should develop written standards
similar to those used by the National Committee for Quality Assurance
for hiring and contracting with physicians, other providers and health
care facilities.

“The principles are called ‘preliminary’ because the health plans and
consumer organizations are continuing discussions about a number of is-
sues that are not included in this enurmeration, including appropriate
mechanisms for member grievances and appeals and the appropriate lo-
cus for oversight of health plan standards,” the group said in a statement
accompanying the principles.

The principles were put forth by the A-nerican Assn. of Retired Persons;
Families USA; Group Health Plan Cooperative of Puget Sound; HIP
Health Plan of New York; and Kaiser Permanente.

The Blue Cross & Blue Shield Assn. responded to the call for legally im-
posed national standards by urging “decision-makers to exercise caution
in considering federal health care standards that would give the federal
government new and wide-ranging power over private sector health care
p] al’]S. »

Flex plan guidance offered

HARRISBURG, Pa.—The state of Pennsylvania last week officially
confirmed that a broad measure signed into law in May exempts employ-
ees from being taxed on contributions made to flexible benefit plans to
cover their health care premiums and expenses.

“This sends a solid message to employers to get your systems changed,”
said Chip Kerby, a principal with William M. Mercer Inc. in Washington.

The guidance, provided on the state's site on the World Wide Web—
http://www.revenue state pa.us/start.hs-m—makes clear that the law ex-
empts from the state’s 2.8% income tax all major types of flexible benefit
plans, including premium conversion plans, flexible spending accounts
and plans that give employees a choice of applying credits that can be
cashed out or used to “purchase” health care benefits that employers give
certain values. The credits themselves would not be taxed if used to pur-
chase health care coverage, but they would be taxed if taken as cash.

While the legislation making these changes was enacted in May, some
employers awaited official guidance before making any changes to their
tax withholding systems. The law is retroactive to Jan. 1.

The change in law, though, does not apply to contributions for depen-
dent care, which are typically funded through employees’ contributions
to FSAs. Those contributions still will be considered aftertax under Penn-
sylvania law.

The state is encouraging employers that have not already adjusted their
withholding rates to make the necessary reductions in withholding for the
remaining months of 1997 for employees to offset the over-collection of
taxes that have resulted from the law’s retroactive effective date.

See Updates on page 38

Errors & omissions

e An item in the Sept. 22 issue about the proposed merger of account-
ing giants Coopers & Lybrand L.L.P. and Price Waterhouse L.L.P, did not
make clear that a joint risk management consulting venture between
Price Waterhouse and broker Sedgwick Group P.L.C. only operates in the
United Kingdom.

» Dow Corning Corp. has reached settlements with its insurers totaling
approximately $1.2 billion to respond to its silicone breast implant liabil-
ities. This figure was incorrectly reported in the Sept. 1 issue of Business
Insurance.

¢ Due to an editing error, information was omitted from the Gerling
Global Reinsurance Group listing in the Sept. 1 Directory of Worldwide
Reinsurers. The Specialties section should have read: “All classes of risks,
including financial reinsurance and financial products.” In addition, Pe-
ter A. Gentile, President/CEO-Gerling Financial Products Inc., 212-745-
0741, was omitted as a contact.

Government seeks input
on COBRA guidelines

By JERRY GEISEL

WASHINGTON—Eleven years
after Congress passed the COBRA
health care continuation statute, a
federal agency is asking if it is
time to issue new regulations and
guidance on how employers
snhoulc. communicate the benefit
to employees.

Last week, the Labor Depart-
ment issued a request for infor-
mation to help the agency decide

whether it should draft new rules
to “explicate” COBRA's numer-
ous notice requirements that kick
in when employees are hired,
when an event occurs that entitles
them to coverage and during the
period when they can elect CO-
BRA coverage.

In particular, the Labor Depart-
ment wants to know if it should
revamp a model notice issued
shortly after COBRA’s enactment
in 1986 that employers can use to

explain COBRA benefits to newly
hired employees.

The department also is request-
ing comments on whether it
should prepare a second model
notice that employers could use to
explain to employees and spouses
their right to obtain COBRA cov-
erage after a qualifying event,
such as termination of employ-
ment, the death of an employee or
a divorce or marital separation.

See COBRA on page 36

‘Junk science’ case part
of thin business docket

By MARK A. HOFMANN

WASHINGTON—The Su-
preme Court will decide in
its upcoming term how
wide courtroom doors must
open to what some people
have branded “junk sei-
ence.”

But General Electric Co.
vs. Robert K. Joiner is one
of relatively few cases of
interest to employers carried over into the high
court’s 1997-98 term. Ir: fact, only about one-third of
the 438 cases accepted but not decided during the
court’s last term involve business issues, pointed out
legal experts at two Supreme Court previews last

week.

Although the justices won't announce which addi-
tional cases they will hear until next week, they
probably will accept relatively few other cases for r=-
view if they continue their practice of recent years.

In addition to the “junk science” case, other cas=s
the justices already have agreed to hear involve:

» Whether same-sex sexual harassment charges can
be brought under Title VII of the Civil Rights Act of
1964,

e The scope of the federal Age Discrimination in
Employment Act.

e Whether a company can be sued by a citizens’
group under the Emergency Planning and Comm-uni-
ty-Right-to-Know Act if it complies with the act’s re—_

See Court 07'3 page 38

Mergers challenge NAPSLG

By JOANNE WOJCIK

ORLANDO, Fla.—Insurance industry consol-
idation is producing a mixed bag of opportuni-
ty for the surplus lines market.

Long-term relationships are being disrupted
as merging companies close and consolidate re-
dundant offices.

At the same time, small companies that can move
quickly may be able to capture the business of buy-
ers whao don't like dealing with megabrokerages.

“There are going to be fewer suppliers and chan-
neling partners to distribute the products through,”
observed President Paul Springman of the National

Assn. of Surplus Lines Offices Ltd. during an
interview that preceded a panel discussion ti-
tled “Mergers & Acquisitions: Good for the
Industry.”

The panel was featured during the annu-

al NAPSLO conference earlier this month
in Orlando, Fla.
“When your top four reinsurance brokers be-
come one, there’s a difficulty,” observed Edwin M.
Millette, president of TIG Reinsurance Co. in Stam-
ford, Conn.

Insurers that merge are likely to increase thei- net
retentions and buy less reinsurance, he added.

See NAPSLO on page 24

By MICHAEL BRADFORD

NEW YORK—The Risk & In-
surance Management Society
Inc. is slightly leaner after re-
cent staff cuts, but it plans to
add staff in new positions next
year.

The society recently trimmed
six support staff pesitions after
a review of its operations re-
vealed redundancies in a few ar-

based RIMS.

RIMS streamlining its staff

Risk and

insurance

Society, Inc.
eas, explained Linda H. Lamel,

executive director of New York-  gal

In addition to the cuts, RIMS who
has made a change in its general

counsel’s office. Patricia Vaugh-
an, formerly associate general
counsel, was named genera.
counsel.

She assumes the title formerly
held by Paul Brown, who was
general counsel and director
of government affairs and le-
services. Ms. Vaughan
will report to Mr. Brown,
remains in the gov-

See RIMS on page 35
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Market seeks
anchor against
rate declines

By MICHAEL BRADFORD

.S. marine insurers are hoping that

risk managers won't decide to use

a chaotic marketplace as leverage to

demand lower insurance rates.

A “‘short-term concern is that risk man-

agers will use the combination of the ex-

tremely soft market, brokers’ anxiety and market disrup-

tion to further reduce their costs,” said Richard J. Deck-

er, vp and product line officer for CIGNA Property & Ca-
sualty’s ocean marine unit in Philadelphia.

Such a move “would be shortsighted. because to the
extent actions like that weaken the business, we will not
be able to provide the very necessary services as the mar-
gins disappear,” Mr. Decker said during a presentaticn
at the Houston Marine Insurance Seminar earlier this
month.

Risk managers are buying coverage from a U S. market
marked by intermediaries consolidating and cutthroat
pricing, Mr. Decker remarked, and some worry risk man-
agers may take advantage of eager brokers and insurers.

Policyholders, meanwhile, are watching insured values
rise as they scramble to add new equipmer.t to keep tp
with the booming demand for o0il and gas.

Offshore drillers and oil service companiss are seeing

good times for a change, said C. Russell Luigs,
president and chief operating officer of
Global Marine Inc. in Houston.
Mr. Luigs, who madz & separate
presentation at the Houston semi-
£ nar, said the demand for hydrocar-
bon products is “beyond anything
we've ever seen.” Excluding the for-
mer Soviet Union, consumption of
those products—oil, gas and natural gas
liquids—is up 30% over the past 10 years, ke said. “And
that is a monumental number. Thirty percert growth is a
tremendous growth rate.”

While increasing demand in the past could be met by
“opening valves,” tapping existing stores 3 hydrocar-
bons will not meet future needs, Mr. Luigs said. New
drilling will have to produce additiona. sourcez of
petroleum.

The booin has left energy companies hurting for equin-
ment that is in short supply. Building or replacing it
means insured values are rising, Mr. Luigs rointed out.

Only 48 ~igs are idle, he said, compared with 340 on the
sidelines in 1986. Of the 48, only four are rzady for ser-
vice, and those aren’t beauties, Mr. Luigs said. Anothar
31 are being prepared for service, and the rast aren’t us-
able.

He said rising revenues are enabling oil and gas com-
panies to buy needed equipment and pay the additional
premiums for the higher insured values. “The amount of
equipmen: to be insured is going up, and ike ability to
pay the premium is going up correspondingly,” Mr. Luigs
said.

To illustrate the increase in values at risk, a “‘standard,
relatively small,” 250-foot cantileverasd jack-up rig com-
monly used in the Gulf of Mexico cost $40 m:Llisn to build
in 1986 but now costs about $75 million to build, ke said.

While insured risks may be rising, energy companies

Con Market nn nert ninao
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World’s marine hull underwriters
waiting for their ship to come in

By EDWIN UNSWORTH

arine hull insurance

buyers may soon see

an end to the bargain

priced rates and

terms they've enjoyed

in recent years as
speakers at the International Union of
Marine Insurers’ conference urged un-
derwriters to refurn to responsible un-
derwriting ard harder rates or face los-
ing money.

IUMI President Nicholas Adaman-
tiadis, who is also a marine underwrit-
er with Athens, Greece-based Hellas
Insurance Co. S.A,, opened the ITUMI
conference with a warning that, “Since
last year we have witnessed competi-
tion that has zone a little bit out of con-

trol.”

Figures compiled by IUMI from 42
responses of its 48 member national
marine insurance associations and re-

leased for the
first time at
the confer-
ence earlier
this month in
Paris show
their com-
bined hull un-

7 derwriting

premiums in
1995 were $4.97 billion, down 11.2%
from 1994.

The New York-based American Insti-
tute of Marine Underwriters produced
statistics showing that total U.S. ma-
rine net premiums improved again in

1996 to $1.24 billion from $1.22 billion
in 1995. However, the combined ratio
from all lines deteriorated slightly over
the same period to 91.6% from 91.2%
Peter Christmas, chairman of TUMI's
Ocean Hull Committee, wrote in the
annual report presented by the commit-
tee to the IUMI gathering that hull
rates globally “‘have fallen rapidly and
progressively’ since their peak in 1994.
His report said that based on the
profit declared by hull underwriters
during these years and the general lev-
els of reduction ir price, “it is likely
that on a gross basis, underwriters
would generally return a loss in 1996."”
Mr. Christmas, also a marine under-
writer with Lloyd’s syndicate 735, also
said in his report that despite this fall
See Hull on page 12
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By MICHAEL PRINCE

igher insurance rates
and retentions earlier
in the decade along
with increased costs
of cleanups and a
1990 federal law have
promptec a heightened focus on loss
control in the oil shipping industry.

In the past few years, the oil ship-
ping industry has placed “a greater
amount o? focus on loss control,” not-
ed Paul Bartolo, vp of Center Marine
Managers in New York, a hull under-
writer.

For at least two major U.S.-based
energy companies, though, attention
to risk management and loss control
has been an important factor without
the prompting of costs and regula-
tion.

Part of the reason for the industry
drive for enhanced safety is the qua-
drupling of insurance deductibles for
oil shippers from 1992 to 1995, Rates
also went up during that time.

“Insurence costs became a very
large item to shipowners,” Mr. Barto-
1o said.

The 1989 Exxon Valdez disaster
and the ronsequent passing of the
1990 federal Oil Protection Act con-
tributed to the increased costs, which
saw rates and also deductibles go up
I for many oil shippers.

Companies focus on oil shipping safety

Higher rates, federal law have focused attention on risk management

But for Chevron Corp., safety goes
back further than that. Over the past
12 years, Chevron has not spilled
more than nine barrels of oil in any
year, said a spokesman for Chevron
Shipping Co., Chevron’s shipping
subsidiary in San Francisco.

Chevron’s success stems not from a
one-shot effort but from continual
vigilance, said H.D. Millar, manager
of risk management for the San Fran-
cisco-based oil company.

The company will support a tanker
crew’s decision to put safety ahead of
a rapid delivery of oil.

“There is no intimidation by man-
agement if you make the decision to
slow down or hold up from a safety
perspective,” the Chevron spokesman
said.

Focusing on the human aspect in
tanker safety will help to prevent
spills, said Richard Hobbie III, presi-
dent of the Water Quality Insurance
Syndicate, a New York-based under-
writer. He said a WQIS study showed
that 90% of oil spills in the 1980s re-
sulted from human error.

Storms or equipment failures can-
not be controlled, but “you can re-
duce the human error to a lower com-
ponent,” he said.

One important change in Chevron'’s
safety procedures stems from the Oil
Protection Act.

The law has made spills more ¢ost-

ly. Mr. Hobbie said that since OPA
passed, the cost of cleaning up a spill |
has increased 600% to 700%, as the
responsible parties now are liable for
the government’s cleanup costs.

The law requires new tankers to be
constructed with double hulls rather
than the single hulls previously used.
Double-hulled ships have an inner |
hull, within which sits the oil, built
13 feet inside the outer hull.

Chevron currently has 12 double-
hulled ships in its 36-ship fleet. Four
more will be delivered in the next
three years.

But the success of double-hulled
ships in preventing spills has not
been proved, and in a severe accident
that penetrates both hulls, a spill will
occur, underwriters and shippers
said.

“They’re not a panacea,” Chevron’s
spokesman said. “The real safety im-
pact is in careful handling,” he said.

Owning and operating its own
ships also contributes to Chevron's
safe operations.

“The best way to manage risk is
with our vessels, as we have the best
knowledge of them and our operating
philosophy,” the spokesman said.
Chevron does charter some ships in
addition to owning its own fleet.

Mobil Corp. of Fairfax, Va., also
has maintained a near-perfect

See Safety on page 10
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Continued from previous page
generally are finding coverage is
plentiful and reasonably priced in a
market awash with surplus. Marine-
related businesses are finding the
same.

“There is so much surplus that
must be put to work that some com-
panies are writing business for the
sake of cash flow, or simply riding
the market down because they don’t
know what else to do,” said CIGNA's
Mr. Decker. “In the long run, we will
be doing our customers no favors if
we commit mass suicide as an indus-
t!y‘”

Capacity is so plentiful, he said,
that for some risks it is essentially un-
limited. For example, putting togeth-
er $1 billion in coverage for cargo
risks is easily done, Mr. Decker said.

Marine rates are falling for no good

reason, he noted. If a company has a
loss, “the rate doesn'’t go up; it does-
n’t even stay the same. One of us
comes along and assumes the account
has been debugged and underbids on
b1 2

Despite such competitive under-
writing, U.S. marine insurers are
making money, with combired ratios
in the low 90s for the past few years.
“It has been very, very profitable for
us,” Mr. Decker said.

The consolidation of brokers,
which has affected risk managers in
many more areas than marine expo-
sures, is an indication that those bro-
kers “recognized that the structure of
their business could no longer be sup-
ported by the diminishing margins,
and they took dramatic, sometimes
defensive steps to position themselves
for the future,” he said.

Despite a smaller pool of brokers,
risk managers still may place marine
business through more than one bro-

ker in the shrinking pool, giving
themselves some leverage, Mr. Deck-
er suggested. “What was two brokers
is now in many cases one. We can ex-
pect several clients to maintain their
corporate risk management strategy
and bring in another broker to rebal-
ance their buying habits.”

Mr. Decker said underwriters are
obligated to look out for their clients’
needs with regard to the changing
distribution system.

“I've heard many underwriters and
in fact some second-tier producers
express reservations about how large
a share of their business is now with
one or two producers. They worry
that these megabrokers are develop-
ing leverage which could be used to
force decisions which might not be in
the clients’ best long-term interests.”

Those large brokers could threaten
insurers with “do it our way or we
will move all of our business,” a
stance that could damage relation-

ships between the two, Mr. Decker
said.

Those underwriter/producer rela-
tionships cannot be allowed to dete-
riorate, he urged. “We as underwrit-
ers must be sure that we provide the
services and financial products our
clients need and make sure that both
brokers and clients understand the
value that we bring.”

Like their insurers, many energy
industry policyholders are making
money. As they expand, so will their
coverage needs.

An indication of their expansion
can be seen in the rise in exploration
and production expenditures. That
spending has risen to about $83 bil-
lion this year from about $45 billion
in 1990, according to figures Mr.
Luigs quoted from Salomon Bros. re-
search.

The rise in spending on exploration
and production is an “enormous in-
crease not related to oil price,” he
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stressed.

Indeed, that increase comes as oil
prices have remained steady. Except
for three short-lived spikes, the cost
has hovered around $19 per barrel
since 1990.

As energy companies expand to
meet demand, underwriters must
recognize their particular needs
and respond with products and sar-
vices to meet those demands, said Mr.
Decker of CIGNA.

“It’s been our experience that the
large, sophisticated clients with pro-
fessional risk managers have com-
plex risk management programs
where they retain more risk,” he said.

Those clients often use captives,
large deductibles and other self-:n-
surance approaches to cover their ex-
posures, he added. “In many of these
complex programs, marine insurance
may not even be considered a sepa-
rate risk. It may simply be one of a
number of risks which are bundled
together in the same program. Effec-
tively managing the needs of a client
like this will include the ability to tn-
bundle services like claims, loss ccn-
trol, salvage and recovery.”

Mr. Decker said risk managers’
changing buying habits are having an
effect on the reinsurance market.

“Our clients, especially the larger
clients, are no longer transferring as
much of their risk to us. Especially
predictable, low-level exposures,” he
explained. “Also, we the underwrit-
ers are retaining more of our own risk
and reinsuring less."”

That leaves the reinsurance mar-
kets with diminishing revenues, Nr.
Decker noted. “Having amassed
capacity, they are looking for ways to
employ it and grow their business.
We are seeing the result of their cre-
ative survival instinets manifest its=If
in several different ways.”

Reinsurers are supporting manag-
ing general agencies with their ca-
pacity, he pointed out. “Some have
looked to directly access the client
through active captive management
and reinsurance of the captive. Otker

See Market on page 6

Meeting
dampened

HOUSTON—There was plen-
ty of water at the Houston Ma-
rine Insurance Seminar earlier
this month.

Near-constant rain kept more
than 1,100 registrants indoors
at the Westin Galleria in Hous-
ton for most of the Sept. 21-23
event.

The annual seminar is spon-
sored by Marine Insurancz
Seminars Inc., a non-profit or-
ganization that donates pro-
ceeds from the event to schools

for scholarships
and programs
that encour-

age ths
study of ma-
rine insur-

‘ ance and ad-
13 miralty law.
The rainy
weather kept atten-
dees in their seats for speakers
who provided overviews of the
London, Bermuda and U.S. ma-
rine insurance markets; a look
at the state of the oil and gas in-
dustry, an update on opera-
tional changes at the Port of
Houston; and other topics.

Next year’s seminar is sched-
uled for the same location and
will be held Sept. 20-22. More
information is available from
Charles Flournoy at John L.
Wortham & Son L.L.P., P.O.
Box 1388, Houston, Texas
77251-1388; 713-526-3366.
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Spotlight report

Market

Continued from page 4
reinsurers have entered the direct
world " through financial product
schemes and finite risk.”

New clients for U.S. marine insur-
ers will likely come from growing,
smaller-sized shippers, Mr. Decker
said.

“It’s important to recognize that we
must use our expertise to access not
only the largest clients but also those
that would be considered midsizec. or
smaller who are producing the major-

ity of the available new business,” he
said.

Because it can be costly to uncover
and serve that market, insurers can
form strategic alliances like the ones
CIGNA is developing, he said. Such
alliances avoid some of the costs in-
volved in seeking out new business.

CIGNA formed INAMAR Insur-
ance Underwriting Agency Inc. last
year “in order to allow ourselves the
flexibility to change with the markets,
make strategic alliances and broaden
our distribution sources,” Mr. Decker
explained.

On Jan. 1, INAMAR allied with

You know the
to trend. One

thev’re off chasing a completely different market.

USF&:G Corp. in a partnership that
allows CIGNA “access to their distri-
bution system and their clients with
little or no cost, and they get to offer
their clients ocean marine cargo in-
surance and continue to fulfill all of
their clients’ needs,” he said.

Just because the U.S. marine busi-
ness is like all business, “very Dar-
winian—survival-of-the-fittest,”
doesn't mean insurers have to kill off
one another in the procass, Mr. Deck-
er remarked. “In many cases we have
the better options of educating the
market and of forming alliances that
deliver value.”

Exxon Valdez teaches
insurers a hard lesson

By MICHAEL BRADFORD

nsurers can learn a few
lessons from the Exxon
Valdez case in effectively
dealing with policyholders,
according to an attorney for
the oil giant.

Some of the acrimony between
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Exxon Corp. and its insurers could
have been avoided if dealings between
the two had involved a little more
courtesy and common sense, says J.
Donald Bowen, an attorney with the
Houston firm Helm, Pletcher, Bowen
& Saunders L.L.P.

For example, Mr. Bowen advised
insurers, never take as long as
Exxon’s insurers did to deny a claim.

It took Lloyd’s of London attorneys
about 19 months to send Exxcon a let-
ter denying coverage for the 1989
Alaska oil spill that occurred when
the Exxon Valdez supertanker ran
aground, he said.

“I guess one of my requests to (in-
surers) would be, if you truly believe
that there’s no coverage. . .don't wa
19 months to deny coverage.”

Speaking at the Houston Marine

Insurance Semirar

last week, he told

insurers: “Ycur

insured  de-

serves an eacly

answer. If you

know thers’s

no coverage, if

there’s nothing

anybody’s going to

say to change your mind about that,
don’t string this process out.”

Mr. Bowen said that “the lead un-
derwriter, a very intelligent and capa-
ble man, upon hearing about this dis-
aster said that he knew within min-
utes. . .that there would be no cover-
age” under Exxon’s global corporate
excess policy.

“And the reason he knew that was
because he was confident” the loss
would be covered by the Internation-
al Tanker Indemnity Assn. Ltd., a
Bermuda protection and indemn:ty
club.

That $400 million in coverage was
paid several months after the spill.

Richard Youell, the Janson Green
Marine Syndicate underwriter Mr.
Bowen referred to, responded in a
telephone interview that it was under-
stood by underwriters soon after the
accident that pollution coverage was
excluded from the global policy and
was covered under the I'TTA policy.

“That was not a unilateral state-
ment by underwriters” denying ccv-
erage, he added. “Underwriters on
Day One acknowledged their possible
exposure in the loss of the vessel and
cargo,” even with that coverage.

Exxon also filed claims under the
global policy written in European and
U.S. markets. The coverage was writ-
ten to limits of $600 million with large
deductibles and covered Exxon affili-
ates for property/casualty risks.

The letter that arrived 19 months
later listed 33 reasons why the cover-
age would not respond to losses.

That kind of response is “the thing
that gives your market a bad name,”
Mr. Bowen said. “It makes people feel
like you will delay paying even a legit-
imate claim,” while holding on to the
money that draws interest for the in-
surer and not the policyholder.

Mr. Bowen said it peeves policy-
holders to get a denial letter fr
attorney instead of the insurer.
are the insurer. You've taken the pre-
miums. You have either written the
policy or you have agreed to the word-
ing of the policy. Take whatever ad-
vice you need from coverage counszl,
but you send that letter yourself.”

Another mistake, said Mr. Bowen,
was that insurers named the firm that
had written the letter to head the en-
suing litigation. That was a “major
mistake” by insurers, and not just ke-
cause they named attorneys who al-
ready had committed one blunder.

See Valdez on page 10
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Opinions

Clinton approach on track

T IS NO SMALL IRONY that almost four years to the

day that President Clinton unveiled his overly ambitious
health care reform plan—only to have it later collapse in
flames—the president now is following a very different
strategy for reform.

While President Clinton says his overall goal of achiev-
ing universal health care coverage hes not changed, how he
will accomplish that objective has.

Health care reform, he says, will be achieved one step at
a time. This is a common-sense idea he once foolishly dis-
carded but that he has since wisely embraced.

We couldn’t agree more with the president when he says,
“We've got to do it right so we can go on to the next step.”

Certainly, that incremental approach is the only way to
o where even the smallest mistake or miscalculation in a
trillion-dollar health care system can wreak horrendous
damage, an obvious point but one the administration did-
n't grasp when it launched its ill-fated crusade for sweep-
ing health care reform in 1993.

Since the collapse of its overreaching plan, the adminis-
tration has stuck to its one-step-at-a-time-approach to re-
form with impressive results.

Last year, the administration threw its support behind
legislation curbing pre-existing medical condition exclu-
sions, a move that gave a jump start to a languishing mea-
sure. Without administration support, that vital piece of
health care legislation could well have died.

The Clinton administration’s rols in advancing health
care reform a step at a time also has been evident this year.
[t helped move legislation opening up Medicare to compe-
tition, which will give retirees more choices and save mon-
ey for the government, retirees and employers.

While the administration’s approach is correct, this isn't
to say all of its proposals are on the right track.

We are concerned, for example, about President Clin-
ton’s suggestion that something needs to be done to assure
health care coverage for employees who retire before 65
and are not yet eligible for Medicare.

We are not clear on what exactly the administration has
in mind. Given Medicare’s still-shaky financial position,
surely it cannot afford to also take on the health care bur-

[ostss INSiente o) L P -

“TART'S CERTANLY CREATIVE, BILLY, BUT
WERE STUDYING REALIEM...."

den of early retirees, putting aside whether individuals
should be encouraged to retire at such a young age.

And if the administration is suggesting that employers’
health care obligations under COBRA—now limited to
three years—be expanded to a 10-year responsibility, we
think that would cause more harm than good. Expanding
COBRA liability would discourage employers, especially
smaller companies, from offering any health care coverage.

Other immediate reform objectives make more sense,
such as banning so-called gag rules that prevent providers
from discussing such things as alternative treatment costs
and options.

We think that oy approaching health care reform on a
step-by-step basis, the White House is clearly on the right
track. Even if some of those steps turn out to be false ones,
the administration appears far more likely to achieve rea-
sonable and desirable goals this way than by taking a fly-
ing leap into oblivion as it did with its over-reaching health
care reform plan only a few years ago.
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Letters

Ohio comp reforms must be defeated

To the editor: Your Sept. 22 editor:al
‘Campaigning For Comp Reform” was bcth
misleading and wrong on several important
points. You castigate labor for being politi-
~al rather than practical, but it was a “polit-
cal move” by the Ohio corporate communi-
y that motivated their sycophants in the
state Legislature to pass S.B. 45 in the first
nlace. The terrible content of that legislation
along with the cold shoulder given to work-
rs by legislators resulted in the first refer-
=ndum challenge to an Ohio law in nearly
50 years.

In detailing the “reforms,” you tota'ly
missed the reason why labor, injured work-
rs and their advocates have mobilized to
lefeat this law at the polls on Nov. 4. The
net effect of what you call a “broad and sig-
nificant” reform would be to cut benefits for
the vast majority of injured workers
through two very questionable tactics.

The first would result from the way Ohio
egislators mandated the use of the Ameri-
can Medical Assn.’s Guides to the Evalua-
ion of Permanent Impairment. They decid-

Business Insurance welcomes letters. |
The section is intended to be a forum for |
readers’ opinions and comments. We re- |
serve the right to edit letters for clarity or |
space. We will not publish unsigned let- |
ters. Please send your letters to Letters to |
the Editor, Business Insurance, 740 N. |
Rush St,, Chicago, T 60611; fax: 312-280- |
3174; e-mail: pwinston@crain.com
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ed to compensate workers for only the
“medical” consequences of their injuries
while totally ignoring the “economic” ef-
fects. The AMA itself warned against the
misuse of the Guides when it wrote, “It must
be emphasized and clearly understood that
impairment percentages derived according
to Guides criteria should not be used to
make financial awards or direct estimates of
disabilities.”

The second involvec the insidious effort
to eliminate from coverage certain occupa-
tional diseases, including conditions com-
monly referred to as “cumulative or repeti-
tive trauma.” This would be accomplished
by specifically excluding those conditions
that occur outside of employment unless
one can meet the virtually impossible bur-
den of proving “by a preponderance of the
evidence that the disease or condition is
characteristic of or peculiar to a particular
industrial process, trade, or occupation.”

These changes, unless rejected by voters,
will allow businesses and corporations to
shift the cost of conditions currently covered
by workers compensation in Ohio to other
public and private sources—in other words,
to the taxpayers or the injured workers
themselves.

You also claim that if the law is turned
back by the voters that “costs (in Ohig) are
likely to remain high.” Here are the facts:

In the past three years, the Okio state
fund has turned a $2.5 billion deficit into a
$2.9 billion surplus—a recovery of $5.4 bil-
lion!

According to a recent business study (Ac-

tuarial & Technical Solutions), the cost of
wage replacement in Ohio is less than all
but one of its neighboring states. Ohio had
an “index” rate of 1.025, which placed it vir-
tually in the middle of all states.

The cost of medical benefits provided to
injured workers in Ohio is far below the na-
tional average (according to the Bureau of
Workers’ Compensation, just 35.7% of total
benefits went to medical expenses, com-
pared to 41% nationally).

Premium increases between 1990 and
1995 were negligible (less than 1%) com-
pared to increases of 40% or more in all sur-
rounding jurisdictions.

In April of this year (in an action totally
unaffected by the passage of S.B. 45), the
Bureau announced a rate decrease of 15%
(reported by Bl in your May 5, 1997, issue}—
on top of a rate reduction of 7.3% in 1996.

To top it off, your editorial makes a gra-
tuitous comment about worker “fraud” in-
volving clzims for injuries incurred off the
job but offers not one shred of evidence or
support for such a claim. I would remind
you that the Bureau uncovered $19 million
in premium underpayments by employers in
the 1994-95 fiscal year, after auditing only
4% of its customers. But then, we are all too
polite to refer to such business behavior as
fraudulent.

James N. Ellenberger

Assistant Director-Department of
Cccupational Safety and Health
American Federation of Labor and
Congress of Industrial Organizations
Washington
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Valdez

Continued from page 6

“You need to have separate coun-
sel, and I know too often that does
not happen. Use one firm to review
the policy, and if they say there’s
coverage, great, and if they say
there's no coverage, that's great,
too. But don’t hire them to litigate
an opinion that they have given.”

It took almost eight years for
Exxon to settle all its claims with
insurers. A 1996 Texas jury award
and settlements later that year to-
taled $780 million that the oil com-
pany collected related to its claims
against the global policy (BI, Nov. 4,

1996; June 17, 1996).

Mr. Bowen, who spent his career
as a plaintiffs attorney before being
selected to head up Exxon's insur-
ance litigation, told insurers that in
some cases they have earned a rep-
utation for collecting premiums but
not wanting to pay claims.

That was the feeling of jurors who
found in favor of Exxon, Mr. Bowen
said. They saw the oil company as
having the same kinds of problems
collecting from insurers as they ex-
perienced when filing homeowners
or automobile claims.

Exxon won that case “not be-
cause we were smarter. It was won
because Exxon had the easy side of
the facts,” Mr. Bowen said. | Bl |

Safety

Continued from page 3
safety record.

A dedication to safety “permeates
all our operation and thinking,” said
Gerhard Kurz, president of Mobil
Shipping & Transportation Co., the
shipping arm of Mobil Corp.

Mobil uses a rigorous inspection
program for the ships it charters from
outside shippers; about one-third fail
the inspections and are not allowed to
ship Mobil oil. On any day, the com-
pany has between 30 and 40 ships
chartered around the world.

The company conducts spill simula-
tions to train crews in cleanup efforts,
but the best spill response is preven-
tion. “It's a lot easier to keep the oil in-
side the ship than to clean it up after
it has spilled,” Mobil's Mr. Kurz said.

Mobil, which also owns its own

fleet in addition to chartering ships,
has moved aggressively into double-
hulled ships. Mr. Kurz said that in
1994 the company launched what
Mobil says was the first double-hulled
tanker in the industry, and it has
added two more since then with an-
other pair on order.

In another safety move, Mobil has
received certification under the Inte=-
national Safety Management Code
standards (see related story, page 145.

The ISM standards are promulgat-
ed by the International Maritime O--
ganization and require oil shippers <o
have safety procedures for ships and
land operations. All oil shippers must
become certified by July 1, 1998, but
Mobil completed the year-long certi-
fication process earlier this year, Mr.
Kurz said.

Chevron is in the process of ba-
coming ISM-certified, a spokesman
said. [ Bl
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n business, nearly all of ITUMI’s
ember associations report an in-
creasing number of underwriters
and a rise in capacity, “which will
probably continue to put pressure on
erms and conditions.” He warned
at “if the last cycle is repeated, it is
ikely to be another couple of years
at least before we see any significant
hange.”
Speaking to the assembly, Mr.
hristmas said his main concern,
shared by hull underwriters in many
other markets, is that “the improve-
ents achieved during recent times

level off or decline as a result of |

he depressed state and overcapacity
most sections of shipping.” He

arned that this, coupled with a

ompetitive, over-subscribed mar-
etplace “make prospects grim.”

IUMI's hull committee chairman
also expressed his concerns about
several developments in the shipping

narkets that increase underwriters’
exposures. These include a build up
of large and high-valued vessels,

nany of which are getting older and
therefore more likely to need repair,
vhile trading in areas further from
repair and salvage facilities.

Over the past two years, the aggre-
gate value exposure for underwriters
also has increased. He cited as exam-
ples a passenger vessel capable of

arrying 3,700 passengers and crew

rorth $500 million and a Dubai ship |

repair facility where the presence of
wo modern liquefied natural gas
essels took the aggregate total of
essels there for repair at one time to
$700 million.

Mr. Christmas also repeated a con- |

ern that emerged at last year's
[UMI conference about the large
number of new high-speed craft
oming into service, usually to trade
n confined and crowded waters.
ile casualties among such vessels

so far have been relatively low, he
noted concerns about potential
laims as they age and are sold to
less responsible owners or managers.

However, there were a few excep-

ions to the gloomy prognoses.

Although U.S. marine underwrit-
ers have a relatively small hull ac-

ount—under $300 million in premi-
s in 1996, compared with more
han $1.3 billion for the London
market—it did grow by just over 5%
last year and is profitable.

John Hickey, president of the
American Hull Insurance Synd:cate,
said the U.S. ocean hull insurance
sector “is starting to see some posi-

ive signs.”

These signs include underwriters
beginning to realize they’re not mak-
ng money on certain business and
an important first indication that the
market is turning: Brokers are find-
g it difficult or impossible to place

ertain higher-risk business.

However, Richard DeSimone,

hairman of the American Institute
of Marine Underwriters, does not
share such optimism about the U.S.
market. Speaking of the marine
market generally, he said “trends are
definitely showing signs that the
market will deteriorate” and that af-

er a good run, “rates are falling and

overage is getting broader.”

Giving the Institute of London

nderwriters’ annual presentation

o TUMI of statistics on globa: ma-
rine casualties, ILU Deputy Chair-
man Steven Redmond said there was
an “improving or relatively stable

end” during 1996.

While the number of merchant
ships over 500 gross tons lost last

ear was up one to 113 over the pre-
ious year, the combined tonnage of
these ships was the lowest on record
at 701 gross tons, against 761 gross
tons in 1995. Figures so far for 1997

show the trend is continuing to im-
prove, Mr. Redmond said.

The figures provide “some positive
points that shipping is a safer indus-
iry as a whole,” said Mr. Redmond,
who also is underwriting director at
Londcn-based Eagle Star Reinsur-
ance Co. Ltd.

ILU Chairman Nigel Jenkins said
that while in 1996-97 the marine
market has softened, he believes this
softer market is approaching its end
and is near the bottom in most class-
es. He emphasized that if the market
is to maintain stability, “the next
move on rates has to be” upward,

and he added, “I see that happen-
ing.”
Michael Ellis, London-based gen-
eral manager of The Salvage Assn.,
one of the world’s major casualty
surveyors, expressed the same con-
cerns as Mr. Christmas about the ris-
ing average age of ships, saying they
present underwriters new challenges
in risk assessment. He also expressed
concerns about the potential expo-
sure to claims that resold vessels
generate for hull and machinery un-
derwriters.

He warned that such vessels some-
times sail with a new crew within

hours of being taken over by new
owners, with few or no checks made
on such important items as engine
condition or lube oil quality and of-
ten no access to log books and main-
tenance records, which have been re-
moved by the previous owner. He
said underwriters probably could re-
duce their claims costs considerably
if they pressed such owners for de-
tails of their inspection arrange-
ments and crew training and exclud-
ed or restricted machinery damage
for at least the first few months.

Mr. Ellis also urged underwriters
not to forget their potential expo-

sures resulting from the Year 2000
computer problem that may affect
many systems.

The blame for current overcapaci-
ty in the hull market and bottom-
line underwriting lies with hull un-
derwriters themselves, according to
Lars Lindfelt, managing director of
The Swedish Club.

“It is only you who can create a
balanced market where there is a
chance for fair rates to prevail,” he
told delegates. He also accused hull
underwriters of supporting substan-
dard shipping by making it possible

Continued on next page

property catastrophe,

marine and aviation risks
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Continued from previous page
for even bad shipowmers to find
cheap cover.

Apart from employing stricter
underwriting criteria, he told under-
writers one way of correcting this is
for them to “‘get their act together”
and stop supporting certain flag reg-
istries.

Mr. Lindfelt said another way
would be to create a controlling
body over the International Assn. of
Classification Societies, the 15 inde-
pendent bodies that inspect mer-
chant ships to ensure they meet safe-
ty regulations. Mr. Lindfelt said that

while the IACS is doing a good job,
hull underwriters should draw up an
approved list of probably no more
than six classification societies with
which they would work.

Speaking on behalf of tanker own-
ers, Francis Vallat, a former vp of the
International Assn. of Independent
Tanker Owners, maintained that
high-profile tanker disasters such as
that of the Sea Empress in February
1996 (BI, Feb. 26, 1996) have given
the tanker industry an undeservedly
poor reputation. He said that of the
approximately 1,850 million metric
tons (2,035 tons) of crude oil and re-

fined products delivered in tankers
last year, 99.985% was delivered

| ]
‘It is only you who can
create a balanced
market where thereis a
chance for fair rates to
prevail,’ says Lars Lindfelt.

without incident.
Mr. Vallat also cited a scon-to-be-

released study by the U.K. P&I Club
showing that of 453 property dam-
age claims from tanker incidents
during the 10-year period to 1996,
one third were not the fault of the
tanker or its operators but resulted
from pilot error. He said this is a ma-
jor concern of tanker owners, be-
cause it is a problem over which they
have no control, though current in-
ternational laws make tankers 100%
liable for pollution damage.
Speaking on behalf of reinsurers,
Deirdre H. Littlefield, senior vp-spe-
cial lines director of Swiss Reinsur-
ance America Corp. of New York,

ith PXRE?

TJday, a reinsurance buyer can just about
name its price, thanks to a glut of reinsurance

capacity.
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said marine reinsurance remains
competitive, partly because Lloyd's
of London’s recovery has put it firm-
ly back in the marketplace. Clients
also are demanding reductions,
which in many cases is justified by
their good claims experience. Anoth-
er trend she noted is that clients are
retaining more risks and buying less
reinsurance.

However, regarding the state of
the hull insurance market, TUMI's
Mr. Christmas sees some develop-
ments he thinks could force a return
to more sensible underwriting.

These include the megamergers of
brokers, which, because of their
large scale, will require a positive fi-
nancial return that would be diffi-
cult to achieve if the markets contin-
ue in free fall.

Another factor is that several of
the major infernational insurance
companies have warned their marine
managements that another down-
turn like the last would be unaccept-
able and could lead to reconsidera-
tion of their long-term commitment
to marine business.

A third factor Mr. Christmas cited
is the increasing financial invest-
ment in Lloyd’s of London by corpo-
rate capital, controlled by a limited
number of large participants who
are likely to require corrective action
in the direct writing and reinsurance

Delegate
number
rises

he 52nd annual

conference of the

International

Union of Marine

Insurance  held

Sept. 13-17 in
Paris attracted about 650 dele-
gates from 48 national member
associations.

Attendance was up substan-
tially from about 520 who at-
tended the conference last year
in Oslo, Norway.

Georg Mehl, chief executive
of Wuerttembergische Ver-
sicherungs- IUMI
gruppe of
Stutigart, ZEN :
Germany,
was elected WRARA /N
chairman PARIS 1997
for the next
three years.

After his election, Mr. Mehl, a
past chairman of DTV, the Ger-
man federation of marine insur-
ers, likened his new role to that
of the captain of a ship now
rocked by rough seas but with
an “excellent crew and present-
ly sailing on a good course.”

Next year's conference will
be held in Lisbon, Portugal,
from Sept. 12-17, 1998. Lisbon
last hosted the TUMI conference
in 1961.

Provisional programs and
registration forms for the 1998
IUMI conference will be dis-
tributed by national marine in-
surance associations early next
year.

For more information on
next year's meeting, contact
Jaime d’Almeida, chairman,
Associacao Portuguese de Se-
guradores, Av. Jose Malhoa,
Lote 1674-7, 1070 Lishoa, Por-
tugal; 35-1-721-29-05; fax: 35-
1-726-19-51.

—By Edwin Unsworth
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Deadline approaches for IMS ship certification

Despite low compliance rate so far, soft market may prevent coverage denials

By EDWIN UNSWORTH

eflecting its con-

cerns about a major

piece of internation-

al regulation, the In-

ternational Union of

Marine Insurers
conference devoted a special ses-
sion to the International Safety
Management Code.

The code has been devised by
the International Maritime Orga-
nization, a London-based unit of
the United Nations, to apply a
universal benchmark for marine
safety management procedures
(BI, Aug. 18). It requires shipown-

ers and operators to have systems
in place to prevent accidents and
pollution and applies to passenger
ships, high-speed craft and oil
and chemical tankers of, more
than 500 gross tons as of next July

As of July 1, 2002, it will apply
to most other vessels weighing
mcre than 500 gross tons.

In a video presentation to the
conference, Bill O'Neil, IMO sec-
retary general, expressed con-
cerns about the slow pace of
shipowners in getting ISM certifi-
cation. He pointed out Zigures
from the International Assn. of
Classification Societies showing

that so fer, only 11.2% of affected
vessels have been certified. This
raises concerns for the IMO and
shipowners since the deadline is
less than 10
months away
and it can
take up to
two years to
comply with
the code. The
IACS bodies
will do most
of the work
on ISM certification.

Mr. O’Neil urged IUMI's marine
underwriter members to deny
shipowners insurance coverage if

they fail to comply with the code.

However, it is by no means clear
to what extent this will be done.

Peter Christmas, chairman of
IUMI's Ocean Hull Committee, re-
ported at the conference that most
of the global markets for marine
insurance have yet to decide their
response to clients that fail to
meet the deadlines.

He added that several markets
have also pointed out the difficul-
ties of denying coverage in such a
soft market environment, since
other insurers are willing to write
what one turns away.

Nigel Jenkins, chairman of the
Institute of London Underwriters,
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said the group, which represents
more than 50 British and foreign-
parented companies active in
London marine insurance, sup-
ports the code.

However, he acknowledged that
whether insurers decide to make
ISM compliance a condition of
coverage depends very much on
individual companies and local
legislation.

Timothy Humm, a director of
underwriting agents Hiscox Syn-
dicates Litd. and chief underwrit-
er on Lloyd’s marine syndicate
625, said he fully supports the
ISM code, claiming, “It is the nat-
ural ally of underwriters.”

As a result, Mr. Humm, who
also is chairman of IUMI's Joint
Hull Committee, would like to see
all marine insurers adopt a con-
sistent approach, including un-
derwriters insisting on seeing ac-
curate information on ISM com-
pliance by shipowners and opera-
tors before insuring a vessel.

The shipping companies’' main
liability insurers, the protection
and indemnity clubs, are pushing
to make ISM compliance a re-
quirement of coverage.

Nigel Carden, an IUMI confer-
ence observer on behalf of the In-
ternational Group of P&I Clubs,
said clubs belonging to the group
decided at a meeting earlier this
month to make possession of valid
ISM certificates obligatory for
members.

The International Group will
also recommend that when its P&I
club members make routine ship
inspections, they should include
checks to ensure that the ship-
owner operates an effective safety
management system in compli-
ance with ISM requirements.

Mr. Carden, also a partner in
Thomas R. Miller & Son, the Lon-
don-based managers of the U.K.
P&I Club, said the changes would
deny uncertified members cover-
age for any claim arising from
failure to comply.

However, Lars Lindfelt, manag-
ing director of The Swedish Club,
one of the P&I clubs, said no one
in the insurance sector “has yet
given a straight answer” as to how
they will treat ISM code failures.

“I think it would be a shame if
the underwriting industry didn't
support the ISM," said Mr. Lind-
felt, who will retire soon.

Mr. Lindfelt added that while
The Swedish Club has been giving
a rebate for the past two years to
members who comply with ISM,
he did not know what the club
will do as of July 1998.

Richard DeSimone, chairman of
the American Institute of Marine
Underwriters, said the U.S. mar-
ket is less affected by the ISM
code because of its relatively
small amount of ocean hull busi-
ness.

While Mr. DeSimone, who is
also senior vp-marine for Madi-
son, N.J.-based Atlantic Mutual
Insurance Cos., acknowledged
that ISM Code compliance is a
concern for U.S. marine under-
writers, he added he was “not so
sure that we're as concerned as
some other markets.”

At an official level, shipowners’
associations have backed the IS
Code.

Chris Horrocks, general secre-
tary of the London-based Interna-
tional Chamber of Shipping, said
the shipping industry has not
tried to seek an extension of the
deadline,

However, while he accepted that
shipowners who made no effort to
achieve ISM compliance deserved
to be punished, he called for “‘some
rational method” of dealing with

See Code on page 16
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those who legitimately try for com-
pliance but are caught up in the log-
jam. For this latter group, it makes
no sense for P&I clubs to deny them
coverage, he maintained.

John Lyras, president of the Union
of Greek Shipowners, expressed a
similar sentiment. In a paper deliv-
ered on his behalf, Mr. Lyras asked
marine insurers to appreciate the dif-
ficulties for shipowners of compli-
ance and “to stand by the industry as
they traditionally have done.”

The International Assn. of Inde-
pendent Tanker Owners has made
ISM Code compliance a condition o2
membership, according to Francis
Vallat, one of its past vps.

He said more than half the ships o2
INTERTANKO members have ISM

compliance. This number is expected
to rise to 85% by the end of 1997 and
to 95% by the July 1998 deadline.

The European Commission has
strongly backed ISM. Gilles Bergot,
administrator of the E.C.'s Maritime
Safety Unit, told the conference the
European Commission is fully con-
vinced the Code is an “extremely im-
portant” measure for safety at sea
and the environment and thus is
sending out a strong message that
there will be no flexibility on the July
1998 compliance deadline.

He said the European Commission
expects to have legislation in place
by the deadline that would enable
European Union ports to deny access
to ships without ISM certificates or
even to detain such ships, though he
acknowledged such detentions were
likely to be for only short periods, be-
cause they could lead to port conges-
tion.

However, Steven Redmond, under-
writing director at Eagle Star Rein-
surance Co. Ltd. in London and the
ILU’s deputy chairman, expressed
concern about the possibility of flex-
ibility on the deadline. “As soon as
you give flexibility, you give more
and more leash to extenc. I hope we
don't extend to such an extent that
ISM is actually worthless,” he
warned.

He also was worried by Mr.
Bergot’s statement that it would be
difficult to detain ships without ISM
compliance. He said if some form of
detention isn’t put into force, “then
we chase vessels around the world,
which just pushes the problem away
for a period.”

A strong backer of ISM, Mr. Red-
mond urged underwriters to support
it and implored all those at the TUMI
conference to put ISM certification
high on their agendas. [ Bl |

Rates remain soft
for cargo insurance

By EDWIN UNSWORTH

argo insurance buyers
are enjoying continued
competition for their
risks, though under-
writers complain of an-
other year of soft mar-
ket pressures on profits.
Overcapacity and weakening rates,
cited a year ago as problems by cargo
underwriters, have only have wors-
ened in the past 12 months, according
to members of the International
Union of Marine Insurers.
“We see certainly another year of
enthusiastic cargo competition,” stat-
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ed James Zrebiee, chairman of
IUMI'’s Cargo Committee.

“For many underwriters, particu-
larly those who have neglected to
match rate with exposure, the results
will furn exceptionally sour,” he said.

At the same time, the problem of
cargo losses from thefts and hijack-
ings of high-valued merchandise also
continues to hit underwriters, accord-
ing to a survey of IUMI'’s 48 member
associations on cargo insurance
trends.

In fact, the survey found that the
only discernible factor causing an in-
crease in losses of more than $200,000
was the problem of hijackings or theft
of single
trucks or
small vessels
“with the po-
tential of
tremendous
losses from a
single occur-
rence,” Mr.
Zrebiec said.

The results of the survey also indi-
cate that in addition to the problems
of competitive conditions and cargo
thefts, marine insurance associations
are concerned about:

e Increasing pressure on rates and
conditions as a result of the deregula-
tion of insurance around the world.

e The growing influence of the non-
marine insurance sector over marine
cargo underwriting.

¢ The “negligible” increase in cargo
premium volumes, despite a rise in
the quantity and value of insured car-
goes.

» A trend of more cargo owners to
either rely on self-funding or
shipowners’ liability insurance to
cover their losses, rather than buying
cargo insurance.

In addition to the concerns outlined
in the study, Mr. Zrebiec also warned
that some cargo underwriters are
adopting an “ignorance is bliss” ap-
proach.

That means they are underwriting
some cargo business, particularly for
bulk commodity shipments, with in-
adequate information about the risk,
Mr. Zrebiec said.

By not requiring the policyholder
to report details about the vessel, for
example, the cargo underwriter has
no information on the safety of the
cargo carrier or the hazards of the
shipping route.

Some of the accounts underwritten
in this manner may make a profit, but
results of others “will be disastrous,”
he warned.

Mr. Zrebiec said reinsurers may be
aiding this trend.

Cargo underwriters can charge a
rating surcharge if a ship has not
been classified as safe by one of the
ship classification societies, yet some
don't bother to do this, he noted.

Some reinsurers, however, don't
differentiate between cargo insurers
that follow this approach and those
that do not, he said.

Meanwhile, Michael Harding, car-
go underwriter for London-based
Eagle Star Reinsurance Co. Ltd., ex-
pressed his concern that consolida-
tion in insurance and brokerage in-
dustries will cause cargo underwrit-
ing to increasingly be rolled into oth-
er departments, rather then kept as a
separate entity within companies.

“How many of these have gone or
are in danger of going in with the in-
dustrial departments? Has the rela-
tive important influence of cargo
been relegated? Are the package poli-
cies which did so much damage in the
late 1980s to be resurrected

See Cargo on page 18
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Spotlight report

Cargo

Continued from page 16

in large numbers? If so, are we
coping with them more compe-
tently and asking the correct
questions via these new depart-
ments, or is price still the overrid-
ing factor?” Mr. Harding asked.

He echoed the survey’s finding
that cargo shippers, despite falling
rates, are relying less on tradition-
al cargo insurers to cover their
risks.

“The risk manager of today is
using the soft market conditions
to broaden and extend the scope
of his cover, while self-insuring
his ‘bread and butter’ cargo expo-
sures,” Mr. Harding said.

Richard Lowther, risk manager
for B.A.T Industries P.L.C., main-
tained that while there always

will be a need for the cargo insur-
ance specialist, the future of risk
financing lies in establishing a
balance between retaining the
technical skills of cargo under-
writing and developing broader-
based products to satisfy the more
general demands of many cus-
tomers.

“The aspect of underwriting
may actually become less impor-
tant than some of the other ser-
vices that the cargo (insurance)
community can provide as the
structure of our business
changes,” he said.

Other services, he said, could in-
clude providing coverage and ex-
pertise on the risks of protecting
such items high-value secientific
equipment, including satellites;
medicines and pharmaceuticals;
and valuable goods, such as bul-
lion and fine arts. [ Bl |

Underwriters awash in challenges

Worries include fleet ages, handling techniques and strict liability

By EDWIN UNSWORTH

icholas Adaman-

tiadis, president of

the International

Union of Marine In-

surers, opened the

group’s 52nd annual
conference saying the theme, “Ma-
rine Insurance-The Way Forward,”
“mirrors our deep concern about the
threats and opportunities which sur-
round us.”

Mr. Adamantiadis, a marine un-
derwriter with Athens, Greece-based
Hellas Insurance Co. S.A., warned:
“We either go forward, or marine in-
surance stagnates and becomes in-
corporated or absorbed by other larg-

er lines of the insurance industry.”
The way forward requires that un-
derwriters “reinvent the business” by
starting to question the old rules un-
der which they operate.

Marine insurers are operating in a
global marketplace characterized by
a wealth of opportunities but also
challenges, said Jean Arvis, president
of the Federation Francaise des Soci-
etes d’Assurances. He gave the
keynote speech at the 1997 TUMI
conference, held earlier this month in
Paris.

His theme, “Marine Insurance To-
day: Issues at Stake,” kicked off the
conference with an outline of the fa-
vorable economic context in which
marine insurers now operate. World

!

At Mutual Marine Office, 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,

we've been delivering innovative,
competitive solutions for more
than 30 years. :

So when you're confronted
with a difficult marine liability
exposure and want the security
of an A+ rated carrier, turn to
Mutual Marine Office. We'll face
your toughest risks without turning
to stone.

MUTUAL MARINE OFFICE

Part of New York Marine Group
800-367-0224

330 Madison Avenue, New York, NY 10017
300 South Wacker Drive, Chicago, IL 60606
345 California St., San Francisco, CA 94104

MMO Group is comprised of New York
Marine And General Insurance Company,
Gotham Insurance Company and Mutual
Marine Office

trade has been growing steadily for
five years, and maritime shipments
from which marine underwriters
make their living have also increased
with the prospects of demand for
shipping “particularly encouraging
for the years to come.”

However, Mr. Arvis, who also is
chairman of Groupe Victoire, one of
France’s biggest insurance compa-
nies, said there is one overriding wor-
ry about the global merchant fleet: its
increasing age. The average age o°
vessels afloat
is 18 years,
which is wor-
rying when
coupled with
“the constant
question about
the quality of
their mainte-
nance, management and even some
commercial practices.”

Other challenges facing marine un-
derwriters come from bigger, faste-
vessels and quicker cargo-handling
techniques, which are increasing the
concentration and frequency of risks.
At the same time, marine insurers,
like underwriters of other classes of
risks, face growing calls from clients
for more guaranties. Among these are
calls to cover costs associated with
delivery delays, Mr. Arvis said.

The changing legal environment is
another challenge. Mr. Arvis said that
while maritime law has been based
for decades on the principle of du=
diligence, meaning whoever caused
the harm is liable, this is being in-
creasingly “manhandled” so that car-
riers and shipowners are being grad-
ually imposed with a strict liability
that increases their commitments
and thus those of their insurers.

Still further challenges come from
the globalization of underwriting and
the cover of corporate risks, the con-
centration of insurance companies
and brokerage firms through
takeovers and mergers, the opening
up of new markets in Eastern Europe
and Southeast Asia, and the in-
creased use of captives.

Mr. Arvis warned it is imperative
that the marine insurance market
find a lasting stability. Not to do so
would risk a loss of investors or the
marginalization of marine risks with-
in the insurance sector.

In 1995, the latest year for whica
TUMI has global figures from its 48
member associations, global marine
insurance premiums in 1995 totaled
$16.7 billion, slightly down from a re-
stated $16.81 billion in 1994. The hull
account was worth $5 million, down
11.2% from 1994. Transport and car-
go in 1995 generated premiums of
$8.5 million, up from $8 billion. Pre-
miums for offshore and energy bus:-
ness were $1.2 billion, down from
$1.5 billion.

The figures, compiled for TUMI by
Norway’s Central Union of Marire
Underwriters, show London re-
mained the top marine insurance
market, accounting for $3.4 billion of
1995’s total marine premiums, of
which $2.5 billion was underwritten
at Lloyd’s and $957 million by mem-
ber companies of the Institute of
London Underwriters. This com-
pares with a restated $4 billion un-
derwritten in London in 1994, of
which $2.8 billion came from Lloyd’s
of London and $1.2 billion from tke
ILU.

Japan remained the second-largest
marine insurance market, accountirg
for $2.9 billion of 1995’s premiums,
against $2.95 billion in 1994. The
United States stayed in the same po-
sition, with 1995 premiums of $1.54
billion, little changed from $1.56 bil-
lion in 1994. (B |




Zurich’s HPR: Building Solid Foundations

depth perception

It’s Why We See Things Others Don't.
And So Do Our HPR Customers.

With an average of more than 15 vears experience in the each customer’s needs. It's a cohesive approach you won’t

field, Zurich-American’s HPR engineers bring unparalleled  see anywhere else...and it’s grounded in Zurich’s A+ rating
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A Global Reinsurer
Never Stops Adding
Skills And Talent.

Reinsurance is not only a matter of capacity. A leading
reinsurer must offer an enormous variety of skills and expertise.

Swiss Re is actively acquiring companies that match our strategic
goals, creating new operating units, and adding expert staff.

Our strategy of staffing our branch offices with skilled
specialists from many reinsurance disciplines enables us to act
quickly on a local basis. For example, our Chicago office now has
actuarial and claims professionals who provide customized service
to our Midwest clients, supplementing our staff in New York and
San Francisco.

New senior people' add to our experience in many other areas,
including workers compensation and professional liability lines.

Our newly created Client Services Department is dedicated to
providing top quality value added services to clients.

And our Economic Research unit, which publishes our
authoritative SIGMA reports, has opened a new office in New York
to provide even more insightful reports on the US market.

Swiss Re America. |

The reinsurer that keeps getting better.

Swiss Re America

Visit our websites: www.swissreamerica.com and www.swissre.com
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ASK A BENEFIT MANAGER

What are the major provisions
we should be aware of in the
latest legislation affecting
retirement plans?

The new legislation includes the
Balanced Budget Act of 1997 and the
Taxpayer Relief Act of 1997. Because
this legislation covered extensive
ground, this column will highlight
the key points benefit professionals
need to consider.

The major provisions affecting tax-
qualified retirement plans include these:

» Mandatory cash-outs.

This change allows employers to remove from their
pension rolls former smployees whose accrued benefits have
a present value of up to $5,000. That’s an increase from the
former $3,500 cash-aut limit. This means that if the present
cash value of a former employee’s pension at normal
retirement age is $5,000 or less, the plan can distribute that
amount to the former employee now rather than holding it
until he reaches age 65. This provision, effectivein 1998, is a
plus for plans because it eliminates small dollar amounts
from plans and therefore eases the administrative burden
ard cost of maintain:ng these small amounts.

» Fiffeen percent excise tax.

This tax is eliminated for excess distributions received
Jan. 1, 1997, and thereafter. This is a real advantage for the
individual and one less item with which plan administrators
need to be concerned.

» Full funding limit.

For qualified pension plans, the full funding limit is
increased from the current 150% of current liability to 155%
in 1999 and 2000; 160% in 2001 and 2002; 165% in 2003 and
2004; and 170% in 2005 and after. The additional
centribution allowed by the new full funding limit must be
amortized over 20 years. Currently, 10-year amortization is
reguired. This amortization is effective for plan years
beginning on or after Jan. 1, 1999.

The unamortized balance as of the close of the plan year
prior to the 1999 plan year must be amortized over a period
of years equal to 20 years, less the number of years since the
amortization base was established.

This change is positive for those plans wishing to make
larger contributions to their pension plans. However, this
will not impact many plans.

s Employer stock limitations.

No more than 10% of employee elective 401(k) deferrals
may be required to ke invested in employer stock. However,
there are some exemptions:

o For employee-elective 401(k) deferrals to an ESOP.

o If the value of all defined contribution plans of the
employer does not exceed 10% of the total assets of all
qualified retirement of the employer.

o If not more than 1% of an employee’s eligible
compensation deposited to the plan as an elective deferral is
required to be invesfed in employer stock.

The effective date for this provision is for plan years
beginning before 1999.

Because most corporate employer 401(k) plans provide for
company stock, many plans may be affected by this change.

» Rollovers.

It is not necessary for a distributing plan to have a
determination letter from the IRS in order for a plan
receiving a rollover contribution to reasonably conclude that
it is a valid rollover contribution. This eliminates the need
for the distributing plans to provide a determination letter
and of receiving plans to check for a determination letter for
rollovers. This is a plus for plan administrators and
employers. This change is effective Jan. 1, 1998.

» New technologies.

The secretaries of treasury and labor are required to issue
guidance designed to interpret the notice, election, consent,
disclosure and time requirements under the IRS code and
ERISA relating to retirement plans as applied to the use of
new technologies by plan sponsors and administrators, while
protecting rights of participants and beneficiaries. Also to be
examined is the extent that paperless transactions can be
utilized. The guidance is to be issued no later than Dec. 31,
1998, with final regulations not to be effective until the first
plan year beginning at least six months after issuance of
final regulations.

While the time line on this provision is a few years in the
future, I am happy to see that these issues are under review.
It is not too early to start thinking about how to improve the
administration and communication of your plans through
electronic means. The use of intranets and the Internet
provides many opportunities to streamline plan
administration.

These opportunities may include providing employees
summary plan doctuments on a database on your intranet or
e-mail system or allowing employees access to their benefit
information via the Internet. Hopefully, clear guidance
regarding electronic communication will be provided.

» Ten percent excise tax. i

There is an additional exception to the 10% excise tax on
non-deductible employer contributions to a qualified
retirement plan, This involves contributions to one or more
defined contribution plans that are not deductible because
they exceed the combined plan deduction limit. The
exception only applies to the extent that contributions do not
exceed the amount of the employer’s matching contributions
plus the elective deferral contributions to a 401(k) plan. This
change is effective for taxable years beginning Jan. 1, 1998,
and thereafter.

* Summary plan descriptions.

Employee benefit plans no longer are required to file
SPDs and summaries of material modifications, or SMMs,
with the Department of Labor. However, the DOL may
request an employer to furnish these documents, The fine for
non-compliance is up to $1,000.

Again, this is a plus for plan administrators, as it is one
less administrative task. However, the requirement for
producing SPDs and SMMs remains. We still need to ensure
that we develop the SPDs and SMMs and are prepared to
furnish the materials if requested. Communication of
employee benefits is today one of the most important
functions of benefits.

This change does not affect the need to continually
communicate the value and ensure understanding of our
benefit programs to employees. ;

s RAs.

Although IRAs do not directly affect employers’
retirement plans, plan administrators should be aware of
them. There are now two types of IRAs: the Roth IRA and
the standard deductible IRA.

The Roth IRA allows for a maximum post-tax
contribution up to $2,000 (indexed) each year, reduced by
contributions to deductible IRA. Contributions are phased
out for incomes above $95,000 (single) and $150,000
(married). Distributions are not taxable if held for five years
and distributed after age 59'/: or for death, disability, or
first-time home expenses up to $10,000.

With the deductible TRAs, income limits are raised to
$30,000 (single) from $25,000, and $50,000 (married) from
$40,000. The income threshold for the single taxpayer will be
gradually increased to $50,000 by 2005, with deductibility
phased out at $60,000. The income threshold for married
taxpayers will increase gradually to $80,000 by 2007, with
deductibility fully phased out at $100,000. Penalty-free
withdrawals will be allowed for first-time home purchase up
to $10,000 or for qualified education expenses.

These changes in IRAs give individuals more flexibility to
save for retirement outside of the company retirement plan.

Overall, the changes to retirement plans provided by this
legislation are positive. It is very good to see legislation that
eases the administrative burden of plan administrators and
in some cases reduces plan participants’ tax burden. While
these changes are not monumental, they are changes in the
right direction.

One word of caution for plan administrators is that the
effective dates do vary widely. Make sure you mark your
calendars accordingly.

Material in this article does not constitute accounting, tax,
investment, legal or business advice. You should review your
specific situation with professional advisers. | Bl |

Would you like advice from an experienced colleague on a risk
management, benefits management or actuarial problem? Four
quarterly features in the Perspective section of Business Insur-
ance can give You Some answers.

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

This month’s column on employee
benefit management issues is written
by Dennis J. Nirtaut, managing direc-
tor of compensation and benefits for
Andersen Worldwide S.C. in Chicago.
Christopher E. Mandel, director of risk
# management at PepsiCo Restaurant

2 Services Group in Louisville, Ky., an-
Mr. Nirtaut swers questions on risk management is-
sues. William J. Miner, an actuary with Watson Wyatt World-
wide in Chacago, answers actuarial questions on benefits issues.
And, Richard E. Sherman, president of Richard E. Sherman &
Associates Inc. in Ashland, Ore,, answers actuarial questions m
the casualty field.

Address your questions to ASK, Business Insurance, 740 N.
Rush St., Chicago, 1ll. 60611. Please give us your name, title and
employer; however, Business Insurance will consider unsigned
letters.

Court upholds benefits denial in service station fall

t issue in this case before the Supreme Court of Missouri

was whether an employee who suffers an idiopathic—or
of unknown cause—fall was entitled to workers
cempensation benefits. The court concluded he was not.

Verne L. Abel fell while working for a service station as a

gas attendant. Mr. Abel went to an outside credit card
machine to check credit card receipts. He stood on level,
paved ground at the time of his fall. Mr. Abel attended to the
credit card receipts and stood for five to 10 minutes, then he
fainted, fell backward and hit the back of his head on the
driveway. He sustained an intercerebral hematoma requiring
hospitalization. Mr. Abel was denied workers compensation.

l.egdl Briefs

The appellate court said an employee must show the
injury was caused by an accident arising out of and in the
course of employment to receive compensation. An accident
arises out of the employment relationship, the court said,
when there is a causal connection between the conditions
under which the work is required to be performed and the
resulting injury. According to the court, although Mr. Abel’s
injuries occurred in the course of his employment, nothing
about the condition of his workplace enhanced the effects of

gravity or made the conditions of his workplace any
different from or more dangerous than those the public could
expect to confront. The court affirmed the denial.

Abel vs. Mike Russell’s Standard Service, Supreme Court
of Missouri, June 25, 1996 (BI/01/M.-$10). | Bl |

These abstracts were prepared by Mayo H. Stiegler. Copies
of these decisions are available by sending a $10 check
payable to Mayo H. Stiegler, to Business Insurance, 740 N.
Rush St., Chicago, Ill. 60611-2590. List the number for each

opinion.
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Continued from page 2

“We're moving toward a world of a
handful of insurance providers,” he
warned. “That won't satisfy client
needs.”

John K. Latham, president and
chief executive officer of Colony In-
surance Co. of Richmond, Va., com-
pared the insurance industry consoli-
dation with that of the banking in-
dustry.

“I think they provide a great role
model for the insurance industry. We
should do the opposite,” he quipped.
“They’re moving farther and farther
away from the customer.”

In some cases, brokerage mergers
and acquisitions may produce consol-
idation on the insurer side, limiting
choices for insurance buyers, pointed
out Mr. Latham.

Indeed, when stock prices reach a
certain level, it’s easier for companies

to grow by acquisition rather than
policy by policy, pointed out Simon
Noonan, senior manager of firancial
services with KPMG Peat Marwick in
Atlanta.

To maintain their competitive edge
after an acquisition, newly merged
companies will be forced to keep an
eye on the bottom line, panelists
painted out.

In many cases, that will most likely
mean staff cuts, predicts Mr. Latham.

“Personnel costs are the biggest
component of expenses” for insur-
ance companies and brokerages, he
pointed out.

The merged companies also will
likely invest the money saved by re-
ducing staff size in technology so they
don't lose efficiency, he predicted.

“You can only have so muck over-
head, so these companies will likely
have to cut staff to pay for technolo-
gv,” he said.

Despite the urge to merge that
seems to have taken over large indus-

try operators, many companies that
remain independent stand to benefit,
the panelists said.

“There are a lot of independent
agents who want to stay indepen-
dent,” pointed out Thomas Curtain,
chairman of surplus lines brokerage
firm Cooney, Rikard & Curtain Inc. in
Birmingham, Ala.

Besides, “Aon isn't interested in
small-town America,” he added,
pointing out that the majority of the
acquisitions made by Chicago-based
Aon Corp. have been large operations.

“Nimbleness can't always be dupli-
cated in larger organizations,” ob-
served Mr. Latham. “A 300-pound
ballerina doesn’t dance all that well,”
he said.

In some cases, insurance buyers
will turn to boutiques if they think
the companies they had been doing
business with will change as a result
of a merger, suggested Mr. Millette.

When Munich Reinsurance Co.
bought American Re Corp., many of

and Alternative Risk

el

SdALLdY D

LYNY¥Y3I LIV

A

Completing the Concept

This year’s program includes general
sessions, roundtable discussions and
concurrent workshops on the following:

a Basics of Captives and Risk Financing

o Risk Managers Round Table

= Selecting the Right Domicile for Your Captive

o Loss Reserves: The Complete S:ory

a The Tax and Regulatory Issues

a Latin American Captive Developments

a Reinsurance: Accessibility, Affordability, Necessity
= Rent-a-captives: A Time to Lease; A Time to Buy
= Group Health Care Captives

a Multiyear, Multiline: The Complete Risk Financing

Solution?

a Fronting and Workers Compensation
a The Future Is Not What it Was
o Wheeling, Dealing and Stealing

o Captive Case Studies

a Plus, the World Captive Forum Go f Tournament

November 16 — 19, 1997
Turnberry Isle Resort & Club
Aventura, Fla.

(Close to Miami & Fort Lauderdale Airports)

Keynote Speakers:
Heidi Hutter, Swiss Re America
Patrick G. Ryan, Aon Corp.

Sponsored by:
Business Insurance

® Skandia
_SINSER

Tillinghast - Towers Perrin

the clients “went shopping” for new
reinsurers, because many of them had
chosen the companies based on their
individual philosophies, he said.

Mr. Curtain predicts many of the
clients of Johnson & Higgins and
Marsh & McLennan Cos. will likely
do the same because the two broker-
ages “have two very dissimilar cul-
tures‘”

“Some clients won't like it, but
they’ve got choices,” he said. “There
are other organizations they can go
to.”

Indeed, some surplus lines mar-
keters attending last week’s NAPSLO
conference found that in many ways
it resembled an employment fair.

“We look for producers who've
been disenfranchised by the merg-
ers,” said Anthony T. Sidoni, presi-
dent of The Walker Group, a surplus
lines broker in Syracuse, N.Y.

In many cases, the decision of
whether to stay with the newly
merged organization or to go off on
their own depends on the age of the
producer,Mr. Sidoni said during an
interview after the panel discussion.

“Those in their 50s or older may de-
cide to stick around, while the
younger ones in their 30s and 40s are
more willing to open their own
shops,” he said.

“As a matter of fact, we're seeing
that happen quite a bit,” Mr. Sidoni
said. “At the conference I ran into half
a dozen broker/producers who have
decided not to stay with the merged
company and are going to go off on

their own.”

In order to compete with the pow-
erhouses being created by merger anc.
acquisition activity, the remaining in-
dependent insurance suppliers “will
have to do something to differentiate
themselves,” Mr. Springman saic
during the interview with Business
Insurance.

“The day of the generalist is over.
And even if you're a generalist, you're
going to have to do something differ-
ent,” he said.

“The entrepreneurial, innovative
person who comes in early, stays late
and keeps his nose to the grindstone
will always do well,” concurred Mr.
Latham during the NAPSLO panel
discussion.

“You can't just sit in the porch
rocker reminiscing about the good old
days,” he said.

“You've got to get out of the box,
look forward, not back” urged David
L. Eslick, senior vp-sales and market-
ing in Cincinnati for USI Insurance
Services Corp.

“Look at the early 1900s,” he said.
“Railroads controlled transportation,
but they didnt know that. They
thought they were in the railroad
business. But if they had thought oth-
erwise, they'd own the airlines to-
day.”

“Don’t think you're just in the in-
surance business,” he warned.

“If change bothers you, this is not
your game,” Mr. Curtain agreed.

Mr. Noonan of KPMG Peat Mar-
wick moderated the panel | Bl |

ORLANDO, Fla—Over the next
three years, the National Assn. of
Professional Surplus Lines Offices
Ltd. will lobby for more uniform
and efficient surplus lines industry
regulation.

This objective was one of six
goals outlined in the “NAPSLO
Strategic Plan: 1998-2001,” un-
veiled during the organization’s
annual conference Sept. 17-20 in
Orlando, Fla. More than 2,000
NAPSLO members and guests at-
tended the event.

The other five goals in the NAP-
SLO Strategic Plan:

¢ Enhance the understanding
and competence in the surplus
lines industry.

e Make implementing
technology  solutions
easier.

¢ Enhance communi-
cation to members on
critical issues affecting
the wholesale distribu-
tion system and/or the
surplus lines industry.

e Improve networking between
NAPSLO and other industry
groups.

» Ensure NAPSLO operates effi-
ciently and effectively.

A survey of NAPSLO members
conducted in December 1996 by
Chevy Chase, Md.-based research
firm Schlegel & Associates helped
the NAPSLO Strategic Planning
Committee to develop the three-
year agenda.

“The committee did a great deal
of work for the association, and the
new plan will provide direction for
future boards in dealing with all of
the issues that arise,” said outgoing
NAPSLO President Gary West-
phalen when he unveiled the plan
at the annual business meeting.

“With changes occurring each
year on the board, it is important
to have a plan to provide continu-
ity to our actions,” he said.

The NAPSLO special committee
was appointed last fall to work

NAPSLO outlines
six strategic goals

on the plan.

In the survey, NAPSLO mem-
bers were asked to evaluate cur-
rent NAPSLO programs and say
which should receive more, less or
the same amount of emphasis over
the next three years.

A 52% majority said legislative
and state regulatory issues and ex-
cess and surplus lines schools
should receive more emphasis over
the next three years.

Members also cited as top prior-
ities resolving inconsistent state
surplus lines tax laws and deregu-
lation of the commercial insurance
industry.

However, there was no clear

consensus regarding whether
NAPSLO should take a po-
sition on such deregula-
tion of commercial lines.
Fifty-two percent of the
survey respondents fa-
vor supporting the idea,
while 48% oppose it or
say they are uncertain.
Other issues survey respon-
dents suggested NAPSLO should
get more involved in were techni-
cal issues affecting wholesale mar-
kets and brokers and the role of
banks in insurance.

Of the 755 NAPSLO member
companies surveyed, 302 respond-
ed, for an overall response rate of
39%. Of the total responding,
73.2% were from wholesale bro-
kerage firms, 14.9% were from
company and underwriting man-
ager firms, and 11.9% were from
associate member firms.

The 1998 annual NAPSLO con-
ference is set for Sept. 9-13 in San
Francisco. The conference is a
members-only event.

For more information, contact
the National Assn. of Professional
Surplus Lines Offices Ltd. at 6405
N. Cosby, Suite 201, Kansas City,
Mo. 64151; 816-741-3910; fax: 816-
741-5409; e-mail: napslo@mi-
crolink.net.

—By Joanne Wojcik
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Springman takes
helm at NAPSLO

President views education as part of role

By JOANNE WOJCIK

ORLANDO, Fla.—The National
Assn. of Professional Surplus
Lines Offices Ltd. will likely take
a more activist role under
the leadership of Paul
Springman.

“This is a difficult cli-
mate we're operating in,.
and it's time we have a
louder voice,” said Mr.
Springman,
who was
named NAPS-
LO’s presi-
dent at its an-
nual meeting
earlier  this
month in Or-
lando, Fla.

He succeeds
Gzry D. West-
phalen, presi-
dent of West-
phalen,
Bradley &
James Inc., an Oklahoma City-
based surplus lines broker.

Mr. Springman is president of
Evanston Insurance Co. and pres-
ident and chief operating officer
of Evanston’s underwriting man-
ager, Shand Morahan & Co. Inc.,
also based in Evanston, I11. Both
companies are wholly owned sub-
sidiaries of Markel Corp. of Rich-

Mr. pringman

mond, Va.

Even though the surplus lines
market generates just 7% of the
total U.S. gross insurance premi-
um volume, “we are the histor.c

incubators of new products”

and therefore should be

heard, Mr. Springman
pointed out.

But Mr. Springman

admits that building a
consensus among a
group considered to be
the entrepreneurs of the
insurance industry won't be
an easy task.

Equally challenging is the fact
that Mr. Springman is only the
second insurance company execu-
tive to be NAPSLO president.

Kevin Brooks, president of Gen-
eral Star Insurance Co. of Stam-
ford, Conn., served as NAPSLO
president in 1989-90.

“It's a challenge to serve as
president of what historically has
been a broker-driven organizaticn
that doesn’t always reach a con-
sensus on issues,” Mr. Springman
said.

For example, even though
“NAPSLO has always advocated
making placement of surplus lines
easier,” the organization hasn’t
officially taken a position on the
issue of whether to deregulate the

See Springman on next page
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al insurance industry,
Ir. Springman pointed out.
“The E&S market is more :
7 regulated in the domiciliary
than standard insurers are,”
d.

mut. a qmd pro quo for the e

baseball
fo sue

By JUDY GREENWALD

SAN FRANCISCO—A base-
ball fan injured by a foul ball af-
ter being distracted by a seven-
foot tall dinosaur mascot can sue
the home team after the Califor-
nia Supreme Court'’s denial of a
petition to consider the issue.

In denying a petition for re-
view in John Lowe vs. ifor
League of Professional Ba.sebczli_,
et al., the California Supreme
Court let stand a July 1, T
appellate court mhnsg that con-
cluded Mr. Lowe can sue be-
cause the mascot who distracted
him during a 1994 minor league
baseball game was not an inte-
gral part of the game.

According to the decision by
the fourth district appellate
court in San Bernardino, Calif.,
fans such as Mr. Lowe who sitin
unscreened seats normally as-
sume the risk of being hit by foul
balls, which are “inevitable or
unavoidable in the actual play-
ing of the game.”

In this case, however,
Lowe was distracted by the an-

s of “Tremor,” a caricature of
aur with a protruding tail
m mascot for the

ucamonga Quakes.

Mr. Lowe was repeatedly hit
around the head and shoulders
by Tremor’s tail while sitting in
his seat, according to the appel-
late decision. He turned around
to look at Tremor and had just
turned his head back toward the
field when the foul ball hit him.

Among his injuries were nu-
merous broken bones; including
a broken nose and cheekbone, as
well as permanent nerve dam-
age and dental injuries, said his
attorney, Claremont, Calif.-
based Ma e A. Seapy, a sole
practitioner.

A trial court granted summa-
ry judgment in favor of the de-
fendants and dismissed tl e.

In overturning that d 11,
the appellate court noted games
occasionally are played where
the mascot is not present. “In
short, the game can be played in
the absence of such anti
Mol reover, whether such an

ent risk to
plaintiffs is an issue of fact to be
resolved at trial,”’ says the deci-
sion.

The attorney for the team
could not be reached.

L 3

John Lowe, plaintiff and ap-
pellant, vs. California League of
Professional Baseball, et a de-
fendants and respondents,
of Appeal, Fourth Disti
sion Two, State of Californ
E017721, July 1, 1997.

“That w
ield.”
P'SLO hd‘; surveyed

f wholesale brokers
f ines insurers
of commercial

“But when they were asked to
give bp(}(‘lfl(.h, they say they don’t
understand,” M 1gman said.

Recognizing this lack of under-
standing within the surplus lines
market, Mr. Springman said he
sees education as part of his role
as NAPSLO president.

“I must walk a fine line know-
ing when to educate and when to
regulate,” he said.

Besides Mr. Springman, other
new officers were installed during

this year’s NAPSLO conference.

© terms as

D. Jones, chairman ith, presi-
and itive officer of eton Risk
Crump Insurance Services Inec. in Tanagers Inc. i ‘inceton, N.J.;

T S R —

‘So NAPSLO isn't likely to support
commercial deregulation without a quid
pro quo for the excess and surplus lines
industry,” says Paul Springman.

I e

and Terrence Winkler, CEO of In-
surance Brokerage Services in
Chicago.

Samuel Anderson, senior vp of
General Star Indemnity Co. in
Stamford, Conn.; Euclid G.H.
Black, president of Black/White
Insurance Brokers in Oakland,

Dallas, a unit of Sedgwick Group
PLC

e Secretary Timothy M. Peder-
sen, president of Travis-Pedersen
& Associates in Chicago.

e Treasurer John K. Latham,
president and chief executive offi-
cer of Colony Insurance Co. of

Calif.; and Gene Keati ., pres-
ident and CEO of Ax an Equi-
of Scottsdale,
ected for new

-year-old na

tion based in

Kansas City, Mo., that represents
the surplus lines insurance ind

try. Surplus line specializec

qonment of the insurance business

rred to as non-admittec

and,tu: excess lines.

ed with

mitted or licensed market.
NAPSLO represents surplus
lines insurance agents and bro
kers, managing general agents,
underwriting managers as well as
surplus lines insurance compa
nies.
NAPSLO has more than 1,100
member companies in the Unitec
States, Canada and England. EIl
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Continued from page 2
just rate regulations, the proposal
Says.

Relevant factors for differentiat-
ing the two classes of buyer may in-
clude size, complexity, geographic
locations, number of employees, so-
phistication level and ability to ab-
sorb loss, according to regulators’
discussions.

The Risk & Insurance Manage-
ment Society Inc. is expected to
provide relevant database informa-
tion to help state regulators design
appropriate parameters, following
an offer by Anne Allen, RIMS’ state
legislative counsel.

The drafting group of the NAIC's
Special Committee on Regulatory
Re-engineering is committed to
completing its task by the organi-
zation’s winter quarterly meeting
in Seattle in December, said draft-

ing group Chairman Robert G.
Lange of Nebraska, who took over
the effort a few months ago follow-
ing the previous chairman’s resig-
nation.

The Commercial Lines Property
& Casualty Committee is anxious
to begin modifying model rating
and other laws as a way to encour-
age states to implement the recom-
mendations, according to commit-
tee Chairman Darla L. Lyon of
South Dakota.

Mr. Lange said the latest draft “is
a little more comprehensive and
better organized” than the version
discussed in June.

The draft still includes many pro-
business recommendations to
states, including:

e Form filing laws should exempt
multistate commercial insurance
policyholders of all sizes—and
some insurers—from various can-
cellation, notice, coverage and non-
statutory requirements.

Other states also may consider
adopting a Colorado program for
insurers to self-certify that they are
using state-required forms rather

alternative by states with prior ap-
proval laws.

¢ Surplus lines export lists, which
identify risks for which a state does

‘RIMS generally endorses the letter but
didn’t sign it because the letter addresses
issues outside the scope of RIMS’ main
concerns,’ says Anne Allen.

than having to file samples with
each insurance department, ac-
cording to a suggestion made last
week by Colorado Deputy Commis-
sioner Maryellen Waggoner, who
serves on the drafting group.

e Flex rating, which makes it eas-
ier for irsurers to make minor rate
changes, should be approved as an

not have a ready market, should be
adopted to make it easier for buy-
ers to find coverage.

¢ Countersignature laws in 36
states, which typically require sig-
natures from agents in at least two
states to place a risk, should be
eliminated as unnecessary.

In addition, drafters of the dereg-
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ulation proposals endorse current
NAIC initiatives such as the Pro-
ducer Information Network, which
is designed to improve agent licens-
ing. They also will add wording en-
dorsing the Accelerated Licensure
and Evaluation Review Techniques
project, which is designed to stan-
dardize insurer licensing forms.

In related issues, drafters reject-
ed the idea of creating a special
class of industrial insurer and rec-
ommended that states allow more
flexibility in their regulation of
workers compensation.

But they have not decided
whether it is appropriate to exempt
large commercial buyers from
mandatory participation in guar-
anty funds or residual market
mechanisms.

The deregulation proposals are
generally in keeping with the prin-
ciples outlined in a recent letter by
an Ad Hoc Industry Group on
Commercial Lines Deregulation,
which represents about a dozen
companies including insurers, bro-
kers and consumers. The Coalition
of Alternative Risk Funding Mech-
anisms and Kansas City, Mo.-based
Hallmark Cards Inc. are among its
members.

“RIMS generally endorses the
letter but didn't sign it because the
letter addresses issues outside the
scope of RIMS' main concerns,
which are rate and form deregula-
tion,” Ms. Allen said.

However, insurers have some
concerns about the current draft.

The Alliance of American Insur-
ers would like to see more propos-
als that would reduce insurer
transaction costs related to the fil-
ing of forms.

Members of the National Assn. of
Independent Insurers have “serious
concerns’’ over proposals that seg-
ment or fragment the marketplace
by giving the benefits of deregula-
tion to only large commercial risks,
according to its Sept. 15 letter.

Comments on the draft position
paper should be made by Oct. 15 to
Mike Barth at the NAIC’s office in
Kansas City, Mo.

In other action at the meeting last
week:

e NAIC President Josephine
Musser announced plans to resign
as Wisconsin’s insurance commis-
sioner when her NAIC term ends at
the conclusion of the NAIC’s winter
national meeting in Seattle in De-
cember.

Wisconsin state law prevents her
from discussing her future plans
while serving as commissioner, Ms.
Musser said. However, published
reports are that she intends to run
for the congressional seat held by
Rep. Scott Klug, R-Wis., who will
not seek re-election in 1998.

e NAIC members formally adopt-
ed a draft resolution outlining the
organization’s position on 21 key
issues related to financial services
modernization. The measure
specifically addresses proposals
found in federal legislation, H.R.
10, the Financial Services Competi-
tion Act of 1997.

The NAIC resolution outlines’
members opposition to any pre-
emption of state authority over the
business of insurance, especially in
the areas of mutual holding compa-
nies or state redomestication. State
insurance regulators are seeking an
affirmation by Congress of “func-
tional regulation,” whereby the
states would regulate all insurance
products regardless of whether
they are sold by banks or insurers.

¢ In keeping with the meeting
theme of “Get Up, Stand Up for
State Regulation,” NAIC regulators
visited key members of Congress
and hosted a reception for them
on Capitol Hill. They also heard
encouraging words from Rep.
Earl Pomeroy, D-N.D., a for-

Continued on next page
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mer insurance commissioner and
NAIC president, as well as Wash-
ington, D.C., Mayor Marion Barry.

e NAIC regulators are seeking
comment by Oct. 29 on a final
package of about 20 redrafted
statutory accounting principles,
which will be available soon at the
NAIC’s World Wide Web site.

Many insurers were pleased that
regulators agreed to remove in-
vestment limitations in favor of
lisclosure of investments. Howev-
er, they are upset that the final
package of papers is not yet avail-
able for them to comment on.

Despite that, regulators are
pushing the measures through the
NAIC’s committee structure in
nopes of expediting the NAIC’s
formal adoption of the measure,
which could occur as early as De-
ember, though March 1998 ap-
pears more likely.

The approximately 75 newly
codified rules are expected to go
nto effect beginning Jan. 1, 1998,
n California and other states that
require no state-specific legisla-
live or commissioner action.

e NAIC regulators gave interim
approval to allowing states to ban
nsurers from using information
sbout domestic abuse as an ad-
verse underwriting tool for prop-
erty/casualty companies writing
versonal or business-related lines
of insurance, such as coverage of
shelters for battered spouses.

The discussion included viewing
of film footage of a Seattle woman
whose homeowner claim was de-
nied after her estranged husband
purned down their home shortly
vefore a court approved their di-
vorce. A state court recently af-
'irmed SAFECO Insurance Co.’s
denial of the claim because the
volicy excluded intentional acts
by a co-insured. The case is being
appealed.

« NAIC members unanimously
adopted on a roll-call vote a posi-
tion paper on the use of credit re-
ports in insurance underwriting.
The paper details current sources
of information about an individu-
al's consumer credit history and
now insurers are using it for un-
derwriting purposes in life, health
and property/casualty lines. The
paper is designed to help state in-
surance regulators identify possi-
ble insurer misuse of credit infor-
mation and actions they can take
Lo prevent it.

Despite extensive discussions,
the National Assn. of Independent
[nsurers and the Alliance of Amer-
ican Insurers continued to oppose
portions of the paper, which rep-
resentatives of the insurer groups
said understated the actual corre-
lation between negative credit re-
ports and higher risk of loss.

Discussion of the issue heated
up when elected insurance com-
missioners Donna Lee Williams of
Delaware and Deborah Senn of
Washington state voiced umbrage
at what they perceived as a threat-
ening letter opposing NAIC adop-
tion of the measure, especially by
ANONYmMous voice vote.

The letter was written and dis-
iributed by the Citizens for a
Sound Economy, a conservative
lobbying group.

* Regulators are expected to for-
mally vote in December on
whether the NAIC should revert to
its pre-1997 arrangement of
scheduling its Executive Commit-
tee meeting before its formal Ple-
nary, or voting, session. Regula-
tors are apparently concerned that
the new arrangement, which typi-
cally adds three months to the
process, creates excessive delay.
The NAIC had changed the order
beginning this spring with the
goal of enhancing deliberation on

issues. ED

Holocaust survivor, heirs detail denials

WASHINGTON—A  Holocaust
survivor and four heirs seeking un-
paid insurance policy proceeds re-
ceived a hearing last week from the
National Assn. of Insurance Com-
missioners.

The Holocaust victim and the de-
scendants of other victims recounted
how several insurers, many of which
still operate directly or indirectly in
the United States, refused to honor
life insurance and other policies, in-
cluding a “dowry-type” annuity
payable at age 21 and often used to
help fund weddings.

U.S. resident Marta Drucker Cor-
nell, who was born in what was then
Czechoslovakia, showed regulators a
copy of her physician-father’s hand-
written list of several policies he pur-
chased for himself, her mother and

her sister, who all perished in con-
centration camps.

She said the insurer—Riunione
Adriatica Di Sicurta S.p.A., now a
unit of Allianz A.G. Holding—re-
fused to pay the claims immediately
after the war, though it did not ex-

NAIC

plain why. The insurer later gave her
several reasons for not paying policy
benefits, including the war itself, her
father’s failure to make premium
payments while imprisoned by the
Nazis, and the subsequent national-
ization of the policies by the Commu-
nists who seized Czechoslovakia.
“Please help us get justice by ex-
posing these financial criminals,” Ms.

Cornell said.

The information-gathering session
was sponsored by a new working
group of the NAIC, which held its
quarterly meeting last week. The
working group, chaired by Insurance
Comrmissioner Deborah Senn of
Washington state, will report in De-
cember on the nature and scope of
what state regulators can do.

“It is shocking to hear these allega-
tions after all the Holocaust sur-
vivors have been through. Their sto-
ries demand thorough review. This is
about justice,” Ms. Senn said. She
previously distributed question-
naires and a survey to Washington
residents on this issue and is expect-
ed to share details of that process
with other commissioners.

Several of the Holocaust victims

are participating in a lawsuit filed in
March in a federal court in New York
against 16 European insurance com-
panies (BI, April 7).

A separate effort is under way to
acquire unclaimed monies Jews
stored in Swiss banks for safekeep-
ing, said Dr. Israel Miller, president
of the Conference on Jewish Materi-
al Claims against Germany and Aus-
tria, who also spoke at the session.

A spokesman for Allianz Leb-
ensversicherungs-A.G., a life insur-
ance unit of Allianz that was the only
insurer represented at the meeting,
described steps it is taking to deter-
mine if it has any liabilities, includ-
ing a hot line and independent audit.

Three other insurers declined to
appear for a variety of reasons.

—By Meg Fletcher
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his obligation to pay his ex-wife
$100,000 a year for several years,
the indictment alleges.

Mr, Ferrarini was arrested Sept.
19 and released after posting a
$500,000 bond and surrendering his
passport, according to Assistant
U.S. Attorney Robert S. Khuzami.
The others were not arrested and
were ordered to appear in court; Mr.
Khuzami would not say why only
Mr. Ferrarini was arrested.

All of the defendants were sched-
uled to be arraigned last week, and
all were expected to plead not
guilty. None could be reached for
comment.

Each of the multiple conspiracy,
mail, insurance and securities fraud
charges carries a statutory maxi-
mum of five or 10 years in prison,
though actual sentences—if the men

and technical co
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are convicted—would be lower un-
der federal sentencing guidelines.
Mr. Ferrarini also faces a maxi-
mum 30-year prison term if con-
victed on the bank fraud charge.
Formerly known as B.R.I. Cover-
age Corp., UFG was privately held
by its top officers until 1992, when

sought the loans. Mr. Rumignani cr
another UFG employee forged the
signature of one client company of-
ficial on a premium finance agree-
ment, the indictment alleges.

* The three UFG officials and M-.
Kagan, the CPF Premium Funding
senior vp, conspired to obtain $4.5

Struggling with financial problems from the start,
UFG developed a series of grandiose fakeover
plans, including a proposed acquisition of
brokerage giant Frank B. Hall & Co.

it became a public company in a
merger with Chippewa Resources
Corp., an oil and gas concern. The
merged company divested its oil
and gas assets and continued the
brokerage business with former
B.R.I partners as top officers and
major shareholders (BI, Sept. 27,
1993).

Struggling with financial prob-
lems from the start, UFG developed
a series of grandiose takeover plans,
including a proposed acquisition of
brokerage giant Frank B. Hall &
Co. The Hall deal was to be fi-
nanced in part with UFG's stock-
pile of “Kwajalein guarantees,” de-
scribed as notes purportedly backed
by future U.S. government pay-
ments owed to property owners on a
Marshall Islands atoll (BI, Aug. 14,
1995).

None of these deals panned out,
and UFG’s problems turned critical
in 1995, when its treasurer jumped
to his death from UFG's 11th floor
offices and the company was
charged in a civil racketeering suit
with defrauding CPF Premium
Funding Inc. of Lake Success, N.Y.,
on phony premium finance loans.

UFG and a brokerage subsidiary
later filed for bankruptcy amid an
investigation by the FBI and the
U.S. Attorney’s office in New York.

That investigation last year yield-
ed two guilty pleas: Mark Bailine,
UFG's former vp-finance, and
Frank Palumbo, its former con-
troller, pleaded guilty to conspiracy
charges and agreed to cooperate
with prosecutors (BI, Feb. 26, 1996).

Last week, prosecutors an-
nounced a long-awaited indictment
of UFG's top managers.

According to the indictment,
Messrs. Ferrarini, Rumignani,
Vieira and Kagan conspired in a se-
ries of increasingly risky schemes to
conceal UFG’s financial troubles by
misappropriating millions of dollars
from clients and premium finance
companies between 1993 and 1995.

Mr. Ferrarini and Mr. Rumignani,
for example, oversaw UFG's theft
of more the $6 million in client pre-
miums that UFG falsely reported as
income, prosecutors charge. UFG
allegedly used some of the stolen
money to cover payments to insur-
ers of previously diverted premi-
ums.

UFG also fraudulently siphoned
about $12.7 million away from
three premium finance companies:
CPF Premium Funding; Imperial
Premium Finance Inc. of Edison,
N.J; and New York-based Al
Credit Corp., a unit of American In-
ternational Group Inc.

In these schemes, UFG allegedly
submitted phony finance applica-
tions on behalf of clients, forging
client signatures and sometimes
seeking two loans from separate fi-
nance companies on the same poli-
cy.

The indictment charges, for ex-
ample, that:

e Messrs. Ferrarini, Rumignani
and Vieira obtained $2.8 million in
fraudulent loans from Imperial on
behalf of two clients who never

million in fraudulent loans from
CPF on behalf of 18 client compa-~
nies.

When CPF became suspicious
about the loans, Mr. Rumignani and
one or more UFG employees pre-
pared bogus authorization letters
from clients using client letterhead
and forging client signatures, the
indictment alleges.

CPF later approved another $3.2
million in fraudulent loans to eight
other UFG clients, prosecutors say.

® When one UFG client received a
notice of a loan from Imperial and
questioned UFG, a UFG officer said
the loan was a “mistake” and asked
the client to send him the Imperial
payment coupon book. A UFG em-
ployee later was ordered to make
the monthly payments to keep the
client from discovering that UFG
had retained the loan proceeds, the
indictment says.

s Mr. Ferrarini and Mr. Ru-
mignani had a UFG employee ob-
tain two signed premium finance
agreements from one client—one
for CPF and one for Imperial—
telling the client that UFG needed
both agreements to obtain quotes
from the lenders. UFG then got
loans from both finance companies
and pocketed the proceeds of one of
the loans, prosecutors say.

¢ The four defendants applied for
two loans to finance premiums or.
one of UFG’s own insurance poli-
cies and received $104,800 from
CPF and $117,507 from Imperial.
UFG then canceled the insurance
policy and kept the loan proceeds.

e Mr. Kagan encouraged CPF tc
approve the fraudulent UFG loans.
In return, UFG paid him $425,000.
disguising $375,000 of the payments
as “‘consulting services.”

Prosecutors also charge that Mr.
Kagan himself obtained $284,349 in
fraudulent loans from CPF, four of
them purportedly on behalf of
clients of KBC Systems Inc., anoth-
er company Mr. Kagan operated.

Throughout the alleged schemes,
UFG kept two sets of accounting
records, one showing actual income
and accounts payable and the other
doctored to conceal the allegedly
fraudulent transactions.

Several of UFG’s SEC filings for
1993 through 1995 also overstated
UFG’s income and understated its
liabilities, prosecutors allege,
charging Mr. Ferrarini and Mr. Ru-
mignani with making false state-
ments to the SEC and securities
fraud.

In 1994, UFG raised about $4 mil-
lion in a private placement of pre-
ferred stock, and the company and
its top officers later were sued by
shareholders who charged they
were misled about UFG’s finances.

Not mentioned in the indictment
is Howard Miller, a former UFG se-
nior vp who signed the SEC filings
with Mr. Ferrarini and Mr. Ru-
mignani.

Mr. Khuzami, the assistant U.S.
attorney, declined to comment on
whether Mr. Miller is cooperating
with prosecutors. Mr. Miller and his
lawyer could not be reached.  IEIR
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Global Briefs

Swiss insurer Zurich Insurance Co.
last week launched a corporate customer
division to provide “total risk solutions”
to multinational risk managers. Zurich
Chairman Rolf Hueppi said the division
is a response to customer demands for a
solution-based rather than product-
based approach to risk. The unit will
combine traditional property/casualty
coverage with specialty insurance and fi-
nancial technigques for uninsurable risks,
said Detlef Steiner, head of the new divi-
sion. . . .Lloyd’s of London has set up a
committee to conduct a further indepen-
dent review of members’ representation
and voting arrangements on its ruling
Council. The committee’s main tasks will
be to examine the balance of representa-
tion of the various categories of Lloyd’s
members on its governing bodies, ar-
rangements for adjusting this balance in
the future, and methods of electing vari-
ous categories of Council members. Pen
Kent, a former director of the Bank of
England and currently a director of Na-~
tional Westminster Group P.L.C,, chairs
the six-member committee. .. . Under-
writing agency Euclidian Underwriting
Ltd. has appointed Kevin Collins as its
managing director. Euclidian said Mr.
Collins’ appointment is being made in
anticipation of its being given authoriza-
- tion by Lloyd’s of London to act as a
managing agency. Mr, Collins is the for-
mer managing director of the Crowe In-
surance Group Lid. and previously was
a director of Murray Lawrence Members
Agency Ltd. Euclidian also announced
the appointment of the first three under-
writers. They are John Collyear, a spe-
cialist in affinity accounts, fine art and
kidnap and ransom insurance; Penny
Clay, a specialist in contingency busi-
ness; and Xavier Lutchmayer, who spe-
cializes in international liability busi-
ness, particularly in South America and
Asia , .. R.A. Field Syndicate 204, part of
the Lloyd’s holdings of ACE Lid., has
launched a new financial institutions
policy to protect U.K. banks and other fi-
nancial institutions against the growing
problem of fraud. R.A. Field says the pol-
icy combines old blanket bond and com-
puter crime insurances and includes
“state of the art coverage without the need
for lengthy amendments.” .. Lloyd’s of
London syndicate 702 has launched
what its calls an “innovative” directors
and officers product that plugs the gap
that previously made it difficult to obtain
D&O cover for an individual director
where a claim is made by the company or
a co-director. Its D&O 702 policy pro-
vides significant cover against such
claims, as well as defense costs for pollu-
tion claims, worldwide jurisdiction for
both director and spouse, and other
board directorships. . . The World Insur-
ance Network, the computer service
linking insurers and brokers that is
owned by Aon Group Inc., J&H Marsh &
McLennan, Sedgwick Group P.L.C, and
Willis Corroon Group P.L.C,, has opened
a New York office. WIN's Global Mar-
keting Director Mark Snow said in a
statement that opening the new office “is
a crucial step in the roll out of WIN’s
global marketing efforts.” The office is at
88 Pine St., Wall Street Plaza, New York,
N.Y. 10005; 212-509-2770. . . .Italian in-
surer Istituto Nazionale delle Assicu-
razioni has been assigned an AA claims-
paying ability by rating agency Standard
& Poor’s Corp. Included in the rating is
Assitalia S.p.A., a non-life subsidiary of
INA. S&P said it based its rating decision
on INA’s strong management team,
which has “made impressive progress”
since INA was privatized in 1993. Other
factors included INA's strong position in
the Italian life market and Assitalia’s
“excellent position” in the non-life sec-
tor; the organization’s strong capitaliza-
tion; and its improved operating perfor-
mance and efficiency.

Hannover Re to purchase

Skandia’s reinsurance portfolio

By MARIA KIELMAS

HANNOVER, Germany—Hannover Rein-
surance Co. plans to expand its specialty
reinsurance business with the acquisition of
a large part of Skandia International Insur-

ance Co.’s reinsurance business.

Hannover Re, will pay 1.06 billion
Swedish kronor ($139.1 million) to acquire
Skandia International’s entire portfolio of
life and health reinsurance, facultative
reinsurance, and aviation and space insur-
ance, strengthening Hannover’s presence in
those areas. The deal is retroactive to Jan.
1, meaning that Hannover Re will take over
Skandia International policies in effect as

of that date.

Skandia’s U.K. subsidiary, Skandia Reas-
surance (U.K.) Ltd., which writes life rein-

surance, is also included in the deal.
Hannover Re, which holds sixth place in
Business Insurance’s ranking of the world’s

Mr. Zeller

Dublin’s early allure
for German clients
leads to late tax hit

By STACY SHAPIRO

LONDON—German insurers
and reinsurers are being socked
with huge unforeseen tax bills
because German tax authorities
have disallowed tax- free in-
vestment income from former
subsidiaries in Dublin, Ireland.

Last week, the Hannover Re
Group reported a record 60%
increase in its 1996 after-tax
profit to 108 million deutsche
marks ($60.9 million). The
group’s stellar results would
have been even better, however,
had it not had a whopping
146% increase in its taxes,
bringing them to a total of 118
million deutsche marks ($66.6
million) at the end of last year.
That compares with 48 million
deutsche marks ($27.1 million)
in taxes for 1995.

Wilhelm Zeller, chairman of
the executive board of Han-
nover Re, explained at a news
conference in London last week

that the tax bill resulted from a
routine five-year tax audit by
the German tax authorities for
the years 1988 to 1992.

During this audit, the tax au-
thorities disallowed tax-free
investment income earned be-
tween 1989 and 1992 in a Han-
nover Re investment company
run by one of the German
banks in Dublin’s International
Financial Services Centre.

German banks encouraged
German underwriters in those
years to set up investment com-
panies through the banks’
Dublin subsidiaries in order to
accrue investment income and
lower costs, according to Mr.
Zeller. He believes just about
every German insurer and rein-
surer set up such companies
under the banks’ supervision,
so the tax issue “is not just a
Hannover Re problem but a
German insurance problem.”

Indeed, Dublin’s reputation

See Hannover on page 33

| ported $3.4 billion

largest reinsurers
based on 1996 net
reinsurance pre-

and other reinsur-
ance lines. It re-

in net reinsurance
premiums written
last year. Han-
nover had capital
and surplus of

miums written
(BI, Sept. 1), also  cialty lines, ”
writes automo-  helm Zeller.
bile, general lia-
bility, property

$1.2 billion in 1996, net income of $50.3
million and a combined ratio of 97.1%

The Skandia International portfolio com-
plements Hannover Re’s current business
and its growth strategy.

“We have a clear focus. We want to grow
in life and health, in facultative and spe-
said Hannover Chairman Wil-

Stock market analysts said that Han-
nover likely had been very selective in
which Skandia business it finally bought.
“It seems as though Hannover Re has cher-
ry-picked the Skandia business and left the
rest,” said Tom Bennett, insurance analyst
at Paribas Capital Markets in London.

Mr. Zeller confirmed this. “We have no
appetite to grow in property/casualty busi-

See Skandia on next page

tie with Forbes

Agreement formalizes relationship

By GAVIN SOUTER

PRAIRIE VILLAGE,
. Kan.—Lockton Cos, is ex-
I panding its list of interna-
tional brokerage partners
through a reciprocal service
agreement with Forbes Group
of South Africa, which re-
cently bought Nelson Hurst
P.L.C. in London.

The agreement will formal-
ize existing working relation-
ships between Lockton,
Forbes and Nelson Hurst but
will not include any commit-
. ment to exclusively deal with
each other, said Tim Higgins,
senior vp-international at
Lockton.

The agreement comple-
ments existing reciprocal
agreements that Lockton and
Nelson Hurst had with FDG
S.A., a Luxembourg-based
group that comprises the in-
ternational insurance broker-
age interests of Funk Group
GmbH in Hamburg, Ger-

; Lockton forges
|

many; Diot S.A. in Paris; and
GrECo International A.G. in
Vienna, Austria. The three
brokerages operate in 14 Eu-
ropean countries. (BI, Feb. 5,
19986).

The agreements enable the
brokerages to access offices
in Europe through FDG; the
United States through Lock-
ton; and South Africa, Asia,
Latin America and the Unit-
ed Kingdom through
Forbes/Nelson Hurst, Mr.
Higgins said.

“‘As far as Lockton is con-
cerned, this satisfies our prin-
cipal needs for the immediate
future,” he said.

Meanwhile, as Lockton
grows its network of interna-
tional agreements, UNISON,
the former doyen of all inter-
national brokerage networks,
continues to erumble.

Last week, J&H Marsh &
McLennan bought Bonnor &
Co. A/S in Virum, Denmark,

See Lockton on next page

Rail wreck under investigatio’n

Investigators hope to glean safety Iessons from wrecks causes

By STACY SHAPIRO

LONDON—Britain's Health
and Safety Commission has
launched a public inquiry into
the fatal railroad accident out-
side London earlier this month,
hoping in part to determine
what lessons those in charge of
rail safety can learn.

Last week, the HSC an-
nounced that the public inves-
tigation would be headed by
Anthony Barrell, former chief
executive of the Health & Safe-
ty Executive's North Sea Safe-
ty initiative after the Piper Al-
pha platform disaster in 1988.

The train accident occurred
Sept. 19 when a packed, Lon-
don-bound high-speed train
operated by Great Western
Trains from South Wales col-
lided with an empty freight

train operated by English,
Welsh & Scottish Railways. Six
people were killed, and scores
were hurt (BI, Sept. 22).

“The purpose of the inquiry
is to determine why the acci-
dent happened, and ir: particu-
lar to ascertain the cause or
causes, to identify any lessons
which have relevance for those
with responsibilities for secur-
ing railway safety and to make
recommendations,” the HSC
said last week.

The inquiry will examine:

o The actions of the rail staff
immediately prior to the acei-
dent. Both train drivers sur-
vivec. the crash.

eThe signaling systems,
which allegedly were faulty,
according {o news reports.

» The state of the track. News

See Train on next page
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The cause of the fatal

crash outside London earlier this month
has yet to be determined. Investigators will examine actions of
the rail staff as well as whether safety systems worked properly.
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Continued from previous page

for an undisclosed amount. Bon-
nor was the Danish member of
UNISON.

Bonnor had a premium volume
of 400 million Danish Kroner
($58.6 million) in 1996 and han-
dles 450 large and mid-sized com-
panies in Denmark.

Bonnor will be merged with the
Danish operations of J&H Marsh
& McLennan.

John Bonnor, managing director
and founder of Bonnor, will be
chief executive officer of the new
Danish company, which will be

named Bonnor Marsh & McLen-
nan.

The purchase of Bonnor marks
another step in the decline of
UNISON since its largest part-
ner, Johnson & Higgins, was
bought by Marsh & McLennan
Caos. Inc. in March (BI, March 17,
1997).

Since then, the UNISON mem-
bership of Gras Savoye in Paris
was thrown in to question after
Willis Corroon P.L.C. agreed to
buy a one-third stake in the bro-
kerage (BI, July 14), and the Ger-
men UNISON member, Jauch &
Huebener KGaA in Hamburg, this
month announced its sale to Aon
Group Inc. (BI, Sept. 22).

Train

Continued from previous page
reports said the passenger train
was traveling too fast for the
available track.

» The availability and operation
of safety equipment on the trains,
including the automatic train pro-
tection and the automatic warn-
ing systems, which allegedly were
turned off, according to news re-
ports.

After the privatization of
British Rail last year, the appor-
tionment of liability is governed
by a complex interparty agree-

ment known as the Claims Alloca-
tions and Handling Agreement.

Though CAHA is under review,
its procedures went into effect
last week.

For example, under CAHA, all
parties must decide who should be
the administrator of all claims if
an accident occurs. Last week, all
parties met and decided the
claims lead would be Great West-
ern, said Keith Purvis, product
manager for St. Paul Internation-
al insurance Co. Ltd. 8t. Paul is
Great Western’s primary liability
insurer but does not insure the
freight train operators or Rail-
track.
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Skandia

Continued from previous page
ness. That is why we are not interest-
ed in 95% of the business out there.
The prob_em is to find someone with
an interesting portfolio mix. Skandia
has a nice life portfolio and a good
position in France, where we are not
active at all.”

Specialty lines acquired from
Skandia, such as credit life insurance
and long-term care, complement
Hannover’s existing speciality of ac-
quisition pre-financing insurance,
which is coverage purchased by
companies that want to insure
against any problems with any of the
parties that have agreed to finance a
deal.

“It is wonderful:

ther details.

Hannover Re said the acquired
gross premium volume in the life and
health reinsurance sector, the com-
pany’s top priority, is $249.3 million,
increasing that sector’s percentage of
Hannover Re's total gross premiums
to 23% from 17%. The company
hopes to raise that proportion to
30%.

Facultative reinsurance premium,
Hannover Re’s second strategic pri-
ority sector, is set to rise to around
$167.2 million after the acquisition.
The acquisition boosts facultative
premiums to 5.7% of Hannover Re’s
total premium. The company’s long-
term aim is to increase that to about
10%.

Skandia’s aviation and space busi-
ness brings in $65.6 million in premi-

We can sell our
products in their

ST
‘We have a clear focus. We want to grow

lowing months. Skandia told Han-
nover that the talks were not exclu-
sive but that Hannover was in a “su-
per-priority position,” he added. Mr.
Zeller said he believed there was one
other company interested in the as-
sets but was not told its identity.

M. Zeller said serious negotiations
resumed in July. Hannover conduct-
ed a due-diligence review in August
and made an offer later that month.
The remaining time has been spent
in drafting the legal agreement.

The cost of the deal will be reflect-
ed in the company’s earnings this
year, Mr, Zeller said.. Payment is in
the form of a commission because
lines of business, rather than a com-
pany, have been bought.

Hannover Re has no specific
growth objectives and is not on an
aggressive ac-
quisition traii,
Mr. Zeller said.

market anFl their “But if there is a
products in _ our in ife and heailth, in facultative and copagy oo
market.” Mr. Zeller A . q the market)
- specialty lines,’” says Hannover Re il & foculte
e acquisition . n ive pr
will add an estimat. Chairman Wilhelm Zeller. ehe billion, in
ed $367.4 million to any currency—
Hannover's gross [ N dollars, pounds

reinsurance premi-

um volume, raising it to more than
$4.01 billion. Next year gross premi-
ums written would show an addi-
tional increase of $39.4 million in
1998, according to Hannover's state-
ment.

The transaction will give Skandia
a capital gain of 250 million Swedish
kronor ($32.8 million) and free 4 bil-
lion Swadish kronor ($524.8 million)
of cash due to loss-reserve reduc-
tions, the company said in a state-
ment. Bo Ingmarsson, Skar.dia exec-
utive vp and chief investment officer,
would not comment on how the com-
pany would use these funds or if
Skandia is planning any acquisi-
tions.

The company will focus cn its core
businesses of Nordic non-life insur-
ance and annuities, Mr. Ingmarsson
said. Skandia’s solvency margin in-
creased to 136% from 116%, accord-
ing to the company’s statement.

Though Mr. Zeller said Hannover
is not interested in Skandia Interna-
tional’s P/C business, Hannover
would acquire renewal rights to the
remainder of Skandia International’s
property/casualty treaty business
from January 1998. The most attrac-
tive treaty business acquired is from
the Middle East, France and Latin
America, while U.K. treaty business
is of no interest, he said.

Mr. Ingmarsson said that though
Skandia is not selling some of the
long-tail business just now, “it has
been agreed in other ways to sell it
no later than 1998.” He gave no fur-

um and will boost Hannover Re’s in-
come in this sector to $223 million.

Skandia International has 330 em-
ployees and various offices world-
wide. Hannover will retain 90 of the
199 Skandia International employ-
ees in Stockholm.

The company will open two offices
in Stockholm, one of which will
serve the aviation/space business,
which is primary insurance. Han-
nover has no license to operate as a
primary insurer in Sweden, so it will
create a Stockholm subsidiary of its
London-based primary insurer, In-
ternational Insurance Co. of Han-
nover Ltd.

Worldwide, Hannover will retain
Skandia International’s 73-person
staff and offices in Madrid, Paris and
Mexico City. The Hannover office in
Japan will takeover the work of the
Skandia International office there,
and the Hannover office in Kuala
Lumpur will take over Skandia In-
ternational’s Singapore office.

Mr. Zeller said he believes Skandia
International’s Beirut office will be
closed because the Arab market does
not require representation from that
city. Hannover Re initially ap-
proached Skandia in February, Mr.
Zeller said. Hannover knew that
Skandia had completed a strategy
review in 1996 to determine whether
to stay in the reinsurance business.
‘At the outset, we made it clear we
would not participate in an auction,”
Mr. Zeller said.

Negotiations stalled during the fol-

or deutsch
marks—we will buy it tomorrow.
This is the kind of acquisition we will
consider,” Mr. Zeller says.

Hannover Re, a 32-year-old com-
pany, is an affiliate of the Hanover,
Germany-based mutual insurer
Haftpflichtverband der Deutschen
Industrie Versicherungs a.G. (HDI).
HDI chairman Wolf-Dieter Baum-
gartel is the chairman of Hannover
Re’s supervisory board. In 1994, HDI
sold 25% of Hannover Re stock in a
public offering to finance a corporate
diversification.

HDI could sell up to 25% more of

“Hannover Re stock in the future in

order to finance further acquisition.
Mr. Zeller says. “But (HDI's stake in
the company) will never go below
50%,” he said.

Likewise, Hannover Re would
float some of its own stock if it needs
funds for an acquisition that is of no
interest to its main shareholder.

Meanwhile, last week Standard &
Poor’s affirmed Hannover Re’s dou-
ble A-plus claims-paying ability rat-
ing, claiming the Skandia deal
“makes good strategic sense.”

However, S&P placed Skandia In-
ternational on credit-watch because
the company is not expected to write
any new business and the remaining
liabilities will be placed into runoff.
Skandia International had a triple-
B-plus rating. S&P said once the
deal is completed in 1998, it will as-
sign an exit rating to Skandia Inter-
national and remove it from Credit-
Watch.
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INTERNATIONAL

P&l clubs maintain their stand
against E.U. competition pressure

By EDWIN UNSWORTH

LONDON—Protection and indem-
nity clubs are refusing to bow to Eu-
ropean Commission pressure to ease
their restrictions on shipowners
movement between the clubs.

In June, E.C. Competition Com-
missioner Karel Van Miert warned
the 15 members of the International
Group of P&I Clubs that they faced
osing their exemption from E.C.
rompetition rules because they un-
duly restricted competition on two
major fronts. He gave them until
Sept. 16 to respond.

The International Group’s mem-
oers together insure 90% of the
world merchant fleet’s liability risks.
[n their response, the P&I clubs
maintain there is no basis for Mr.
Van Miert’s concerns about their In-
lernational Group Agreement, which
may make it less attractive for
shipowners to move between P&I
slubs.

The IGA aims to limit runaway
zompetition between clubs by requir-
ng a shipowner that switches clubs
o pay rates for the first year based

on its claims record with the previous
club. The International Group con-
tends that is a “light restraint” on
competition and necessary to under-
pin the International Group’s claims-
pooling arrangements,

Without the IGA, “there would be
a very serious risk that the pool
would collapse,” and if this were to
happen, shipowners’ P&I costs would
undoubtedly rise, the International
Group said in a statement released
last week.

It also claimed that as “there have
been no market or commercial
changes that would justify the com-
mission in refusing to extend the ex-
emption they granted to it in 1985,”
the European Commission is obliged
to allow the exemption to remain.

The statement added that merely
relying on free market price competi-
tion among the mutuals would not
reduce shipowners’ insurance costs,
but “would merely alter the alloca-
tion of those costs between individu-
al shipowners.”

This would likely cause unfair
rates to be charged to some members
and a misallocation of costs between

them, because some shipowners
would be able to negotiate lower
rates for the same coverage and
terms.

The International Group believes it
has already taken action to meet Mr.
Van Miert’s other major concern: the
high level of coverage required by
P&I clubs for shipownmers through
their agreement for pooling claims
above their reinsurance limit.

Since Mr. Van Miert issued his ob-
jections, the clubs have agreed to re-
duce the level of individual owners’
exposure to overspill calls to 2.5%
from 20% of the vessels’ limitation
funds under the 1976 Limitation
Convention. This means that maxi-
mum cover paid out for any incident
is reduced to about $4.25 billion from
the previous $20 billion-level.

P&I club managers and Interna-
tional Group Chairman John Riley
met Sept. 18 with Mr. Van Miert in
Brussels, Belgium. Mr. Riley de-
scribed the meeting as “courteous
and constructive” and said he hoped
more meetings would take place so
that a productive dialogue could con-
tinue. En

Hannover

Continued from page 31
1s an offshore captive domicile
was enhanced in the early years
vecause it was the first region to
attract German clients.

Mr. Zeller said Hannover Re
would oppose the tax authorities
on this issue and believes other in-
surers already had started litiga-
lion against the ruling.

The tax authorities have
claimed they disallowed the tax-
free income because Hannover
Re didn’t have its own office or
personnel in Dublin during that
period “but was using the offices
of the bank,” said Chief Finan-
cial Officer and member of Han-
nover Re'’s executive board Her-
pert Haas.

The tax authorities now are ar-
suing that these companies were
only shells used for the sole pur-
pose of saving on German taxa-
lion, he said.

But Mr. Haas noted that Ger-
many’s tax code at the time did
not require companies to have a
physical presence and ‘“‘such an
active company’ in Dublin. In-

deed, the German tax code was
not changed until 1992 to require
companies to establish offices and
personnel in order to benefit from
Dublin’s regime, he said.

All these investment units were
shut down in 1992, including
Hannover Re's, after the change in
the tax code.

== ]
‘It is difficult to assess
how big the problem

is’ for the German
insurance industry,

says Herbert Haas.

Hannover Re’s existing Dublin
subsidiary, which satisfies today’s
tax code, is untouched by the lat-
est audit, said Mr. Haas.

Mr. Haas said “it’s difficult to
assess how big the problem is” for
the Germany insurance industry.
But he thinks litigation will con-
tinue for years and end up in Ger-
man’s highest court before it is
settled.

Banks imposed disclaimers at

Athena’s parent target
of hostile takeover

PARIS—The future of Paris-
based Athena Assurances is
once more in question following
a hostile takéover bid for its
parent company, Worms &
Compagnie, by French busi-
nessman Francois Pinault.

Mr. Pinault earlier this month
launched a hostile takeover bid
for financial conglomerate
Worms & Cie. for 30 billion
French francs ($4.98 billion),

' the highest ever takeover bid on
the French market. Worms,
which owns 99.7% of Athena,
later issued a press release ad-
vising its shareholders to reject
the offer.

Assurances Generales de
France in 1996 had indicated its
interest in buying Athena from

Worms.

AGF currently holds an in-
direct stake in Athena via its
7.3% share of Worms & Cie.
stock.

“Everything stopped at the
end of 1996 because Athena and
the Worms group wanted
to work out what they would
do,” said a spokeswoman for
AGF. =

Athena wrote 18.6 billion
French francs ($3.09 billion) in
gross premiums last year, divid-
ed about equally between life
and non-life business. The com-
pany'’s life business accounts for
3.2% of the French market,
while the non-life business ac-
counts for 2%.

—By Maria Kielmas

the time, so it may be difficult to
sue them for the extra costs.
However, “there may be some li-
abilities” on the part of the banks
depending on how they ran their
businesses, said Mr. Haas.

Benfield buys Greig Fester

LONDON—Bentfield Group Ltd.
is paying £120 million ($195.4 mil-
lion) for fellow London-based rein-
surance broker Greig Fester Group
Litd. in a deal that will create one of
the world's largest privately owned
reinsurance brokers.

The enlarged company, to be
called Benfield Greig Group P.L.C,,
will have leading positions in non-
marine catastrophe, marine, avia-
tion and accident reinsurance.

The offer was driven by John
Coldman, who has been with Ben-
field since 1985 and became its
chairman last year after the death
of Matthew Harding. Mr. Coldman
previously had worked for Greig
Fester for 18 years. He will become
chairman of the enlarged group,
while Dieter Losse, chairman of

Greig Fester, will become deputy

chairman of Benfield Greig.

The groups believe their reinsur-
ance brokering businesses are com-
plementary, with Benfield a leading
London market intermediary and
Greig Fester a specialist reinsur-
ance broker operating internation-
ally, mainly in Europe, Australia, |
New Zealand, Japan and the Far
East.

For the first six months of 1997,
Benfield reported pre-tax profits of
£12.1 million ($20.1 million) on
gross revenues of £22.8 million ($38
million).

Greig Fester earned in the first
half of 1997 pre-tax profits of £7
million ($11.7 million) on gross rev-
enues of £26 million ($43.3 million).

There are no plans to list the new
company on any stock exchange.

—By Edwin Unsworth

MARINE INSURANCE
PROBLEMS?

No Prohibited Class Of Business
All Classes Of Marine Insurance Available

* Over 40 years of experience

* A & A+ rated companies

+ $25,000,000 in-house capacity
for liability A
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600 Maritime Bldg. » New Orleans, La. 70130
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NINTH _
RISK & INSURANCE SYMPOSIUM

A NNUAL

Developing Exposures and Today’s Risk Markets

Thursday, October 30, 1997
Westin River North Hotel
Chicago, Illinois

A one-day program for insurers, risk managers, self-insureds, third-party administrators and claims
analysts. The program features workshop sessions and panel discussions designed to give attendees
the opportunity to address their concerns and focus on specific issues.

LECTURE TOPICS INCLUDE:

High Risk - New Exposure: New Issues In Liability
Intellectual Property ® Executive Liability ® Class Actions

Unique Claims - Unique Coverages: ERISA
HMOs ® PPOs @ Patients’ Expectations ® Status of Tort Reform

Staff Counsel’s Response to Unexpected Claims

Broadening The Professional Lines Marketplace
Lawyers ® Engineers ® Architects ® Financial Consultants

Lectures, Roundtables, Interactive Workshop Sessions

BREAKOUT TOPIC HIGHLIGHTS:

® Computers - The Year 2000 ®

® Investment Counselor/Financial Planner Liability ®

® Issues in Intellectual Property ®
® Technology in the Workplace ®

The Symposium is free of charge and includes materials, continental breakfast, lunch and a cocktail
reception. For more information, contact Dawn Hicks at (312) 704-3856. Deadline for registration is

Friday, October 24, 1997.
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Failure to follow rules cited in accident

By YVETTE HIGGINS
and KATE TILLEY

ADELAIDE, Australia—A South
Australian investigation into a 1996
oil rig accident blames the near-envi-
ronmental disaster on a failure to fol-
low government safety regulations
and procedures, among other things.

The Danish owner of the rig, the
Maersk Victory, has filed a substantial
insurance claim for damage to the rig.

Details and conclusions of the in-
vestigation into the accident were
compiled in a report submitted to the
South Australian Parliament and
then tabled. The report was subse-
quently made public.

The report concluded that South
Australian safety procedures had not
been followed by the rig’s operators,
said Kristi Shore, petroleum engineer
with the state government’s Mines &
Energy Resources Department. De-

spite the report's conclusion, no
charges or further action had been
recommended, she said, noting it was
prepared only to improve rig safety.

The 8,500-ton Maersk Victory was
being settled in place in the ocean in
the Gulf of St. Vincent, about 19 miles
south of Adelaide, South Australia, on
Nov. 16, 1996, when it broke through
a hard layer of sediment on the
seabed, about 130 feet below sea lev-
el. The drilling rig and its tkree legs
incurred substantial damage.

The report noted that “deficiencies
in management systems and proce-
dures” necessary for correctly posi-
ticning the rig on the seabed con-
tributed to the accident.

Walter Stewart, manager of marine
znvironment and safety for the De-
oartment of Transport & Marine
Safety for South Australia, said the
=ig’s legs had to be separated from the
~ig before they could be recovered.

Salvage and retrieval of the rig’s
legs took eight weeks, he said.

The Maersk Victory is owned by
Denmark’s Maersk Contractors, a
wholly owned subsidiary of AP.
Moller. Both are based in Copen-
hagen, Denmark.

Mr. Stewart said the Department of
Marine’s major concern during the
salvage was that the rig would spill
oil, causing large-scale environmental
damage, but that did not oceur.

The South Australia report con-
cluded that if government safety stan-
dards and procedures had been effec-
tively implemented, the accident may
have been prevented. Among other
things, the government standards re-
quire a “safety case” to be filed that
analyze the potential risks of major
projects like rig transpo=t. The report
found that the Maersk Victory's safe-
ty case was inadequate and, in any
event, was not followed.

The department’s report found the
rig operators had paid insufficient at-
tention to evaluating the potential
risks to moving the rig, particularly in
an area where a rig of that kind had
not been used before.

Investigators also found a lack of
geotechnical information to assess the
seabed’s ability to support the rig
stemmed from errors in judgment.
The actual performance of the sub-sea
sediments was different from original
predictions, the report noted.

The report also found major defi-
ciencies in quality and risk minimiza-
tion procedures in the operation.

Overall, the investigators said in the
report, “systems were in place, but not
fully effective.”

The report recommended the oil in-
dustry develop a better way to check
that safety procedures are document-
ed and followed for major offshore

drilling projects.

The report recommends all parties
involved in the Maersk Victory acci-
dent review their management sys-
tems and procedures and make neces-
sary changes to ensure compliance
with South Australia’s regulations.

Management systems should ensure
all contracts for services with the po-
tential to cause a hazard are adequate
and all parties should know their re-
quirements, the report recommends.

The Maersk Victory, made in Japan
in 1981, operated in waters off the
United Arab Emirates and Qatar,
drilling in 55 locations from 1981 un-
til it was damaged by explosions and
a fire after an airplane attack in the
Iran-Iraq war. After repairs to two
legs, the rig was returned to service.

It was moved to Australia in April
1996 and was used to drill on the
North-West Shelf, a rich oil and gas
field off Western Australia, until it
was moved to South Australia in
November 1996. The accident oc-
curred during its installation in the
waters off South Australia. | Bl |
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Medical Malpractice

Michigon's leading hospital professional linbility
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with underwriing skils. Bachelor's Degree required),
medicol malpractice background and  CPCU
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MHA Insurance Company
6215 West St. loseph Highway

Casualty VP - Treaty Underwriter
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business judgment;
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LOOKING TO EXPAND INTO
SOUTHERN CALIFORNIA HMO MARKET?

Immediate opportunity with full service
licensed Plan cover 16 M(+) market area.
Please respond to Business Insurance, Box
3052, 740 N. Rush St., Chicago, IL 60611.

Marine Business

INTERNATIONAL MARINE OFFICE, INC.,
representing several international insur-
ers, non-US, now accepting Blue Water
from experienced
producers. For information call (804)
589-4778 or Fax (804) 589-4779.

Lou Porpora at 212-306-7306.
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ginning 10/10/97. Proposals will be due on
11/21/97. To receive a copy of the RFP or if
you have any questions, please contact
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FRANKFURT, Germany—In-
surance broker Willis Corroon
P.L.C. will have a 30% stake in the
soon-to-be-formed German broker
Jaspers Wuppesahl Industrie As-
sekuranz GmbH & Co. KG.

The new company will emerge
from a union of Jaspers Industrie
Assekuranz GmbH & Co. KG, the
fourth-largest German broker in
1996 gross revenues, and sixth-
ranked Wuppesahl & Co.

“The strategic alliance is aimed
at bolstering market strength in the
wake of recent consolidation,” said
a Jaspers spokesman. Aon Corp.’s
takeover last week of Germany’s
largest broker, Jauch & Huebener
KGaA, created “a new situation,”
he said.

John Reeve, executive chairman
of Willis Corroon Group, said in a
statement, “Willis Corroon’s in-
vestment, when finalized, will be a
further substantial step in imple-
menting our strategy of attaining
leadership positions in chosen mar-
ket sectors.”

The merger will create Ger-
many'’s third-largest broker. Com-
bined, the brokers would have re-
ported 1996 gross revenues of 130
million deutsche marks ($84.4 mil-
lion) with 650 employees. Jaspers
Industrie Assekuranz GmbH & Co.

Willis will have
30% stake in merged
German brokerage

KG is based in Frankfurt. It report-
ed 1996 gross revenues of 85 mil-
lion deutsche marks ($55.2 million)
with 400 employees. Bremen-based
Wuppesahl & Co. reported 1996
revenues of 45 million deutsche
marks ($29.2 million) with 260 em-
ployees.

Jaspers previously was linked to
Alexander & Alexander Services
Inc., which Aon also acquired.
Corp. The spokesman said Jaspers
will end its cooperation with
Alexander & Alexander Services
and buy back the 20% minority
stake A&A holds in Jaspers.

Jaspers Wuppesahl will be based
in Frankfurt. The management of
the new company has not been de-
cided.

In addition to Willis’s 30% stake,
Deutsche Bank, which now owns
20% of Wuppesahl, will hold less
than a 20% stake in the new com-
pany. “The majority share of the
company remains with private in-
vestors,” said the Jaspers
spokesman.

He said the move will secure
Jaspers’ position with its interna-
tional clients. “International bro-
kers need some link to other mar-
kets and the choices are limited,”
he said.

—By Don Lewis Kirk

Industry supporting
disaster research

By EDWIN UNSWORTH

LONDON—PBritish insurers and
brokers are supporting scientists in a
natural disaster research project.

The project, launched Thursday, is
financially backed by a consortium of
eight UK. insurance companies,
Lloyd’s of London syndicates, and
brokers. It also is partially funded by
a £480,000 ($781,680) grant spread
over three years from the Department
of Trade and Industry.

The project participants aim to pro-
mote research into several areas that
specifically meet the needs of the in-
surance industry. Research is likely to
focus on natural disasters such as
earthquakes, hurricanes, floods, tor-
nadoes, El Nino, predictions of ex-
treme climatic events and damage to
satellites. Scientific and research
groups will submit project ideas, and
the TSUNAMI participants will de-
cide which of these proposed projects
they want to fund either jointly or in-
dividually.

The project is called TSUNAMI,
which is both the Japanese word for
tidal wave and an acronym for Tech-
nology and Science in Universities,
the Natural Environment Research
Council and the Meteorological Office
for Insurance.

John Battle, U.K. Minister for Sci-
ence, Energy and Technology, issued
a statement explaining the impor-
tance of the inifiative to the insurance
industry. “Both insurance and rein-
surance are international businesses
in which successful players are using
increasingly sophisticated techniques
and spen-ding more on scientific re-
search. If the UK. is to retain its posi-
tion in world insurance markets, it
needs to take more advantage of the
latest scientific research.”

Mr. Battle added that he believes
TSUNAMI will build a better bridge
between science and industry, leading
to a stronger U.K. market and new
business opportunities.

Nick Golden, group underwriting
and insurance manager for Royal &
Sun Alliance Insurance Group P.L.C,,
one of the eight project backers, said
he did not anticipate the extra knowl-
edge insurers gleaned from the re-
search into natural disasters would
result in higher premiums.

He said the main point is that the
information from the research should
be used for more than fixing prices. It
must be employed responsibly, such
as in advising construction firms not
to build in areas which the research
shows are prone to flooding, said Mr.
Golden. He also said learning more
about phenomena such as El Nino,
which causes a warming of the oceans
that in turn affects weather patterns
worldwide, may be a useful way to
predict future weather activity.

The TSUNAMI consortium mem-
bers are: Benfield Ellinger Litd., a unit
of Benfield Group Ltd., Catlin Under-
writing Agencies Ltd., Commercizl
Union Assurance Co. PL.C, D2
Mann Underwriting Agency Lid.,
Royal & Sun Alliance Insurance
Group P.L.C, Sedgwick Reinsurance
Brokers Ltd., Greig Fester Group
Ltd—which is to merge with Benfield
Group Ltd. (see story on page 39)—
and Wren Syndicates Managemert
Litd.

The announcement was made just
short of the 10th anniversary of the
October 1987 storm that caused in-
sured damage in the south of England
worth an estimated £1.5 billion ($2.4
billion). One reason for the high dam-
age total was that the storm had been
completely unexpected. ED

RIMS

Continued on page 2
ernment affairs post.

“Linda and I realized that giv-
en the changing employment
arena, particularly for associations,
we needed a full-time general counsel
looking at the legal issues,” Mr.
Brown explained. “Up until now, Pat
and I had split our legal duties with
other issues.”

Anne Allen, formerly state and
provincial legislative counsel, has
been named assistant director of gov-
emment affairs. Ms. Allen will contin-
ue to monitor activity in the United
States and Canada but will focus
more tightly on a core of six to eight
states and provinces where legislative
activity is heaviest.

The staff cuts, meanwhile, have al-
lowed RIMS to achieve “some admin-
istration efficiencies by reorganizing
some work,” Ms. Lamel pointed out.

“In a small organization, very often
people end up wearing a lot of hats,”
she said. “We looked at all the people
and said, ‘Do we have the right hats
on the right people? And we found
that we didn't.”

It has been a number of years since
RIMS has reviewed its workforce, she
noted. “We found some things could
be combined.”

In addition, the society’s increasing
use of technology has eliminated some
duties staffers previously performed.
Last year represented “a big leap for-
ward in terms of technological sup-
port,” Ms. Lamel said.

The realignment is part of RIMS’
mission to “make sure we get the
maximum use of our members’ dol-
lars,” Ms. Lamel remarked.

The staff cuts trim RIMS' total em-
ployee count to 49 from 55. But that
number is due to rise next year, Ms.
Lamel said.

Around $250,000 saved from the
cuts will be used to hire new person-

nel, most of whom will work to devel-
op RIMS’ educational programs, she
said. Five employees will be hired in
areas that currently are not sufficient-
ly staffed, she explained. Those new
hires won’t replace any employees
who were cut.

“What we want to do with the new
positions is move forward in educa-
tion with new programs and delivery
systems,” Ms. Lamel explained. “We
need personnel who can do that.”

Ms. Lamel said one of the new
staffers scheduled to come on board
next year will take over some public
relations responsibilities for the soei-
ety. “We don't have anyone here who
focuses on external contacts,” she not-
ed.

The new public relations staffer will
deal with the media and disseminate
information on various RIMS pro-
grams and efforts, she explained.

She said details will be released lat-
er regarding the other four vacancies
that will be filled in 1998. [ Bl
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On October 30, 1997 in New York City,

there will be a conference
you can’t afford to miss.

{ Can your firm survive a...

If you have exposure in the New Madrid
Seismic Zone—Memphis, St. Louis, Nashville,
el Birmingham, Louisville, Little Rock—or any

: '@  other earthquake prone area ...you'll want to
attend this important conference.

Hear leaders in the field speak about current
information and new developments in:

* New Madrid earthquake threat

* Mid-western building vulnerability
* Loss control & risk transfer options

* Risk selection & managing
aggregate exposures

 Insurance and reinsurance solutions

i The loss potential is great...up to $70 Billion! ]

Don't delay! Gall to register for the
New Madrid Quake Conference...

(800) 486-2759

Sponsored by Guy Carpenter & Company, Inc.,
J&H Marsh &MeLennan, Inc., EQECAT, Inc.,
Zurich Reinsurance Centre, Inc.

and Business Insurance
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Looking for
a great idea?

Attend our UNIBEN™ Seminar.
Get in on the new
Coordinated Benefit Statements.

Is your company spending the typical 25% to 40% of payroll
on its benefit plans...and yet emoloyees still have to struggle
to figure out what -heir benefit amounts are?

With UNIBEN™ it doesn’t have to be that way!

Come learn about UNIBEN™, an easy-to-understand document:
* Where employees can find cocrdinated benefit amounts at one glance.
* Includes Social Secur ty benefis for spouses and children.
* Projects benefits year by yzar. s Simplifies financial planning.

Attend this informative Seminar on UNIBEN™
Wednesday, October 29, 1997 / 8:30 AM to 10:00 AM
The Yale Club, 50 Vanderbil: Ave., bet. 44th and 45th Streets, NYC

Continental breakfast. No admission charge.
RSVP: Virginia Yardley: (212) 986-2942 /| FAX: (212) 573-9743
DAVID LANGER COMPANY, INC., Consulting Actuaries

COBRA

Continued from page 2

But some benefit experts question
the need for additional Labor De-
partment guidance covering notifi-
cation to employees of COBRA cov-
erage more than a decade after the
enactment of COBRA.

“After 11 years, employers pretty
much have their systems in place.
Putting cut a model notice is helpful
just after legislation is passed,” said
John Piro, a consultant with Hewitt
Associates L.L.C. in Rowayton,
Conn.

Mr. Piro worries that new model
notices could cause needless em-
ployer concern over whether their
own methods to communicate CO-
BRA coverage information to bene-
ficiaries are correct.

In its call for comments, the Labor
Department notes that time has
erodec. the utility of its original
model notice that employers can use
to advise new employees of their
rights under COBRA. Congress on
several occasions has revamped the
statute, such as by giving disabled
employees who lose their jobs the
right to purchase 29 months of CO-
BRA coverage compared to the stan-
dard 18 months of coverage other
employees can purchase after their
employment ceases.

For the initial COBRA notice, the
agency is asking for comments on:

e What information should be in-

e
-

|

e

L

O

\,

in ourcluest to in‘[]Le,nce- l}le [Litur'e o[‘t}le iucl ustry in a Positive way.

| OW an o,r'gaui:l,dtion inﬂu:enoes t]‘le [utu re (]ePenc]s upon tl‘ne
ability and willinsuess of its leader to EI[.-I;EEC“\’GIY manage change
,} () F O
I an irlc!us‘h}r where c:-llandé;_ is eminent. | he CPCU Soc.-ieiy and
(JPCU‘-. cu-oujncl tl‘ne counlr .-'Scll.ute Anita A Bo u r'l{e. (fPCU CPI\/\]
i ‘

1997-1 9‘)86P()U Society Prt'(ﬂ—;s.iclent as she leads the CPCU Society |

O

Anita Z. Bourke, CPCU, CPIW
1997-1998 CPCU Saciery President
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Nashville, Tennessee

cluded in the initial notice?

¢ Would model language be help-
ful?

» Is furnishing one initial notice to
an employee and spouse residing at
the same address adequate?

In addition, the department would
like comments on the so-called no-
tice of the qualifying event. Under
this part of COBRA, a health care
plan administrator must be notified
that an event has occurred that enti-
tles employees or dependents to CO-
BRA benefits.

The nature of the event deter-
mines whether this notification obli-
gation falls on the beneficiary or em-
ployer. For example, if the qualify-
ing event is the divorce of an em-
ployee, the covered employee or
qualified beneficiary must notify the
plan administrator. In the case of the
death of an employee, the employer
must notify the plan administrator.

For this notice of the qualifying
event, the department wants com-
ments on:

 Should the department provide a
“model” notice of qualifying event
for use by beneficiaries and employ-
ers?

e In what form should this notice
be required to be provided?

e Should the department provide
rules under which notice of a quali-
fying event is deemed to have oc-
curred when an employer also is the
plan administrator?

The department also wants com-
ment on the third COBRA notifica-
tion requirement. This notice in-
forms qualified beneficiaries that
they have the right to elect COBRA
coverage and have up to 60 days to
decide if they want the coverage.

Questions the department would
like answers to regarding this notice
on the right to elect continuation
coverage include;

¢ Should the department provide a
“model” notice of the right to elect
continuation coverage?

e What information should be re-
quired to be included in the notice of
the right to elect COBRA?

For example, the department sug-
gests that information that might be
included in the notice would be the
premiums beneficiaries would be re-
quired to pay, how the premiums

were calculated, the dates on which
payments are due and the conse-
quences of non-payment.

In a related area, the department
wants advice on the appropriate
means, such as written notices or
electronic media, through which
COBRA notification requirements
can be met. Typically, COBRA no-
tices are sent through first-class
mail to beneficiaries’ home address-
es.

Many employers, says Will Apple-
gate, a senior consultant at The
Kwasha Lipton Group in Fort Lee,
N.J., would jump at the chance to is-
sue COBRA notices through elec-
tronic means, such as e-mail. Mr.
Applegate noted that electronic no-
tices could be faster and less expen-
sive than sending notices by mail.

“The world has changed since
1986 in terms of communication ve-
hicles, and the Labor Department is
recognizing that,” said Henry
Saveth, a principal with William M.
Mercer Inc. in Washington.

Others, though, wonder how prac-
tical e-mail or other electronic me-
dia would be as a COBRA notifica-
tion vehicle.

“This may sound like a wonderful
idea, but there are still a lot of em-
ployees who lack access to personal
computers,” said Jerry Lanoux, a
principal in the Boston office of
Buck Consultants Inc.

Under the Consolidated Omnibus
Budget Reconciliation Act, employ-
ers must extend health care cover-
age to former employees and their
dependents in certain situations. In
the case of the death or divorce of an
employee, a spouse and his or her
dependents can purchase COBRA
coverage for up to 36 months after
the qualifying event. If an employee
quits or is let go, he or she can pur-
chase COBRA coverage for 18
months. Employers can charge ben-
eficiaries 102% of the group rate for
COBRA coverage.

Comments are due on Nov. 24 and
should be addressed to the Office of
Regulations and Interpretations,
Pension and Welfare Benefits Ad-
ministration, Room N-5669, U.S.
Department of Labor, 200 Constitu-
tion Ave., N.W., Washington, D.C.
20210. Attention: COBRA RFL. IEN

ADVERTISER

INDEX

CNA/Excess & Select ............ 14
CP.CU. Society .. ... .... SO i ]
David Langer Company .......... 36
First State Management Group . . . .. 4

First Union/Private Banking . . . .. 22R

GABBOBINE ., v tai s & 1T
General Star Management . ... .... 15
Gerling Insurance . .............. 10
G&M M:;rine Incorporated .. ... .. 33
Health Alliance Plan ........... 17R
Hinshaw Culbertson . ............ 33

Issue of September 29
ADVERTISER PAGE # ADVERTISER PAGE #
Admiral Insurance .............. 28 | Insurance Overload Systems ... ... 29
Asso:.‘Aviation Underwriters ., .... 6 | Jefferson Insurance Group ........ 26
Burnham Systems .............. a2 | LibertyMutual & oo o20 e n v 9
Business Insurance . ........ 17,2225 | Michigan National Bank ........ 22R
Carvill America, In¢. ... .......... 10 | MOAC ... oot 26
Chubb Group of Insurance Co’s ....27 | Mutual Marine Office ............ 18

New Madrid Quake Conference ... .35
Outdoorsman Ageney .........,.. 30
PXRE Reinsurance Company . ..12-13

Reliance National ,............... 7

Royal Insurance . ............... 40
SBPA Systems, Ine. ............. 32
Swett & Crawford Group ......... 16
Swiss Re America ............ 20-21
Technical Insurance Services .. ... .32
Wausau Insurance Company ... .... 5
Zurich American/Diversified ...... 19




Business Insurance, September 29, 1997 /37

Drugs

Continued on page 1

the plaintiffs lawyers in the Fen-Phen
suits are also involved in one or both
of these other mass-tort cases,

“MDL is a procedure the federal
courts use to facilitate cases with the
same issues,” said Richard Hinds, de-
fense partner with Clearly, Gottlieb,
Steen & Hamilton in Washington.

Mr. Hinds is not inveclved in the
Fen-Phen cases.

However, MDL “doesn’t involve the
trial of those cases. The cases are
transferred to the MDL judge for dis-
covery and resolution of common is-
sues. Then they're sent back to the tri-
al courts” for resolution of case-spe-
cific issues, Mr. Hinds explained.

But “the MDL judge has a lot of au-
thority,” and can steer the parties to-
ward settlement, as was the case in
the breast implant litigation, he said.

For example, U.S. District Judge
Sam Pointer, who was appointed by
the MDL panel to carry out the MDL
procedures, successfully steered the
parties toward settlement of the fed-
eral court cases against the Midland,
Mich.-based implant maker.

While federal MDL certification
wouldn’t affect cases that might be
brought in state courts for various
reasons, most states have mechanisms
in place similar to the federal process
that could speed up resolution of state
litigation as well, said Mr. Hinds.

State-run MDL procedures led to
successful resolution of hundreds of
California lawsuits with the dietary
supplement L-tryptophan, he noted.

Mr. Hinds represented Japanese
pharmaceutical maker Showa Denko
K.K., the primary defendant in the L~
tryptophan litigation.

The use of the MDL procedure also
may be more advantageous since the
recent U.S. Supreme Court ruling dis-
mantling a class-action settlement in
asbestos cases, Mr. Hinds pointed out
(BI, June 30). “MDL is a procedure
that’s advantageous to both sides. In
these kinds of cases, it's hard to obtain
class-action certification,” he said.
And “defendants usually try to avoid
class-actions.”

The use of MDL will cut litigation
costs for both the defendants and the
plaintiffs, according to Kenneth B.
Moll, a Chicago lawyer who is han-
dling the case on behalf of some 200
plaintiffs there.

“The MDL was set up to consoli-
date civil cases with similar facts.
Fen-Phen is a perfect example,” he
said, given that the kmown class of ex-
posed individuals is easily identifiable
through prescription records.

“In this situation, all the federal

court cases can be transferred to one
court, and a central document reposi-
tory can be constructed to give all the
attorneys in the case access to court
papers,” he said. “That helps cut liti-
gation costs,” Mr. Moll explained.

Indeed, Judge Pointer even set up a
home page on the World Wide Web so
that all plaintiffs, defendants and at-
torneys involved in the multidistrict
breast implant litigation would have
easy and inexpensive access to court
documents via the Internet.

Neither Philadelphia-based Wyeth-
Ayerst nor American Home Products
would comment on the use of MDL or
on any other issues relating to the diet
drug litigation.

American Home Products estimat-
ed the one-time cost of the product re-
call will be between $200 million and
$300 million, or 20 cents to 30 cents
per share after tax. A company
spokesman declined to say whether
American Home or Wyeth-Ayerst had
product recall coverage.

In announcing the product recall on
Sept. 15, Wyeth-Ayerst said it was
forming an expert panel of physicians
and researchers to evaluate the data
and recommend additional actions to
address the situation. Dr. Arthur
Weyman, professor of medicine and
director of the cardiac ultrasound lab-
oratory at the Harvard University
Medical School, will chair the panel.

In June, American Home also hired
a New York public relations firm,
Robinson, Lerer & Montgomery, to do
crisis public relations after reports al-
leging health risks appeared in medi-
cal journals, newspapers and on the
Internet, a company spokesman con-
firmed. One of the public relations
firm efforts has been to place full-
page advertisements in major daily
newspapers advising of the recall. The
company also established a toll-free
telephone number for users or physi-
cians to obtain information on re-
funds, prescribing or to contact a
medical affairs representative.

However, the spokesman would not
say whether the move was part of an
overall loss mitigation strategy.

The spokesman said the company is
insured for the potential liability loss
but declined to provide specifics of the
coverage. American Home's risk man-
ager referred all Business Insurance
inquiries to its public relations de-
partment.

American Home acquired rights to
sell the drugs in the United States
from its maker, Interneuron Pharma-
ceuficals of Lexington, Mass. The
drugs have been sold in Europe for
nearly a decade by French drug mak-
er Laboratoires Servier S.A. Servier
pulled the drugs from pharmacies
worldwide two weeks ago.

INDIANAPOLIS—Ely Lilly &
Co. has warned Nutri/System
Weight Loss Centers against sub-
stituting the antidepressant drug
Prozae, which Eli Lilly manufac-
tures, for fenfluramine since the
latter drug has been recalled.

In a letter to Joseph DiBar-
tolomeo, vp for scientific affairs at
Horsham, Pa.-based Nutri/Sys-
tem, Lilly said the use of Prozac in
combination with phentermine “is
not supported in any way by Eli
Lilly & Co. because the company
has not conducted safety and effi-
cacy registration trials for this use.
Prozac is not authorized for the
treatment of obesity or weight
control by the U.S. Food and Drug
Administration.”

Until its recall earlier this
month, fenfluramine had been
used in combination with phenter—

Nutri/System warned
over use of Prozac

mine to create the popular diet
drug combination known as “Fen-
Phen.”

A spokeswoman for Lilly de-
clined to say whether the letter
was part of a strategy to shield the
company from liability should
complications result from Nu-
tri/System’s dispensing of the new
combination, which it dubbed
“Phen-Pro.”

Sources say Nutri/System has
coverage for professional liability,
medical malpractice liability and
vicarious liability from National
Union Fire Insurance Co. of Pitts-
burgh, Pa., a unit of American In-
ternational Group Inc.

Nutri/System did not return
phone calls. An AIG spokesman
wouldn’t confirm the coverage in-
formation

—By Joanne Wojcik

Sears

Continued from page 1

tired between Jan. 1, 1978, and Dee.
31, 1997, will see their life insurance
amount drop 10% a year over 10
years, and those retiring after the
turn of the century will get no compa-
ny contribution to life insurance at all.

For those retirees whose life insur-
ance will be reduced, Sears will offer
replacement term life insurance at a
group rate and without cash assis-
tance from Sears. The company has
133,000 retirees, 84,000 of whom will
be affected by the life insurance
changes.

Sears also is trimming health bene-
fits for pre-65 retirees. Next Jan. 1, the
individual and family deductibles in
certain medical plans will rise to $300
and $900, up from the current $250
and $750 deductible levels.

While Sears is not the first employ-
er to eliminate its portion of contribu-
tions toward retiree health care pre-
miums—albeit for future retirees and
only for those eligible for Medicare—
it is one of the largest companies to do
so.
Sears says its actions are necessary
to control costs. Even with the
changes, its benefit package remains
richer than competing retailers, its top
executive says.

“We know a lot depends on how
well we manage costs. Our retirement
benefit package remains better than
that of retail competitors, but the cost
of those benefits is out of line,” said
Sears Chairman and Chief Executive
Officer Arthur C. Martinez in a letter
to employees.

Retiree costs of all kinds have been
racing ahead at an unreasonable clip,
added James Bronson, Sears’ vp of
benefits.

While the elimination of the retiree
health care benefits plan will affect
future retirees, Mr. Bronson said the
company's approach shows appropri-
ate concern for workers.

“We feel we're taking a very com-
passionate approach to our employ-
ees,” he said, referring to the advance
notice of the changes and that em-
ployees who retire in the next few
years will retain the company-provid-
ed health care plan.

Sears’ benefits options for employ-
ees should be viewed as a whole, Mr.
Bronson said, to see how much better
they are than other retail stores. In ad-
dition to its health care plans, the
company has a 401(k) plan with a
company match and an reinvestment
program in Sears stock, he said.

Sears’ action is not unheard of at a
time when retail corporations are be-
ing pressed for profits and are search-
ing for ways to cut back, said Barry
Barnett, a principal with The Kwasha
Lipton Group of Coopers & Lybrand
in Fort Lee, N.J. Nearly all other retail
giants have provided less generous
benefits than Sears, Mr. Barnett said.

Still, huge companies such as Sears,

with 300,000 employees, have gained
a certain image of stewardship for
their workers that actions such as
those Sears plans could erode, he said.

“It definitely changes the image of
the benevolent retailer who protects
its workers,” he said.

Sears would not say just how much
the changes are expected to provide in
savings, but the extremely high ac-
crued post-retirement cost figures
“give you an idea,” a Sears
spokeswoman said. The accrued post
retirement benefit cost in the balance
sheet for Sears at the end of the year—
an accounting measure for the burden
of expected future retirement obliga-
tions—was $2.75 billion last year, ac-

cording to Sears’ 10K statement filed
with the Securities and Exchange
Commission. Sears had 1996 revenues
of $34.93 million.

That load, Sears officials believe,
could interfere with desired financial
recovery. While eliminating retiree
health care benefits is an unusual step
for a company the size of Sears, the
blow of the elimination for many re-
tirees will be eased by changes man-
dated by budget legislation passed
earlier this year by Congress.

Those changes will increase federal
payments in many parts of the coun-
try that agree to provide Medicare
coverage to retirees. In some parts of
the country—especially Southern
California and South Florida—feder-
al payments to so-called Medicare
risk HMOs already are so high that
the HMOs are providing a rich bene-
fit package and are not charging re-
tirees any premiums.

It is possible, legal experts say, that
employees and retirees could sue
Sears for cutting back benefits. As the
pendulum of case law swings backs
and forth, the reduction of benefits
such as that being attempted by Sears
becomes “a tricky question,” said
Nancy Ross, a partner with the law
firm McDermott, Will and Emery in
Chicago.

Still, companies like Sears that
make changes for future retirees are
going to be on more solid ground than
for those who make changes affecting
current retirees, Ms. Ross said.

And companies have prevailed in
suits involving changes to retiree
health care benefits if they have re-
served the right to amend benefits and
have told employees that benefits can
be altered or eliminated.

Sears’ Mr. Bronson said the compa-
ny has told its workers regularly that
benefits are subject to change.  [EIN

Utility suing lawyer, alleging
$20 million in fraud, extortion

WEST PALM BEACH, Fla—FPL
Group Inc. is suing an attorney it
claims has dogged the utility for years
and collected millions in fees and set-
tlements related to shareholder suits.

The parent of Florida Power &
Light Co. is charging in a suit filed
Aug. 22 that Richard Greenfield and
his firm, Greenfield & Rifkin of West
Palm Beach, Fla., and Ardmore, Pa.,
committed fraud and extortion to ex-
tract nearly $20 million from FPL
Group in two suits in the early 1990s.

The FPL suit, filed in U.S. District
Court in Miami, alleges violations of
the Racketeer Influenced and Corrupt
Organizations Act and seeks return
with interest of settlement amounts
paid by FPL Group liability insurer

Associated Electric & Gas Insurance
Services Ltd. The suit asks for un-
specified punitive damages. AEGIS, a
Bermuda-domiciled surplus lines mu-
tual insurer, is not a party to the suit.

Mr. Greenfield said the FPL lawsuit
was an attempt to intimidate him in
anticipation of a suit he filed Aug. 29
alleging mismanagement of FPL nu-
clear power plants.

“We've successfully sued them in
past, and I guess that means they're
afraid of the current suit.”

A statement by FPL Group Gener-
al Counsel Dennis Coyle said Mr.
Greenfield's “current extortion
scheme” began when he sent letters in
1996 demanding that “FPL Group’s
board of directors sue themselves and

various officers of the company” for
damages allegedly suffered by the
company because of problems at FPL
Group's St. Lucie County, Fla., nucle-
ar power plant and other issues.

Based on an investigation of nearly
10 months by an independent legal
counsel and a committee of non-man-
agement directors of FPL Group, Mr.
Greenfield’s demands were rejected,
according to Mr. Coyle. The statement
said Mr. Greenfield has been “stalking
FPL Group for years.”

“I don’t know what that means,”
Mr. Greenfield said. “Have I been
watching them? Yes of course..
.They've done a lot of bad things over
the last nine years.”

—By Mike Bradford

Texas imposes
new building codes

AUSTIN, Texas—New building
codes are in place along the Texas
coast to reduce hurricane and wind-
storm losses.

The code, adopted by the Texas De-
partment of Imsurance, applies to
homes and other “non-engineered”
buildings constructed within about 25
miles of the Gult of Mexico.

Requirements of the new code call
for, among other things, changes to
roof construction, foundations, win-
dows and other openings. It requires
the use of specific grades and species
of lumber for wood frame walls.

Buildings must meet the new stan-
dards to qualify for coverage under
the state’s Catpool, which provides
wind and hail irsurance in the area.

A 1995 study by Texas A&M Uni-
versity determined that the code

would increase construction costs 2%
o B9 hift eoiild radhiice Aamaogs ac

For the record

much as 50% from storms as power-
ful as Hurricane Alicia in 1983, a Cat-
egory 3 hurriecane.

N.Y. broker and firm
have licenses revoked

NEW YORK—The New York State
Insurance Department revoked the
corporate insurance licenses of Sch-
enectady, N.Y.-based broker AW.
Lawrence & Co. Inc. and the individ-
ual license of its chairman, Albert W.
Lawrence, late last month.

The revocation follows an Insur-
ance Department audit that revealed
the broker had more than a $5 million
premium deficit.

The department also fined Vp
William J. Mather $2,500 and Presi-
dent Helen A. Whimple $500 for fail-

ing tn ancira that WMy T .asoranna and

others at the corporation cooperated
with the department’s investigation.

AW. Lawrence’s parent company,
Lawrence Agency Corp., filed for
Chapter 11 bankruptey in February
1997. In 1996, the last time Lawrence
Agency Corp. appeared in Business
Insurance’s annual ranking of the
world’s largest brokers, it was the
47th-largest broker of U.S. business
with $17.7 million in revenues.

Bill requires
reports to agencies

CARSON CITY, Nev.—Nevada
Gov. Bob Miller has signed into law a
bill requiring that information on
convictions of state-licensed profes-
sionals such as doctors or lawyers
must be forwarded by the insurance
commissioner and attorney general to
the appropriate licensing agency.

The agency, in furn, would then be
required to report back within a year

on the action it took against that per-
onn Tha lawur falroc offant At 1 =18
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Court

Continued from page 2

porting requirements within 60
days of being served notice that a
suit was pending.

Nevertheless, “‘it's somewhat of
a sparse docket in terms of busi-
ness cases,” said Glenn Lammi,
chief counsel of the Washington
Legal Foundation’s Legal Studies
Division. The foundation is a free
market-oriented public interest
law firm that held a Supreme
Court preview last week.

“The term so far does not ap-
pear to be of landmark impor-
tance to business,” said Mark
Levy, a partner in the Washington
office of Howrey & Simon, during
a discussion of the Supreme Court
docket sponsored by the National
Chamber Litigation Center, the
legal arm of the U.S. Chamber of
Commerce, two days after the
WLF briefing.

testimony and that decisions to
exclude such testimony must be
subject to a “particularly strin-
gent standard of review.”

The appeals court decision
“makes it more difficult to keep
junk science out of the court-
rcom,” said Richard Thornburgh,
fermer U.S. attorney general and
now counsel to the Pittsburgh-
based law firm Kirkpatrick &
Lockhart’s Washington oZfice, at
the WLF-sponsored Supreme
Court preview last week.

“This whole area is desperately
in need of some bright-line rules,”
said Mr. Thornburgh, adding he
thinks the high court will over-
turn the appeals court decision. “I
think what most people in this
area are looking for is some de-
gree of predictability,” he said.

“I think GE is likely to win this
case,” because its position is more
in keeping with most legal think-
ing, Mr. Levy said at the chamber
briefing.

The appeals court decision ‘makes it
more difficult to keep junk science
out of the courtroom,’ says Richard
Thornburgh of Kirkpatrick & Lockhart.

Perhaps the most important of
the few risk management-related
cases is the Joiner case, which the
justices will hear on Oct. 14.

The case revolves around how
much discretion a district court
judge has in determining whether
expert testimony is admissible
(BI, April 7). Mr. Joiner claimed
that his exposure to polychlori-
nated biphenyls, or PCBs, while
working as chief electrician for
the city of Thomasville, Ga., had
caused him to develop lung can-
cer. He sued GE and other manu-
facturers of electrical equipment,
claiming they were liable.

But a judge for the U.S. District
Court for the Northern District of
Georgia ruled that experts Mr.
Joiner relied upon to back his
contention that PCBs had caused
his cancer did not have a valid
scientific foundation for their
conclusion. The judge cited the
U.S. Supreme Court’s 1993
Daubert vs. Merrell Dow Pharma-
ceuticals ruling, which sets crite-
ria for federal court judges
charged with determining
whether or not expert testimony
can be admitted.

The 11th U.S. Circuit Court of
Appeals, however, ruled that the
district court had gone too far,
holding that there should be a
preference for admitting expert

The case of Joseph Oncale vs.
Sundowner Offshore Services Inc.
is “my candidate for the most pre-
dictable outcome of any case in
this term,” Donald B. Ayre, a
partner in the Washington office
of Jones, Day, Reavis & Pogue and
a former deputy U.S. attorney
general, said at the WLF briefing.
He said he thinks Mr. Oncale’s in-
terpretation that the law covers
same-sex harassment will prevail.

Mr. Ayre said the Supreme
Court already has recognized a
hestile work environment based
on sex-related conduct as prohib-
ited under Title VII, and it is im-
pessible to reasonably distinguish
the kind of conduct involved in
the Oncale case from that already
deemed covered by the act.

The case involves Joseph On-
cale, who claimed a supervisor
and two other co-workers on an
offshore oil drilling platform
where he worked as a roustabout
subjected him to repeated sexual
harassment, including threats of
homosexual rape (BI, June 16).

He sued his employer, Sun-
downer, charging that his civil
rights had been violated. But al-
though the Equal Employment
Opportunity Commission has long
aeld that the Civil Rights Act's
orotections extend to same-sex
aarassment—a view shared by

some U.S. circuit appeals courts—
both the U.S. Distriet Court for
the Eastern District of Louisiana
and the 5th U.S. Circuit Court of
Appeals held that Mr. Oncale
could not sue under the Civil
Rights Act.

“The issue has created confu-
sion in the courts of appeal,” par-
ticularly when the alleged harass-
ment occurs among same-sex het-
erosexuals, pointed out CIliff
Sloan, a partner in the Washing-
ton office of Wiley, Rein & Field-
ing. He called the case a very “im-
portant employment Title VII
case” during the chamber brief-
ing.

No date has been set for argu-
ment.

Another employment case out of
Louisiana, Dolores V. Oubre vs.
Entergy Operations Inc., also will
be decided. The case centers
around the question of whether
workers can sue for aleged age
discrimination under the federal
ADEA after they have accepted a
severance package (BI, April 28).
The case will be argued in Novem-
ber.

The justices also will address
the issue of toxic substance re-
porting when they decide Citizens
for a Better Environment vs. The
Steel Co.

The U.S. 7th Circuit Court of
Appeals ruled that a Chicago-
based citizens group could seek
penalties under the Emergency
Planning and Community Right-
to-Know Act even though the
company corrected the reporting
violations before the suit was
filed. Under the act, a citizens’
group has to send a “notice of in-
tent to sue’’ listing the alleged vi-
olations and then wait at least 60
days before filing suit.

The Steel Co., also based in
Chicago, submitted the proper
forms within the 60 days, but the
citizens' group went ahead with
its suit, and the appeals court al-
lowed it to proceed on the basis
that suits could be dursued for
past failures to report.

The justices will hear the case
on the first day of their new term,
Oct. 6.

Looking ahead, “the issue of
privatization and the issue of lia-
bilities of private companies” that
take over government functions is
certain to come before the high
court again, said Mr. Sloan. The
court already has decided that
private prison guards do not enjoy
the same immunity from inmate
suits as some of their public sector
colleagues do, he said.

As private firms assume more
and more government functions,
such as those involved with wel-
fare, more suits are inevitable, Mr.
Sloan said. [ Bl |

DES MOINES, Iowa—In a loss
for policyholders, the Iowa
Supreme Court has ruled that the
word “sudden” in the sudden and
accidental pollution exclusion un-
ambiguously has a temporal
meaning,

If “sudden” merely meant un-
expected or unintended, then ei-
ther the word “sudden” or “acei-
dental” in the exclusion would be
redundant, the court ruled in
Iowa Comprehensive Under-
ground Storage Tank Fund Board
vs. Farmland Mutual Insurance
Co.

The case involved pollution
from leaking underground storage

‘Sudden’ has temporal meaning
In pollution exclusion: lowa

tanks at a former gas station in
Ventura, Iowa. The tanks were re-
moved in 1988, and the pollution
was discovered in 1990. It was de-
termined that the tanks had been
leaking for at least 10 years, court
papers say.

The Iowa board, which cleaned
up polluted sites for companies
and then filed insurance claims,
sought coverage under general li-
anility policies issued by Farm-
land Mutual to the station opera-
tor, Hancock County Cooperative.

The trial court ruled in favor of
the insurer, and the board ap-
pealed.

The Iowa Supreme Court af-

firmed the trial court’s ruling that
the pollution exclusion is unam-
biguous.

In a previous case the court had
ruled that accidental should be
interpreted as “unexpected or un-
intended,” court papers say.

Therefore, “interprezation of
sudden as merely unforeseen or
unexpected would render either
the term ‘accidental’ or ‘sudden’
redundan?; they would mean vir-
tually the same,” court papers say.

Because the contamination took
place more than 10 years ago, it
could not be deemed sudden, the
court ruled.

—By Gavin Souter

Updates

AMR settles more crash cases

CHICAGO—Liabilities totaling as much as $210 million to compensate
the families of people who died in a 1994 crash of an American Eagle tur-
boprop airplane have been divided between American Eagle’s owner
AMR Corp. and the plane’s French manufacturer, Aerospatiale.

Last week, four AMR companies and three companies belonging to
Avions de Transport Regional, which is owned by Aerospatiale, agreed to
pay between $100 million and $110 million to settle 26 lawsuits covering
the deaths of 27 passengers and crew members aboard American Eagle
flight 4184, which crashed in Indiana on Oct. 31, 1994.

Because about 35 cases already had been settled, this means 62 of 68
cases from the crash have now concluded.

Each company’s relative share of the total liability was unclear as of
last week. Although one London underwriter involved in the claim said
AMR was allocated two-thirds of the liability loss and Aerospatiale the
remainder, other sources close to the case say the percentages are the oth-
er way around. The London underwriter indicated that after last week'’s
settlement, $210 million had been paid in liabilities.

AMR's broker, Aon Group Ltd. in London, would not comment, and
AMR's lead aviation hull and liability underwriter, Richard Maylam of
Lloyd’s, did not return calls. Aerospatiale’s broker, Cecar & Jutheau, and
its lead insurer, La Reunion Aerienne, did not return calls.

The remaining damage cases may be settled this week, said plaintiffs’
attorney James P. Kreindler of Kreindler & Kreindler in New York.

The National Transportation Safety Board concluded in July 1996 that
the American Eagle disaster was probably caused by “the failure of ATR,
the plane manufacturer, to completely disclose adequate information
about previously known effects of freezing precipitation on the plane’s
stability and control characteristics. . ..” The plane nosedived into a soy-
bean field near Roselawn, Ind., after a ridge of ice formed on the wings.

The NTSB also blamed France’s Directorate General for Civil Aviation
for “inadequate oversight” of the ATR-72 aircraft.

Labor to look at poultry plants

WASHINGTON—The U.S. Department of Labor is launching a survey
to gauge the safety and compensation practices of the nation’s poultry in-
dustry.

“This is not an enforcement effort right now,” said a spokesman for the
Occupational Safety and Health Administration, which along with the
Wage and Hour Administration is conducting the initiative. He said that
instead the effort was intended to “take a snapshot” of industry practices.

“We want to do a baseline compliance survey just to discover the level
of compliance with wage and hour and safety and health laws,” said the
spokesman, The nationwide survey will begin Oct. 6 and probably run
through mid-November, he said. The Labor Department will review the
findings before deciding what to do next, he said.

The spokesman said the Labor Department would be talking to about
30% of the industry’s 174 poultry processing plants. He added that the
poultry industry has a rate of injury and illness more than twice that of
industry in general.

The poultry industry is reacting coolly to the probe.

“You would think that they would have a snapshot already—approxi-
mately 150 inspections have already been conducted in the poultry indus-
try so far this year. So we see no real reason for this survey. The poultry
companies are committed to maintaining a safe workplace,” said a
spokesman for the Washington-based National Broiler Council.

Consumer groups fight reform

WASHINGTON—Consumer groups are calling on President Clinton
to stop negotiating with congressional leaders regarding compromise
product liability reform legislation.

The move came as White House officials met with congressional repre-
sentatives to work out differences on product liability legislation. Al-
though the president vetoed reform legislation last year, he said he would
be willing to sign “reasonable” legislation (BI, May 6, 1996). Although no
draft of any compromise has been made public, consumer groups wrote
to the president last week urging him to veto any reform legislation. Of
particular concern to the letter’s signers, which included Public Citizen,
Americans for Democratic Action and the National Organization for
Women, was a rumored agreement to cap punitive damages for small
businesses and the creation of a uniform 18-year statute of repose for
durable goods.

“Standing alone, this proposed deal deserves your veto, not your sup-
port. In addition, your support of this type of federal products liability
legislation would create a framework, easily amended by future congress-
es, that would result in even worse damage to consumers and the public.
We urge you stop proceeding down this misguided path,” reads the Sept.
24 letter.

Briefly noted

Sens. Mike Enzi, R-Wyo., Judd Gregg, R-N.H. and Rep. Jim Talent, R-
Mo,, are scheduled to unveil companion measures aimed at reforming the
Occupational Safety and Health Administration on Sept. 30....
Larry Hollen, former president and chief operating officer of Orion Capi-
tal Corp., has been named president of American Home Assurance Co. in
New York. Mr. Hollen, who joined the Arherican International Group Inc.
subsidiary last February, succeeds B. Michael Schlenke, who was named
vice chairman of American Home. . . Mac W. Henderson, a retired rein-
surance executive and the founder of Reinsurance Facilities Corp., a Los
Angeles-based reinsurance intermediary, died Sept. 19. . . Insured claims
from last Friday’s earthquake in central Italy are unlikely to be signifi-
cant, says Benito Pagnanelli, deputy general manager of Trieste-based
Assicurazioni Generali S.p.A. Most Italian property policies exclude
earthquake damage, he said. Also, the most famous of the buildings dam-
aged, the Basilica of St. Francis of Assisi, would have been self-insured
by the Roman Catholic church, and its famous art works by the Italian
government, added Mr. Pagnanelli.
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alomon under Travelers’ umbrella

By JUDY GREENWALD

NEW YORK—Travelers Group Inc.’s acquisi-
tion of investment bank Salomon Inc. may be
shaking up Wall Street, but it is unlikely to have
any immediate effect on Travelers’ insurance op-
erations. .

An eventnal benefit to the insurance opera-
tions, however, could come from ties with Sa-
lomon’s greater international presence, some an-
alysts say.

Travelers Group and Salomon said last week
they have agreed to combine Salomon with
Travelers’ Smith Barney Holdings Inc. sub-
sidiary to form Salomon Smith Barney Holdings
Inc.

Terms of the transaction call for Travelers
Group to issue 1.13 shares of its stock for each
share of Salomon, for a total value of more than
$9 billion.

A spokesman for insurance subsidiary Travel-
ers Property Casualty Corp. said the deal will
not impact insurance operations.

The advantages of the deal are to Travelers’ se-
curities business, not its insurance operations,
market observers agree.

. “I'would hope that these are totally separate
decision-making entities and that one would not
really have any relationship to the other,” said
David Seifer, an analyst with Donaldson Lufkin
Jenrette Securities Corp. in New York.

“I think each of their operations has to stand
on its own and compete against the other opera-
tions as to what is the most attractive opportu-
nities for capital allocation,” said Mr. Seifer.

Mr. Seifer also said he does not think the Sa-
lomon deal is likely to discourage or delay Trav-
elers from making any additional insurance ac-
quisitions.

“I think this group will make every attractive
acquisition they can find,” said My, Seifer.

“Clearly, it shifts the balance of eamings in the
total organization, with securities and invest-
ment banking-related operations increasing o
close to 50% of consolidated corporate earnings
up from a third on a pro forma basis,” said Alan
Murray, vp with rating agency Moody'’s In-
vestors Services Inc. in New York.

“So clearly, insurance operations. . .become a
slightly smaller piece of the pie,” with proper-
ty/casualty operations expected to account for
“just under 30%" of Travelers Group’s earnings
and the life business in the “low 20s” on a pro
forma basis, said Mr. Murray.

“The Travelers name has a strong franchise
value in the insurance business and is much
stronger, obviously, in the insurance business
than on the securities side,” where the Smith

Barney and now the Salomon names will be
used, Mr. Murray said.

“We would expect Travelers Group to main-

tain its strong commitment to the insurance
business,” he said. He noted Travelers’ insurance
operations are expected to generate a strong per-
formance of $1.6 to $1.8 billion in net income this
year.
“It remains an important part of the combined
earnings of the Travelers Group,” said Mr. Mur-
ray, adding that both segments of its insurance
business may well continue to grow both inter-
nally and through aequisition.

““That said, I think it’s fair to say there don’t
appear to be any immediate benefits from the
Salomon acquisition to either the life or the
property/casualty operations,” Mr. Murray
added.

Others agree the Salomon acquisition will not
affect the Travelers Group’s strategy for its in-
surance operations.

“I would not see this acquisition as an indica-
tion they will be reducing their emphasis on the
insurance operation at all,"” said John L. Ward,
CEO of the Cincinnati-based Ward Financial
Group.

“1 see it as just another step in their strategy to
build a diversified financial enterprise, and I see

it as complementary and another step in that di-
rection, rather than a shift in emphasis,” said M.
Ward.

“I don’t think it will do a whole lot” for the in-
surance operations in the short term, said Gloria
Vogel, senior vp with Advest Inc. in New York.
However, she added, the acquisition could have
some long-term benefits.

Salomon has strong international operations,
while Travelers Group has been weak in this
area, both in its stock brokerage business and in
its insurance operations, said Ms. Vogel.

The Salomon acquisition may give the compa-
ny an entree into international financial services,
with a stronger international insurance opera-
tion a “natural extension” of that, said Ms. Vo-
gel. “But that would be a long way down the
m a -)’

Potentially, the Salomon acquisition could en-
hance the company’s name recognition interna-
tionally, agreed Mr. Murray of Moody’s. Given
that Travelers uses its umbrella logo for all its
subsidiary operations, it could lead to an “in-
creased market awareness through the Sa-
lomon-Smith Barney overseas operation of
Travelers as a major provider of diversified fi-
nancial and insurance services,” Mr. Murray

said, | BI |

MINNEAPOLIS—Top officials of troubled
reinsurance holding company Equisure Inc.
produced bogus financial reports in a scheme
to artificially inflate the company’s stock
price, a shareholder lawsuit charges.

A month after Equisure withdrew from the
American Stock Exchange in the face of
threatened delisting, shareholders filed suit in
federal court in Minneapolis charging the
company, three of its officials and its outside
auditor with securities law violations.

The complaint, seeking class action status,
alleges that:

e Equisure gave the appearance of cooper-
ating with an ANMEZX inquiry into its account-
ing practices while sending the exchange “on
a useless chase to Belgium, London and then
Monaco in search of financial records which,
in actuality, do not exist.”

s A large part of Equisure’s stock was held
by insiders whose identities “are hidden be-
hind a series of trust funds and foreign com-
panies.” The AMEX, the suit notes, was in-
vestigating the possibility that insiders were

Equisure officials sued

responsible for most of the trading in Equi-
sure’s stock, leading investors to believe there
was more interest in the shares than exdisted.
¢ Equisure insiders profited from their al-
leged fraud. Former CEO Barrie Harding
pocketed about $152,400 selling 10,000 Equi-
sure shares July 31, shortly after the stock hit
its peak of $17.13 a share, the suit alleges.
The suit names Equisure and two affiliates;
Mr. Harding; Equisure Chairman Peter G.
Uttley; Equisure’s chief financial officer, who
is named in financial filings as David Sach-
man but who is alleged in an unrelated suit to
be jailed insurance executive Paul Yorke-
Wade; Minneapolis-based auditor Stirtz
Bernards Boyden Surdel & Larter P.A.; and
Moores Rowland International, an account-
ing consortium of which Stirtz Bernards is a
member.
The plaintiffs are two investors who bought
a total of 1,400 shares for $8.13 to $9.63.
Equisure officials could not be reached. A
Stirtz Bernards official declined to comment.
—By Douglas McLeod
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PCS catastrophe options

As of Sept. 26

Call Price Call Price
spread bid/ask spread  bid/ask
Eastern September 1997 Nationzl Annual 1998
30/50 —/1.0 80/100  5.0/7.5
40/60 —15

National Annual 1897 Eastern September 1998
60/80 —/2.0 40/60 3.0/4.0
B0/100 A5

National December 1997 Calilornia Annual 1998
5/25 5.0/6.5 40/60 1.9/2.4
10/30 1.03.0

Southeastern September 1997 Western Annual 1998
30/50 —1.0 40/60 2.1/2.7
40/60 —I.5

Total valume: 10 Tolal open interest: 18,121

For intormation on PCS cat options, call the Chicago Board of
Trade at 312-435-3674.

Source: Chicago Board of Trade

British Issues

Price P/E Div. Yield 52-week
Companies pence pence %  high—low
Comml Union 760 116 358 48 774597
Genl Accident 1068 68 354 4.5 1068—676
Gdn Royal Exch 311 41 122 4.2 311—248
independent 1135 1211 142 1.6 1161—565
Royal & Sun 574 151 197 45 574—396
Brokers
Bradstack 81 120 64 98 90—54
CE Heath 142 92 15 13 143—74
Lmbrt Fenchurch126 85 84 83 135—101
Lloyd Thmpson 184 148 45 3.1 206—163
Nelson Hurst 182 166 86 59 191—121
Sedgwick Grp 123 100 7.4 6.0 144—115
SteelBridones 25 NA 15 76 3622
Willis Corroon. 126 126 66 67 165—117

Note: Prices are Sepl. 26 closings; other numbers from Sept. 25.

Source: Ncrdby International Inc.

Bl Industry Stock Report seer. 22, 1997, THrROUGH SEPT. 26, 1997

Weekly Year to date Year to date

BROKERS Picz. % nmﬁe %change  High  Low Vol(000) Price
Aon Corp. NYS 52.38 -2.90 26.46 56.13 35.00 810 Everest Reinsurance NYS 3900
E.W. Blanch Holdings Inc. NYS 3075 271 5280 3188 1800 73 Executive Risk Inc. NYS 8525
Gallagher Arhur J. & Co. NYS 36.75 0.17 18.55 37.75 203 80 EXEL Ltd. NYS 5825
Hilb, Rogal & Hamilton NYS 18.00 6.27 35.85 18.00 1213 150 Fremont General Corp. NYS 4813
Kaye Group Inc. NDO 8.88 597 89.05 9.00 438 9 Ftontier Insurance Group NYS 3800
Marsh & McLennan NYS 75.31 -2.98 44,83 79.75 47.75 1601 Grinsco Ing. NYS 869
Poa & Brawn NDO 39:38 -0.32 48.58 41.00 23.75 27 General RE Corp NYS 186 75
Sedgwick Group PLC NYS 10.00 062 -3.61 10.88 9.38 8 Gryphon Holdings NDQ 16.25
Willls Corroon Corp. MNYS 10.50 244 -8.70 13.50: 238 497 Guaranty Mational Corp NYS 3388
BROKERS AVERAGE 1.66 3217 Harleysville Group MNDG 4375
Hartlord Steamn Boiler NYS 5538
INSURERS/REINSURERS HGC Insurance Holdings NYS 21.06
ACE Lid. NYS 94.06 162 56.44 98.25 47.38 B22 IPC Holdings Lid. NDQ 2250
Acceptance insurance Cos. NYS 26.50 9.84 34.18 26.50 1775 191 Hartford Financial Services NYS 86.00
AEGON N.V. NYS 79.25 4,18 25.30 79.25 49,38 468 LaSalle Re Lid. NDQ 3475
Agtna Life & Casually NYS. 9050  -1350 1333 11843 6013 15774 Life Re Corp. NYS 50.50
AFLAC Inc, NYS 53.75 -3.37 25.73 57.88 35.50 931 Lincoln National MNYS 68.94
Allied Group Inc. NYS 4881 2.76 49.62 53.63 24.88 303 MAIC Holdings Inc. NYS 29.44
Allsiate Corp. NYS 77.88 2.98 3456 7994 47.38 5286 Markal Corp. NYS 15663
AMBAC indemnity Corp. NYS 4018 0.94 21.08 43.00 22.75 538 MBIA Insurance Group NYS 122.56
Amencan Bankers Ins, NDOQ 3831 747 49.88 39.00 2288 483 Meadowhrook Insur. Group NYS 2450
American Financial Group NYS 44,63 -2.99 18.21 49.25 31.25 313 Mid Ocean Lid. NYS 6213
American Genaral NYS £1.31 353 2554 5475 3575 2323 MMI Cos, Inc. NYS 2613
American Heritage Life Ins. NYS 39.88 4.25 5190 39,88 19.75 29 Mutual Risk Mg, Lid. NYS 5C.81
American Indempity/Fin’| NDOQ 1463 1038 4268 13.00 9.50 5 NAC Re Corp. NYS $1.13
American international NYS 103.56 1.02 4350 107.25 65.13 4452 Navigators Group NOQ 1€.13
Argonaut Group NDO 3463 1260 1260 36.38 26.75 284 Nobel Insurance Lid, NDQ 14.38
Baldwin & Lyons Inc. NDQ 20.44 283 11.22 22.63 17.38 1 NYMagic Inc, NYS 2£.50
Berklay W.R. Corp. NDO 42.00 244 24,14 4288 2888 606 Ohio Casualty Corp. NDO 4563
Berkshire Hathaway Inc. NYS 44300.00 0.90 31.67 48600.00 30000.00 1 Old Repubkic Intl MYS 3e.88
Capital RE Corporalion NYS. £0.06 367 28.82 60.38  37.88 50 Qrion Capital Corp. NYS. 4475
Capital Transamerica Corp. NAS 26.75 0.94 -13.01 27.50 14.63 62 Partner Re Lid. NYS 41,50
CapMac Holdings Lid. NYS 31.13 418 -6.04 36.88 22.50 240 Penn-Amarica Group Inc. NDO 20,50
Capsure Heldings Corp. NYS 14.25 -4,20 239 18.38 8.00 140 Philadelphia Cons. Holding NDOQ 4Z.66
Cenlris Group Inc. NYS 20.50 413 4.48 23.56 17.13 431 PXRE Corp. NYS 31.56
Chartwall Re NYS 35.19 072 31.54 36.25 24 50 84 Reliance Group Holdings NYS 1£.00
Chubb Corp. NYS 70.44 0.18 31.05 7213 44.88 1780 Reliastar Financial Corp. NYS 3¢.00
CIGNA Corp. NYS 187.25 -1.45 3705 20075 11688 978 RenaissanceRe Holdings Lid.  NYS 4394
CNA Financial Corp. NYS 127.00 -0.68 1869 130.38 95.88 209 Risk Capital Holdings NDO 22.75
EMEC Insurance Gioup Inc. NCQ 1278 -1.79 14,58 15.00 10,50 102 RLI Corp. NYS 4*.25
Enhance Financial Senvices: NYS 55.00 577 50.68 56.00 3163 147 St. Paul Companies. NYS: B0.OC

Weekly Year to date Year to date Weekly Year to date Year 1o date
% change % change  High Low Vol (000} Frice % change Y%change High Low Vol.(000)
-0.64 3565 4038 2375 268 SCOR NYS 42.63 240 £4.00 4450 3400 25
1.66 76.35° 6713 3388 &8 SAFECC Corp. NDQ 51.75 072 3122 5538 3450 1507
-3.92 53.80 62.13 3300 642 Seibels Bruce Group NDOQ 8.38 -1.47 1.52 11.258 588 B1
151 48.79 48.00 26238 242 Selective Ins. Group NDO 53.00 -0.99 29.47 55.38 33.00 i<k
201 9869 3825 1812 342 Sphere Drake Holdings NYS 8.68 0.00 211 1050 8.50 34
085 0.65 10.88 B3 97 TIG Holdings MNYS 34.00 -1.63 037 38.00 2638 933
-2.84 24.72 20888 14075 686 Titan Holdings. Inc. NYS 2163 -0:29 31.06 25.00 13:50 85
-1.52 15.04 17.75 12.50 43 Tokio Marine & Fire NDQ 59,50 393 ET.61 66.00 42.00 433
~1.99 102.24 35.25 15.38 153 Torchmark Corp. NYS 39.44 -1.56 £6.19 41.63 22,50 4DBT
204 43.44 45.75 2500 196 Transatlantic Holdings MYS 7231 1.05 474 7538 4438 183
0.00 18.41 56.69 42,75 114 Travelers Properly NYS 39.69 -1.24 1219 43.56 2713 720
561 1276 3269 2150 697 Travelers Corp. NYS 89.18 -2.12 £2.48 73863 3525 15946
0.00 31.84 30.50 19.63 374 Frenwick Group Inc. NDO 37.88 1.88 £2.84 3963 30.75 150
-0.86 2741 B3.81 57,25 1427 Unico American Corp, NDO 11.50 0.00 575 11.75 763 57
-1.42 18:80 36.13 22.38 110 Unonamerica Holdings NYS 2094 5.35 17.96 22.75 14.75 88
0.50 30.74 56.00 32.50 152 United Fire & Casualty NDQ 41.50 341 17.73 41,50 28.75 3
-1.43 313 73.00 4388 1219 Unitrin NDQ 65.00 0.76 16.59 66.00 47.68 136
9.28 7380 3050 1513 130 UNUM Corp. NYS 4463 0.56 2353 4844 3050 1613
4.42 7403 15850 83.00 20 USF&G Corp. MYS 22,75 -1.88 898 25.50 1775 1083
-1.90 2105 12906 8438 43 Vesia Insurance Co. NYS 58.81 307 87.45 58.81 24.50 171
-2.24 16.67 28.00 15,25 99 Washinglon National MNYS 32.44 019 “785 33.13 27.13 2006
741 1833 63.38 39.25 580 Zenith National Ins, NYS 2781 <333 1.60 28.63 24,63 83
4.24 -1899 3275 2075 161 INSURERS/REINSURERS ~ AVERAGE 0.78 30.48
<1.09 37.33 5275 28.50 109 :
225 082 5.3 3283 15 HEALTH MAINTENANCE ORGANIZATIONS
-1.92 473 2063 15.75 84 Humana Inc. NYS 23.38 -4.59 2303 25.31 17.38 1879
-171 14,43 15.38 11.25 5 Oxtord Health Plans NDQ 78.00 1.86 3319 BIDO0 4100 5958
-0.24 4157 2600 1743 16 Pacilicare Health Sys. NDO 65.75 -5.23 -19.08 8625 5550 422
-1.08 2852 4808 3175 208 Saleguard Heallh Enter. NDQ 18,13 9.09 2500 2075 9.63 375
-1.89 4533 4013 2450 1031 Sierra Health Services NYS 37.25 2,78 51.27 37.25 2238 299
1.70 46.42 45.50 25.13 275 United Healthcare Corp. NYS 49.94 <742 10.87 60.13 3513 8533
-221 22.06 43.44 27.88 271 Wellpoint Health Networks NYS 58.13 -3.13 69.09 61.13 2825 817
250 90.70 21.25 10.38 113 HMOs AVERAGE 0.94 20.50
0.94 87.77 4650 2075 36 ALL COMPANIES AVERAGE 0.50 2771
477 27.53 3188 2288 164
-0.44 53.42 14.44 750 1462
0.48 35.06 40.19 2313 719
0.14 33.14 46.13 27,13 229
-1.09 17.42 23.38 15.88 25
248 2360 41.25 25.50 89
0.71 36.46 B2.81 53.50 798

Top advancing Issues: Argonaut Group, American indemnity/Fin'l., Acceptance Insurance Cos. Leading dacliners: Aetna Life & Casualty, United Healthcare Corp., Paciticare Health Sys. Most active issue: Travelers Corp. The Biindex dropped 1.1%; the
Dow Jones 30 Industrials gained 0.1%: the S&P 500 dropped 0.6% and the NYSE Composite decreased 0.3%, Average P/E: Brokers, 19.9; Insurers/reinsurers, 39.3; HMOs, 27.5.
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