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Id’ fleet too old?

The world’s aging shipping fleet is a top concern of marine underwriters,
who gathered earlier this month in Boston and Houston (see stories, page
3). The KS Mega Borg ll was 15 years old when it spilled oil in 1980.
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Group health claims handling at issue

Subcommittee

app

roves bill

amending ERISA

By JERRY GEISEL

WASHINGTON—Legislation
that would expose group health
and life insurers to punitive dam-
age awards for improperly denying
claims is on its way to its first con-
gressional committee vote with a
key backer opening the door to
compromise.

The House
Labor-Manage-~
ment Relations
Subcommittee
last week easily
approved the
legislation, H.R.
1602, by a 15-T
vote, with all
Democratic
panel members
voting in favor of the bill and all
Republican members opposed.

The legislation, introduced by
Rep. Howard Berman, D-Calif,,
would overturn a 1987 Supreme
Court decision that exempts insur-
ers’ group claims handling prac-
tices from state penalties, includ-
ing those in unfair claims practices
laws (BI, Sept. 2).

In that Supreme Court decision,

Subcommittee
Chairman Pat
Williams will try to

considers the bil.

the justices ruled that the pre-
emption provisions of the Em-
ployee Retirement Income Security
Act of 1974 protect insurers from
any state sanctions—including pu-
nitive damages—for improperly
handling a group health, life or
disability claim.

The ruling limited recoveries for
mishandled
claims to the re-
medies laid out
in ERISA, which

develop a allows health
compromise care plan partic-
preposal before ipants to sue in-
the full Education surers only to
and Labor recover the
Committee claims costs.

Courts also have
discretion under
ERISA to award attorneys' fees to
plaintiffs.

Insurers have blasted the Ber-
man legislation and a similar bill,
S. 794, introduced in the Senate by
Sen. Howard Metzenbaum, D-
Ohio. They say the legislation is
unnecessary and would lead to a
litigation explosion and ultimately
higher health insurance costs for

Continued on page 45

Miro arrested; faces charges
over Anglo-American’s demise

BATON ROUGE, La.—Fugitive insur-
ance executive Carlos I. Miro has been ar-
rested in Spain and is facing extradition to
the United States to answer mail fraud and
money laundering charges stemming from
his operation of the defunct Anglo-Ameri-
can Insurance Co. of Louisiana.

Mr. Miro was arrested in the coastal re-
sort city of Malaga Sept. 20, and extradition
proceedings are under way, says Raymond
Lamonica, U.S. Attorney for the middle
district of Louisiana in Baton Rouge.

Continued on next page

may draw

Altus faces competition

By DOUGLAS McLEOD

LOS ANGELES—A French investor group led by
Altus Finance may face competition from several new
bidders in its effort to take over troubled Executive
Life Insurance Co.

Possible bidders now also include a group repre-
senting municipal guaranteed investment contract
holders—potentially the biggest losers in the Execu-
tive Life debacle—who are proposing a plan that
would give them equity ownership of a rehabilitated
Executive Life.

Separately, a group that includes Texas investor Ri-
chard Rainwater, recording industry mogul David
Geffen and San Francisco-based Bechtel Investments,
a unit of Bechtel Group Inc., has reportedly prepared a
bid of its own.

These proposals join an unprecedented plan by the
National Organization of Life & Health Insurance
Guaranty Assns., which proposes taking over and li-
quidating Executive Life rather than paying guaranty
fund claims to policyholders (BI, Sept. 23).

A fifth group that includes John J. Byrne, the chair-
man of Fund American Cos. Inc., had also prepared a
bid, but has withdrawn it rather than compete with the
guaranty fund proposal, according to Mr. Byrne.

So far, only Altus has filed a formal bid in Los An-
geles Superior Court, where Executive Life is in con-
servatorship. Other groups, though, have had informal
discussions with California regulators.

It is unclear how many of the alternative proposals
will prove feasible, a situation that will become clearer
when details of the plans are submitted with formal
filings. The filing deadline is Oet. 11.

“The next couple of weeks will be interesting times,”
said Karl Rubinstein, a lawyer with Rubinstein &
Perry in Los Angeles, which represents the California

Executive

Life sale
new bids

as deadline nears

Insurance Department.

Mr, Rubinstein said he expects some proposals to be
well-conceived and others to be “flaky.”

The competitive bidding reflects a widespread belief
that the Altus proposal undervalues Executive Life,
largely by deeply discounting its vast junk bond hold-
ings, observers suggest.

The French group, however, says it is not consid-
ering revising its bid. “At this moment, there are no
other formal offers to respond to,” a spokesman said.

Meanwhile, a trial is set to begin today on an issue
that will affect the structure of any eventual Exec-
utive Life deal: Superior Court Judge Kurt Lewin is
scheduled to hear arguments on whether municipal-
ities that invested the proceeds of bond issues in Exec-
utive Life GICs are policyholders entitled to the same
claim priority as annuitants and other GIC holders.

If the “muni-GIC"” holders are found to be lower-
priority general creditors—as California regulators
maintain—they stand to recover little or none of their
roughly $1.85 billion in investments.

Yet, if they are found to be policyholders, rehabilita-
tion plans for Executive Life will have to account for
$1.85 billion in additional liabilities.

Executive Life was seized and placed in court-su-
pervised conservatorship amid mounting concerns over
its deteriorating junk bond portfolio (BI, April 15).

In August, the department reached a tentative
agreement in which the French group would pay $3
billion to assume Executive Life assets and liabilities
(BI, Aug. 12).

Altus Finance, a division of the Paris-based bank
Credit Lyonnais, would pay $2.7 billion for Execu-
tive Life’s junk bonds—which would be removed from
the insurer—while partner Mutuelle Assurance Arti-
sanale de France, a life insurer, would pump another

Continued on page 53

Jury awards $46 million

Workers stripped of welfare benefits win suit

By CHRISTINE WOOLSEY

DES MOINES, lowa—Varity
Corp. will fight a $45.8 million jury
award against it and its Massey-

week in Des Moines, Iowa, agreed
with the plaintiffs, awarding them
$45.8 million, the brunt of which—
$36 million—is punitive damages.
The award serves as yet another

curity Act generally precludes such
‘recoveries,

They also question why the case,
which centered on ERISA issues,
was heard by a jury. Most ERISA
cases are decided by judges, they

Ferguson Inc. unit for stripping 93
retirees of health, life and disabil-
ity benefits and laying off 140
workers without severance pay.

Varity asserts that a clause in its
summary plan description specifi-
cally explained the company's
right to amend or terminate any
employee benefits.

But the employees and retirees
maintain that the information was
never communicated to them.

A federal district court jury last

warning to employers that they
must clearly communicate to em-
ployees the company’s right to
overhaul benefit plans, consultants
say.

Citing other cases in which em-
ployees have won reinstatement of
benefits, consultants said they
were not surprised by the jury’s
decision,

But, they do question the award-
ing of punitive damages, since the
Employee Retirement Income Se-

say.

A Varity attorney says the com-
pany will ask the trial judge to
overturn the jury’s decision. If that
motion is denied, Varity will ap-
peal.

In the class-action suit, the re-
tirees contended that Varity, a
Buffalo, N.¥.-based holding com-
pany whose operating units design
and manufacture farm machinery,

Continued on page 54
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Update

Carlos Miro arrested in Spain

Continued from previous page

A 20-count indictment earlier this year charged that Mr. Miro si-
phoned Anglo-American premiums out of the United States for his
personal benefit; tried to conceal the insurer’s true financial condi-
tion from regulators; and paid $25,000 to an elected official in Louisi-
ana to obtain a license for Anglo-American, which is not related to
Anglo American Insurance Co. Ltd. of London (BI, June 24).

Mr. Miro faces a maximum of 115 years in jail and $5.25 million
in fines if convicted on all counts.

Anglo-American was declared insolvent by $19 million and or-
dered liquidated in 1989. The insurer’s collapse and Mr. Miro’s activities
were the subjects of 1989 hearings before the House Oversight & Inves-
tigations Subcommittee (BI, April 10, 1989).

Ban on D&O exclusions urged

WASHINGTON—Three federal agencies are urging Congress to pro-
hibit both “‘regulatory” and “insured vs. insured” exclusions in future
directors and officers liability policies.

The regulatory exclusion denies coverage for damages awarded in
government actions against the policyholders’ directors and officers.
The insured vs. insured exclusion is designed to prevent a corporation
from obtaining a judgment against its own directors and officers and
then looking to the D&O insurer for payment. The exclusions have been
a target of regulators since the savings and loan crisis began.

In a report to Congress, the Federal Deposit Insurance Corp., the
U.S. Justice Department and the U.S. Treasury Department urged Con-
gress to declare that the exclusions violate “public policy and cannot
be enforced against federal agencies.”

Such a change, the agencies hold, “is unlikely to have a material
impact on the availability of D&O insurance for either healthy (where it
will be available) or insolvent institutions (where it is unlikely to be
available and probably should not be purchased in any event).”

It is “uncertain” whether barring these exclusions would make less
coverage available for troubled institutions, the agencies said.

Although some lower courts have agreed with the FDIC that the
regulatory exclusion runs counter to public policy, the rulings have been
overturned on appeal. Most recently, the 8th U.S. Circuit Court of
Appeals in St. Louis upheld the exclusion (see item below).

D&O exclusion upheld

ST. LOUIS—AnR 8th U.S. Circuit Court of Appeals ruling that upholds
a key exclusion in directors and officers liability policies will help shield
insurers from claims stemming from savings and loan failures.

The 8th Circuit upheld portions of a lower court ruling finding the
“regulatory” exclusion in D&O policies is neither ambiguous nor
against public policy.

The decision marks the highest federal court ruling to date on the
regulatory exclusion. Earlier, the Maryland Court of Appeals, that
state’s highest court, also upheld the exclusion (BI, Aug. 26).

“The trend of the recent cases has gone in favor of insurers,” said
attorney David Gische of Ross, Dixon & Masback in Washington, D.C.

Mr. Gische represented American Casualty Co. of Reading, Pa, a
unit of CNA Financial Corp., in the case before the 8th Circuit.

From 1981 to 1985, American Casualty wrote primary D&:O coverage
with annual limits of $1 million for Farmers National Bank of Aurelia,
Iowa, which was closed by the Federal Deposit Insurance Corp. in 1984,
The 8th Circuit’s ruling bars nine of the bank’s directors and officers
from tapping the policies for costs associated with an FDIC lawsuit
alleging that they negligently managed bank loans.

AIG reduces work force

NEW YORK—American International Group Inc. is planning to
reduce its workforce due to reduced personal lines and workers com-
pensation business and the soft insurance market, AIG says.

“As this business has run off, we have adjusted staffing levels
accordingly,” said Chairman Maurice Greenberg, who would not dis-
close the exact number of people being laid off or their locations
within the company. “The selective staff reductions we are making
are designed to maintain and strengthen AIG's competitive position,”
Mr. Greenberg said in a written statement last week.

A spokesman for New York-based AIG would not confirm or deny
reports that the layoffs will number 1,000 across all business units.

Mr. Greenberg “runs a tight ship,” said analyst Myron Picoult of
Oppenheimer & Co. Inc. of New York. Mr. Picoult predicts more
insurer staff cuts in the coming months and more mergers in the
industry. Other insurers already have made significant staff cuts (BI,
April 8; Nov. 5, 1990).

The staff cuts at AIG reflect “the soft market conditions and the
regulatory and legislative problems that have gotten in the way of
personal lines and workers compensation,” said analyst David Seifer
of Donaldson, Lufkin & Jenrette in New York.

Emotional stress claim allowed

SAN DIEGO—A mother whose child was injured at birth can claim
damages for emotional stress even though the mother was not injured
and became aware of the cause of the harm done to the child years
after the delivery.

California law has prohibited emotional distress damages in such
cases.

The state appeals court’s 2-1 decision, which overturns a lower court
ruling, allows Michele Anisodon to seek damages for emotional stress
related to her daughter’s birth in 1986. The child, delivered by Cae-
sarean section at Mercy Hospital & Medical Center in San Diego, was
born a spastic quadriplegic.

The child's injuries were diagnosed in 1988, when magnetic resonance
imaging, a new technology at the time, indicated that a cervical spinal
cord injury sustained during the child’s birth caused her condition.

Ms. Anisodon then filed suit demanding damages for emotional dis-
tress as a result of the hospital's alleged negligence in the delivery.

Continued on page 54

orruption crackdown

Bill to oust dishonest execs wins support

By JOANNE WOJCIK
and MICHAEL BRADFORD

SACRAMENTO, Calif.—An
amended bill that would allow
California’s insurance commis-
sioner to crack down on corrupt in-
surance executives that endanger
the solvency of their companies is
drawing enthusiastic support from
the insurance industry.

S.B. 389, sponsored by Sen. Pa-
trick Johnston, D-Stockton, would
allow the insurance commissioner
tc remove or suspend indefinitely
from the insurance business dis-
honest individuals who jeopardize
the financial solvency of insurers.
Those individuals could include
employees, agents and brokers,
managing general agents and other

individuals involved with manage-
ment or eontrol of the company.

Although it regarded earlier ver-
sions of the measure as ‘‘overly
broad,’" the insurance industry
generally supports the bill as
amended and approved by the Leg-
islature Sept. 13. The bill now spe-
cifies the procedures and bases for
ousting dishonest executives.

“We believe this bill, if signed
into law, will not only increase
consumer protection but will also
enhance public confidence in our
insurance system,” said Thomas F.
Conneely, president of the Sacra-
mento-based Assn. of California
Insurance Companies, which rep-
resents most of the property/ca-
sualty insurers in California.

“The whole purpose of insurance

—protecting people from acciden-
tal losses—is defeated when un-
scrupulous executives jeopardize a
company’s ability to pay its cus-
tomers' claims,” he said.

“No insurer likes to see another
company go bankrupt, especially
when it is intentional or caused by
dishonest executives. That is why
we support Sen. Johnston's ef-
forts,” said Mr. Conneely.

The American Insurance Assn.
also supports the bill, said Wayne
Wilson, vp for AIA's western re-
gion in Sacramento.

“It allows the commissioner to
remove someone who is damaging
the solvency of a company,"” he
said,

Fireman's Fund Insurance Co.

Continued on page 4

S&P continues to lower
life companies’ ratings

By MICHAEL SCHACHNER

NEW YORK—Citing increasing
risk to asset quality, Standard &
Poor’s Insurance Rating Services
last week lowered the claims-pay-
ing ability ratings of four more life
insurance companies.

As many as six more life insurers
may be downgraded over the next
few weeks, the rating agency says.

Although S&P stated that the
risks facing the four were ‘‘far
‘rom solvency-threatening,” the
downgrades were based on “vary-
ing vulnerability to losses on com-
mercial mortgages, real estate and
fixed-income losses over the next
two or three years.”

The four are: New England Mu-
tual Life Insurance Co., North-
western National Life Insurance
Co., Minnesota Mutual Life Insur-
ance Co. and Principal Mutual Life
Insurance Co.

While some of the insurers took
issue with the downgrades, oihers

chalked them up to the effects of '

the recession and noted that their
ratings are still well above aver-
age.

“Many life insurance companies,
to varying degrees, are facing the
strong possibility of asset losses,”
said Roy Taub, executive managing
director of S&P’s insurance rating
services division in New York.
“While vulnerability to losses

varies to some extent, depending
on the type of real estate an insurer
has invested in, there is a strong
likelihood that surplus will be
dampened in the near future be-
cause of sizable commercial real
estate holdings.”

All four downgraded companies
remain in S&P’s “‘secure’ category.
“We're not anticipating any liquid-
ity problems with these companies.
Basically, they're all still strong
companies,” said Mr. Taub. “Any
company facing severe liquidity
problems would not maintain a se-
cure rating.”

On Sept. 24, S&P lowered the
claims-paying ratings of Boston-

Continued on page 48

Government considers taxing health care benefits

By JERRY GEISEL

WASHINGTON—The Bush ad-
ministration is considering
whether to propose taxing employ-
ees on the cost of health insur-
ance supplied by employers.

Health and Human Services Sec-
retary Dr. Louis Sullivan said last
week that one of the “practical op-
tions” for reforming the health
care delivery system is “exploring
tax policies that would both in-
crease consumer awareness of the
true cost of health care and dis-
tribute current tax subsidies more
equitably.”

To benefit consultants, Dr. Sulli-
van's rather bureaucratic-sound-

Inside

ing statement sounds like a euphe-
mism for including employer-paid

_ health insurance as taxable income

to employees, an idea the HHS sec-
retary previously has supported.

Other options being considered
by the administration include:

® Working to reduce the admin-
istrative costs in the health care
delivery system.

To that end, Dr. Sullivan intends
in November to convene a “‘sum-
mit" of health insurance execu-
tives to find ways to reduce admin-
istrative expenditures and needless
paperwork.

® Making health insurance more
affordable for small employers.

Dr. Sullivan did not elaborate on

Medical reforms outlined

how to accomplish this.

e Expanding the use of managed
care in public programs like Medi-
care and Medicaid.

® Encouraging the use of more
cost-effective health care through
research on which treatments have
been most successful.

Dr. Sullivan emphasized that the
administration is adamantly op-
posed to reform proposals em-
braced by some Democrats in Con-
gress. These plans would require
employers, under a ‘‘play-or-pay”
approach, to offer a health plan
meeting certain federal standards
or pay new payroll taxes.

The administration also opposes

Continued on page 53

week's editorial asks. PAGE 8

» How many more mismanaged or fraudulent MEWAs
have_to collapse Ltefore Congress takes action, this

Classifieds

Benefit beat .........

Datebook

Info ..

»* Most home-based rehab providers do not econo-
mize by limiting services or quality personnel, says Alex-
andra Vickers of Crossroads Rehabilitation Systems Inc.
in Perspectives. PAGE 31

» |f space insurance is to progress, greater cooperation
between insurers and the space industry is needed, says
the chairman of Assicurazioni Generali S.p.A. at a confer-
ence on space risks sponsored by the insurer. PAGE 37

»* Clarifying provisions in final Internal Revenue Service
pension rules will make non-discrimination testing easier
for special pension plans created to encourage workers
to retire early. PAGE 49

Departments

Advertiser index 46
Ask a casualty actuary..... 32

Insider trading.. -
Insurance services guide
International
Lefters.........
London...
Opinions .
Perspectives.......uun

Portions of the editorial content of this issue are available for reprint aor
reproduction in other media. For information and rates to reproduce in gen-
eral circulation media, contact: ART MERTZ, The Crain Syndicate, 740 Rush
St., Chicago, lil. 62611-2590, 312-649-5303. For reprints or reprint permis-
sion contact: Reprint Department, Business insurance, 220 E, 42nd St., New
York, N.Y. 10017-5806, 212-210-0229, Fax 212/210-0704.

Vol.25, No.39—Business Insurance (ISSN 0007-6864) is published weekly
by Crain Commurications Inc., 740 N. Rush St., Chicago, lll. 60611-2530.
Second-class postage is paid al Chicago, Ill., and at additional mailing of-
fices. Postmaster: Send address changes to Business Insurance, Circulation
Department, 965 E. Jefferson Ave., Detroil, Mich. 48207-3185; 800-678-
9595 or 313-446-1611. Copyright 1991 by Crain Communications Inc.




ZUtiness nsurance, September 30,1991 /3

NAIC acts to boost trust in state regulation

By MEG FLETCHER

PITTSBURGH—Insurance com-
missioners are taking several steps
to bolster consumer confidence in
state regulation.

“In this calendar year to date, we
have made more progress in the
solvency process and the accredi-
tation process than any of us
dreamed that we could do in this
short (period) of time,” said James
Long, president of the National
Assn. of Insurance Commissioners

at the group’s quarterly meeting
here Sept. 15-17.

Solvency-related legislation, for
instance, has been considered in 26
states this year, he said.

And seven more states have re-
quested accreditation inspections
this year, according to Mr. Long,
who is the North Carolina insur-
ance commissioner.

Accreditation of an insurance
department means that the state
has enacted 16 model rules and
regulations the NAIC deems neces-

sary to guarantee a minimum stan-
dard of financial regulation.

NAIC inspectors also must ap-
prove the department's operations
following a visit to the state.

And, the NAIC is moving toward
proposals that insurers domiciled
in states without accredited de-
partments would be subject to
greater scrutiny by other states in
the future. Thus far, the depart-
ments in New York, Florida, Illi-
nois and South Carolina have been
accredited.

Also, inspections are complete in
Iowa and Wisconsin and scheduled
in North Carolina and Kansas, ac-
cording to Earl Pomeroy, the North
Dakota commissioner who chairs
the NAIC Committee on Financial
Regulation Standards and Accred-
itation.

“There is a character in the Chi-
nese language that can be used for
both crisis and opportunity,” Mr.
Long said during the NAIC’s open-
ing session. “Lord knows there
have been more ‘opportunities’ this

Marine rates rise up to 30%

Underwriters restrict coverage terms

By STACY SHAPIRO

BOSTON—Rates are going up and new con-
ditions for many
types of marine risks
are being considered
as marine un-
derwriters return to
‘““basics’ in an at-
tempt to achieve
profitability.

Already, rates are
rising up to 30% over last year for energy-re-
lated and marine hull risks, underwriters said
at the International Union of Marine Insur-
ance conference held here Sept. 16-19.

TUMI delegates also are considering restric-
tions in policy wordings to tighten the cover-
age they provide against paying for losses
from incompetent crew or older, worn-out
vessels.

Even in cargo insurance, where rating is
still competitive, rates are starting to bottom
out, underwriters say. London cargo un-
derwriters also are considering charging addi-
tional premiums for cargo on vessels more
than 10 years old, rather than the current 15-
year benchmark.

But all marine underwriters agree that the
worst is still to come for owners of ships,
cargo and energy-related operations after ma-
rine underwriters renew their reinsurance
programs Jan. 1.

The underwriters predict that year-end re-
newals will be “bloody,” with capacity vir-
tually disappearing in the excess-of-loss rein-
surance market, particularly in London. This
contraction in reinsurance will mean bigger
retentions for ceding companies, a move to
proportional reinsurance and probably a
further round of rate increases for marine-

Boston Fall 1991

related risks.

The hardening of the marine insur-
ance market—including coverage for
property catastrophes—‘is on its
way,"” said Thomas J. Prendergast,
president of the Marine Office of
America Corp., a Continental Corp.
unit in Cranbury, N.J.

Last year, it was a “‘struggle” to
place coverages, at mid-year it was
“difficult” and at year-end renewals
it will be “tough,” he said. “Every-
body’s anticipating a hard market,
but no one’s adjusting their rates yet
accordingly.”

Mr. Prendergast warned, however,
that if the market contracts too much
and too fast, policyholders will find
alternative markets “‘and we won't get
them back.”

Come year-end, “we're going to see
market reduction everywhere” in the
marine insurance industry, added
Harry Keefe, vp of GRE Insurance
Group in New York, a unit of UK.
insurer Guardian Royal Exchange
PL.C.

Already, with the loss of ‘some
Lloyd’s of London syndicates and
companies in the London market,
“‘we're seeing a contraction in the
market in the marine business,” he
said.

“With what’s happening in London,
where a great part of (marine) re-
insurance goes, at year-end we will see a sharp
reduction in capacity,” he added.

“I have a feeling of optimism and there is
light at the end of the tunnel as long as it does
not turn out to be an oncoming locomotive,”
Maurice Jaques, president of TUMI told dele-
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Also in Boston during the annual IUMI conference
was Gaia, the flagship of an environmental project.

gates at the opening of the conference.
“Finally, there are indications that un-
derwriters are returning to basics, performing
the tasks of proper risk assessment,” he said.
“But I am afraid that this re-education is a
Continued on page 14

Task force investigation

Targets are Lloyd’s capital base, administration, commissions

By MICHAEL BRADFORD

HOUSTON—Lloyd’s of London is looking
for ways to shore up
the financially bat-
tered marketplace,
and a special task
force is turning its at-
tention to the mar-
ket’s capital base, ad-
ministrative system
and business acquisi-
tion costs.

Those areas are tar-
gets of the 14-person
task force formed late last year to study the
framework under which Lloyd’s operates. The
group, headed by David Rowland, chairman of
Sedgwick Group P.L.C, is expected to pro-
duce a report by year-end that will include
recommendations for changes in the opera-
tions at Lloyd'’s. '

The task force's work was spurred by the
market’s 509.7 million pound ($983.7 million)
deficit reported for the 1988 underwriting
year, which closed at the end of 1990 (BI,
Sept. 2, July 1).

Underwriters’ business acquisition costs,
particularly broker commissions, are getting a
hard look from the task force, said Stephen

Merrett, chairman of underwriting agency
group Merrett Holdings P.L.C. and a member
of the task force.

“We have no doubt at all that we cannot
sustain a burden to our customers,” said Mr.
Merrett, referring to broker commissions of up
to 25%.

“There's no way that our customers, in gen-
eral, are prepared to see that sort of margin on
top of the profit margins to which they believe
we are entitled,” he said in a speech at the
Houston Marine Insurance Seminar held Sept.
15-17.

In response to an audience question, Mr:
Merrett said he believes “‘a reasonable cost of
business acquisition has a great deal to do
with value added by the broker. So I guess in
some cases we should deal with negative busi-
ness acquisition costs.”

After the audience’s laughter had died
down, Mr. Merrett acknowledged that many
brokers are experiencing financial difficulties,
‘“even with the proportion of the premiums
they take and those premiums being substan-
tially large.”

Still, he repeated, “our customers simply
will not be prepared over time to pay away the
amount they have been paying away unless
the burden to them is eased by the pricing of
the insurance product,” which underwriters

cannot afford to cut.

Continued high commission costs that ulti-
mately are borne by policyholders will cause
them to retain more risks and will stimulate
the use of captives, Mr. Merrett predicted.
“And, we can't tolerate that. It just makes no
sense at all for the members of Lloyd’s who
have this unlimited liability that we all keep
worrying about.”

Mr. Merrett emphasized that he does-not
want to destroy the arrangement of Lloyd’s
brokers bringing business to the market.
“What we do have to do is shorten the chain
and reduce the cost of the intermediary to in-
crease the value added.”

In addition, according to Mr. Merrett,
Lloyd’s must find a way to “‘strengthen the
relationship between the underwriter and the
ultimate customer, working—I hope—with the
intermediaries.”

Mr. Merrett said he believes that “‘so far as
the main lines of business are concerned, we
will continue to deal through the Lloyd’s bro-
ker to enable the customer and ourselves to
benefit from the substantial added value that
there ought to be through that relationship.”

But, Lloyd's underwriters must bear some of
the responsibility for lowering the costs of ac-
quiring business, Mr. Merrett said.

Continued on page 23

year than I ever thought possible,”
Mr. Long quipped, referring to
proposals for federal insurance
oversight.

Other NAIC efforts include two
proposals by its Guaranty Fund
Task Force to improve guaranty
funds by:

® Establishing a formal mecha-
nism within the task force to co-
ordinate how state regulators trig-
ger guaranty fund payments.

That will help assure that they

Continued on page 50

PBGC may
double its
rates if
LTV ruling
is upheld

By JERRY GEISEL

WASHINGTON—Pension insur-
ance premiums could eventually
more than double if a recent fed-
eral court ruling over LTV Corp.'s
three hugely underfunded pension
plans is allowed to stand, says the
Pension Benefit Guaranty Corp.’s
executive director.

A U.S. District Court in New
York earlier this month allowed
Dallas-based LTV, which is seek-
ing reorganization under Chapter
11 of the Federal Bankruptcy Act,
to stop making regular contribu-
tions to its pension plans.

Also under the U.S. District
Court decision, the PBGC is not
given preferential treatment over
LTV’s other unsecured creditors
(BI, Sept. 23).

If the ruling is not overturned, it
will encourage other companies in
bankruptcy to stop contributing to
their pension plans and ultimately
to dump their pension plans onto
the agency, contends PBGC Execu-
tive Director James B. Lockhart
IIL

The PBGC then would have to
stand in line with other unsecured
creditors, and the agency’s chances
of obtaining a significant recovery
from the employer would be mini-
mal.

If that scenario is allowed to de-
velop, the PBGC's deficit, now at
about $2 billion, could reach $16
billion by the end of the decade,
leading to another round of pen-
sion insurance premium hikes, Mr.
Lockhart said.

Premiums, paid by employers
with defined benefit plans, would
easily double, and “in fact, it could
be much more than that,” Mr.
Lockhart warned. 2

PBGC premiums have spiraled
since 1974, when the agency was
created to guarantee workers' and
retirees’ basic pension benefits
when underfunded plans collapse
and companies have not made suf-
ficient contributions to fund pro-
mised benefits.

The annual PBGC premium, ini-
tially set by Congress in 1974 at $1
per participant, has been raised
several times by Congress after
claims from terminated plans ex-
ceeded projections. The current
premium ranges from $19 to $72
per plan participant, with the pre-
mium pegged to a plan’s financial
condition,

Speaking last week before the
annual Washington legislative con-
ference of the National Employee
Benefits Institute, Mr. Lockhart
said the PBGC is pursuing a multi-
track strategy to reverse the LTV

Continued on page 52
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Misconduct bill

Continued from page 2

hasn't taken a posizion “as an indi-
vidual company’’ regardinz the
bill’s passage, but as a member of
the AIA the insurer supports that
organization's eiforts and stance
on the legislatior, a spokesman for
the Novato, Calif.-based insursr
said,

A spokesman for the Indepen-
dent Insurance Agents & B-okers
of California in Szn Francisco said
the trade group supports the bill
now that it has been amended.

California Insirance Commis-
sioner John Garamendi has written
a letter to California Gov. Pete
Wilson urging him to sign S.B. 389
because it would zive the coammis-
sioner authority o “prohibit cer-
tain ‘bad actors’ from continued
participation in the insurance :n-
dustry.”

“With the due process protec-
tions contained in the bill and he
requirements thaf ‘subject parsons’

be proven to have engaged in re-
peated acts of misconduct invo.v-
ing fraud or personal dishonesty it
simply cannot be argued that tne
bill is overreaching.,” Mr. Ga-a-
mendi wrote.

“Any person who finds kim or
herself removed from the industry
as a result of the misconduct made
actionable by S.B. 389 amply <e-
serves the sanction,” he added.

The remova. of such individuals
could be conducted under two sats
of circumstances, accord:ng to
Ross Sargeant, chief of staff in
Sen. Johnston's Sacramento office.

For example, removal co.ld
occur after notice is given ani a
hearing conducted by the commis-
sioner determines that:

® The suspacted individual has
engaged in repeated acts of mis-
conduct with respect to the opera-
tions of an :nsurer resulting in
substantial financial loss.

® An individual's misconduct
was fraudulent or consistec of
willful acts or omissioas involving

personal dishonesty in the accep-
tance, custody or payment of
money or property that has endan-
gered or is likely to endanger the
insurer’s solvency.

® The individual's pattern of
misconduct demonstrates unfitness
to continue as an employee or
agent of the insurer.

Removal also could oecur imme-
diately if the suspect individual is
charged in an indictment issued by
a grand jury, or in an information,
complaint or similar pleading is-
sued by a U.S. attorney, district
attorney or other criminal justice
official for a crime that involves a
fraudulent act or an act of dishon-
esty in the handling of money.

In both cases, the individual
would have the right to appeal the
commissioner’s order to the state
Superior Court, rather than filing a
petition with the Administrative
Law Office, which usually handles
administrative complaints, accord-
ing to Mr. Sargeant.

Significant amendments to the

original bill were necessary to gein
the insurance industry’s support.

‘““The bill was absolutely
ghastly,” in its original form,
which appeared to be a ‘‘mish-
mash” of statutes that would nor-
mally apply to savings and loans,
banks and the Federal Reserve, -e-
marked the AIA’s Mr. Wilson.

Indeed, the legislation mirrors
that of a similar statute already on
the books in California that gives
the commissioner of banking simi-
lar authority.

Mr. Wilson also said the original
version of S.B. 389 was ove:ly
broad. In its original form, the bill
would have given the commis-
sioner the authority to remave
‘““ ‘any officer or employee wha
causes any damage to the pub-
lie’. . .If that's not overly broad, I
don’t know what is,” he said.

However, subsequent narrowing
of the bill’s language limited the
field of those who could be re-
moved from a company and de-
fined the type of behavior that
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could lead to a removal.

For example, the insurance com-
missioner can only remove or sus-
pend an individual suspected of
‘“personal dishonesty,” not for sim-
ply making honest mistakes due tq
poor judgment, said Jeff Fuller, a
lobbyist for the ACIC.

In addition, the legislation now
provides for ‘“substantial due pro-
cess procedures’ to prevent the
commissioner from simply remov-
ing someone on a whim, added Mr.
Wilson of the AIA.

Gov. Wilson has not indicated
whether he will sign the bill. If he
does not act on the measure, it will
automatically become effective on
Qect: 15.

California will not be the first
state with such a statute.

New York insurance law in-
cludes a provision that allows the
insurance superintendent to re-
move an officer or director if after
a hearing it is determined that the
person is involved in.*‘dishonest or
untrustworthy activities,” accord-
ing to a spokesman for the New
York Insurance Department.

Individuals can appeal the de-
partment’'s decisions through the
court system.

If after an administrative hear-
ing, a company officer or director
refuses a department order to step
down, the superintendent has the
authority to liquidate the firm.

Jim Schacht, chief deputy direc-
tor at the Illinois Department of
Insurance, said that Illinois law
also sets out a process for the re-
moval of directors or officers if
they violate certain standards of
integrity.

However, the Illinois law hasn’t
been invoked, he added. "‘If we
thought there was an officer doing
inappropriate things, we have sug-
gested that the person be replaced.
That has worked. We've never tried
to utilize the statute.”

The National Assn. of Insurance
Commissioners also has developed
model legislation that would allow
officers of insurers in rehabilita-
tion to be fined or imprisoned for
disregarding orders by a state’s
liquidation officer.

North Dakota Insurance Com-
missioner Earl R. Pomeroy, who
also is vice chairman of the NAIC's
executive committee, said that
while he hasn't reviewed the Cali-
fornia legislation, he favors early
intervention as a way to ensure the
success of rehabilitation efforts,
‘“particularly when the manage-
ment of a company” is responsible
for problems. “I think that studies
of financial insolvencies in all fi-
nancial services areas prove the
point that earlier regulatory inter-
vention is more effective,” he said.

California's S.B. 389 was preci-
pitated by the collapse of Coastal
Insurance Co., a defunct personal
lines automobile liability insurer
based in Van Nuys, said Mr. Sar-
geant of Sen. Johnston's office.

Coastal sold auto policies that
were marketed to the public via
television ads featuring profes-
sional athletes who claimed: “If
you have insurance problems, it's
no problem at Coastal.”

Because of commission incen-
tives for employees accepting ap-
plications by phone, “no proper
underwriting techniques were
used,” Mr. Sargeant said.

For example, when an individual
filing an application admitted to
having three convictions for driv-
ing while under the influence of an
intoxicant, “the order taker would
usually write down one,” he said.

Likewise, employees would mis-
state the risk being insured, often
translating Corvettes into Che-
vettes and listing 18-year-old ap-
plicants as being over age 25, ac-
cording to Mr. Sargeant.

Eventually Coastal became in-
solvent and was seized by regula-
tors in February 1989.

" Now insurers are being forced to
pick up the company's $40 million
shortfall through guaranty fund
assessments, Mr. Sargeant said. =
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Health care a major issue in strikes: Study

Health care was a m3jor issue
in most labor strikes in 1390, ac-
cording to a new survey.

The survey, conducted by the
Washington, D.C.-based AFL-CIO,
found that health care was a major
issue in 27 out of 48 studied strikes
in 1990. And, 55% of 243,300 work-
ers who were on strike in 1990
struck over a health care issue.

Using Bureau of Labor Statistics
survey data on work stcppages in
1990, the AFL-CIO contzcted local
unions at 51 strike locations ac-
ross the country. Forty-eight of the
51 locals responded.

The survey found thst in all the
strikes involving healtk care, em-
ployers were attempting to shift
costs to workers.

Increasing employees’ out-of-
pocket costs within an existing
benefit plan was the rzason cited
for 90% of the health-care related

' Benefit beal |

strikes, according to the AFL-CID
survey.

Approximately 5% involied em-
ployer attempts to cut ben=fits by
changing to a different type of
benefit plan.

And, another 5% of the strikss
were prompted by employzars try-
ing to shift the total ccst o? keal:h
care to employees.

The AFL-CIO study also found
that at large companies, those with
3,000 or more workers, 5£% of
strikes were related to hea'th care,
the survey found. Sever perc=nt of
these labor strikes involved 45% of
all striking workers.

“We were surprised’” witk -hat
finding, said Mereditl. Miller, zs-
sistant director in the AFL-CIO’s

employe= benefits department.

“One inpression is. that large
employe=s have the monev and the
resources to come up with solu-
tions tha: would avoid” strikes
over health care, explained Ms.
Miller,

The sudy also found that em-
ployers permanently replaced 11%
of the 243,300 workers who went
on strike in 1990.

Free copies of the survey, “The
Permanzrt Replacement of Work-
ers Striking Over Health Care Ben-
efits in 1390," are available from
the AF.-CIO Employee Benefits
Departmzant, 815 16th St. NNW,,
Washinzaton, D.C. 20006; 202-637-
5202.

—By Christine Woolsey

New flex benefits

More employers are beginning to

offer non-traditional benefits in
flexible benefit plans, according to
a recent survey.

For instance, employees at some
companies now can buy group atto
and homeowners insurance
through their companies’ flexible
benefit plans, says the survey by
TPF&C, the benefits consulting di-
vision of New York-based Towers,
Perrin, Forster & Crosby Inc.

“The results of our survey indi-
cate that employers are slowly
moving beyond established flexisle
benefits norms, expanding their
plans to include new options,” :he
survey authors said.

TPF&C surveyed 329 employers.
Of those, 214 offer full flex pro-
grams with spending accounts; 00
offer only spending accounts; and
15 offer full flex programs without
spending accounts.

Under flex plans, employees re-
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ceive a number of annual flex ben-
efit credits, which usually is based
on their salary. These credits then
can be used to purchase various
benefits.

The survey found that 70%—or
229—of the survey respondents of-
fer at least some non-traditional
benefits.

For example, according to the
survey, flex credits can be used
to pay for:

® Parking privileges, 26 employ-
ers reported, with 24 offering the
credits on an aftertax basis.

® Annual physicals, 25 employ-
ers reported, with 12 offering the
credits on an aftertax basis.

® On-site day care, 15 employ-
ers reported, with five offering the
credits on an aftertax basis.

® Group homeowners insurance,
eight employers reported, with all
offering the credits on an aftertax
basis.

® Group auto insurance, eight
employers reported, with all offer-
ing the credits on an aftertax
basis.

® Financial planning services,
five employers reported, with four
offering the credits on an aftertax
basis,

Employers also are beginning to
institute some non-traditional fac-
tors into the plan credit formula,
the survey found. For example:

® Thirty-five employers have
begun figuring into the flex credit
formula the number of years an
employee had worked at the com-
pany.

® Seventeen have begun factor-
ing in the company’s financial per-
formance.

® Ten have begun figuring in an
employee's geographic location at
the company.

@ Seven have begun figuring in
wellness initiatives made by em-
ployees.

® Two have begun figuring in in-
dividual attendance records and
business unit performance.

None of the respondents figured
in individual performance.

Just over 95% of the survey re-
spondents reported offering flex
spending accounts.

Only eight of these 314 com-
panies make some sort of matching
contributions to the health care ac-
count, while three companies make
some sort of matching contribution
to the dependent care account, the
survey found.

Matching contributions at these
companies are capped at between
$25 and $100 annually.

The survey also looked at enroll-
ment and communication tools
used by employers.

Although most employers still
use manual data entry to record
employee annual benefit elections,
“a significant minority has taken
advantage of new technologies to
make enrollment faster and more
accurate,’” the study’s authors
note.

For instance, nearly one-fifth of
the respondents use desktop com-
puters to keep up with employee
enrollment.

Almost 4% of respondents use
touchtone telephone technology to
enroll employees.

Less than 3% of the respondents
use optical scanning and less than
1% wuse touch-screen computers,
the survey found.

Likewise, electronic mail and
personal computer software were
used by nearly 6% of respondents
to communicate flexible benefit
options to employees.

Cable TV and computer kiosks
were utilized less often, although
the fact that anyone at all is using
this technology was considered
significant by the study authors.

Copies of the study are available
from Robert J. McKee, TPF&C, 245
Park Ave., New York, N.Y. 10167~
0128; 914-745-4175.

—By Sara J. Harty
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Opinions

MEWA certlflcatlon a must

OW MANY MORE mismanaged or fraudulent

multiple employer welfare arrangements have to
collapse before Congress takes action and puts an end
to what is a national scandal?

A new General Accounting Office survey reveals
just how much damage collapsing MEWAs are leaving
in their wake. Since 1988, nearly 200 MEWAs have left
more than 400,000 workers and dependents stuck with
more than $132 million in unpaid medical claims (BI,
Sept. 23).

While the GAO statisties illustrate the magnitude of
the MEWA problem, they are hardly surprising.

Indeed, for nearly 15 years, Business Insurance has
regularly reported on the collapse of mismanaged and

- fraudulent MEWAs and the enormous personal trage-
dies those collapses caused when workers discovered
they had no coverage for their health care claims.

While the MEWA statistics are new, the causes—
loopholes in federal law and inadequate regulation that
fast-buck operators can exploit—are not.

As was the case in the late 1970s, the most trouble-
some MEWAs often are organized by third-party
claims administrators or those with insurance sales
backgrounds.

Fraudulent MEWAs, marketed principally to small
employers, commonly promise substantially lower pre-
miums than those charged by commercial insurers. It is
a sales pitch that small employers, which often are
unsophisticated insurance buyers, find hard to resist.

Instead of using the premiums paid by employers to
purchase adequate stop-loss insurance, the organizers
of these MEWAs pay themselves high administrative
fees and big commissions to agents. Eventually, the
MEWA is overwhelmed by claims and collapses. Mean-
while, the organizers, fattened by those hefty adminis-
trative fees, have disappeared.

Congress’ first legislative attempt to deal with self-
funded MEWA problems, judging by the GAO statis-
tics, is an obvious failure.

Responding to the pleas of state regulators, Con-
gress in late 1982 passed legislation that gave state
insurance officials authority to regulate most self-
funded MEWAs. MEWA operators had evaded state
regulation by contending that MEWAs were employee
benefit plans and thus exempt from state authority
under pre-emption provisions of the Employee Retire-
ment Income Security Act.

But that legislative effort—while well-intended—is
fundamentally flawed. It sets no registration or certifi-
cation system, thereby allowing shady MEWA opera-
tors to establish a program and collect premiums be-
fore anyone knows about it.

The legislation also left intact ERISA pre-emption
for single-employer plans as well as plans covering dif-
ferent employers that were established as part of col-
lective bargaining agreements, exceptions that fraudu-
lent MEWA organizers have exploited.

Fortunately, the solution to MEWA fraud and abuse
is not difficult. Congress should set uniform federal
standards, enforced by the Labor Department, for self-
funded MEWAs, including standards for stop-loss in-
surance and reserve levels.

A self-funded MEWA would have to meet these
standards and obtain certification from the Labor De-
partment before it could operate. Stiff penalties must
be imposed on those who operate a MEWA without
certification, and state and federal regulators would
have the authority to immediately shut down MEWAs
lacking federal certification.

Obviously, other safeguards may be necessary, but
certification—stopping the problem before it begins—is
essential to stop abuses.

Lettet oo
Foreign companies not under siege in Colombia

To the editor: I was dismayed and sad-
dened to read the Sept. 2 article on ter-
rorist insurance in Columbia, ‘“‘Coverage
Scarce in Terror-ridden Colombia,”
wherein comments attributed to me have
contributed to a very negative and mis-
leading impression of the real situation in
this country.

I wish to point out that that coverage,
including terrorist risks, is offered by
most local insurers (with reinsurance
placed in international markets when re-
quired) for both national and multina-
tional companies operating in Colombia.
Rates for the coverage vary, and deduct-
ibles, even for oil companies, begin as low
as $5,000 per occurrence.

The article suggests that foreign com-
panies and their employees are virtually

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

"under siege here and that is simply not

the case. Your correspondent fails to
mention that Colombia’s young presi-
dent, Cesar Gaviria, and his government
team are much admired for having suc-
cessfully eliminated narco-terrorism and
for their persistent efforts to reach a
peaceful solution to the guerrilla groups’
activities.

Nor is there any mention of the general
level of renewed optimism in the country

Insurers must

To the editor: I am writing concerning
the story in the Sept. 2 issue titled
“Health Insurers May Face Penalty for
Claims Errors,” which refers to bills in
Congress that would allow remedies for
policyholders who are victims of unfair
insurance claims practices within the
confines of an ERISA plan.

I would like to address two points. The
first point has to do with the comments
contained in the article by industry spo-
kesmen making the same old, tired asser-
tion that if insurers become legally ac-
countable for their misconduct, the cost
of insurance will rise for employers. Be-
sides being a ridiculous argument (this

following this year's introduction of a
new constitution coupled with wide-
reaching reform to the economic, politi-
cal and legal systems.

Thank you for allowing someone who
lives and works very happily in Colombia
to briefly describe the true picture.

Michael F. Crocker

Senior Partner

Centurion Asesores de Seguros Ltda.
Bogota, Colombia

pay for errors

would be the same thing as lawyers argu-
ing they should not be legally responsible
for malpractice because they would have
to increase their fees to their clients), it
simply is untrue.

ERISA was enacted in 1974. Between
1974 and 1987, when the Pilot Life deci-
sion came down, group health insurers
were legally responsible for their miscon-
duct by the application of state law. It
was not until 1987, with the Pilot Life
decision, that state law was pre-empted
in favor of ERISA, bringir.g about the net
effect that lawsuits could not be brought
under state law seeking general

Continued on page 12
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Because we want you to know us as well as you know Orenthal James Simpson.

‘ C HCM is better known for the quality of their service than the initials which identify them. So, from here on, they're
going by their full name, Meréz Claim Management.

Here is a third party administrator with superior computer technology, great talent in their personnel, and a team
approach that reflects 22 years of managing claims for The Hertz Corporation.

Today, Hertz Claim Management processes over $750 million a year in worker's compensation, liability and benefit
claims. Growing from 300 employees just three years ago, to over 1,300 today. Yet always maintaining a level of quality
that's rﬁade the name Hertz mean superior service throughout the world.

You're going to hear more from me about Hertz Claim Management. Or my name isn't Orenthal James Simpson. ) 7

45 S

For more information contact Robert Shomer, 225 Brae Boulevard, Park Ridge, NJ 07656-0713, (201) 307-2505

THC VY
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Letters,

Continued from page 8
and punitive damages.

Official Chamber of Commerce
statistics show that ERISA insur-
ance premiums have actually in-
creased 5.2% faster on average in
the years since the Pilot Life deci-
sion than in the 13 years before.
It is therefore obvious that costs
attributable to litigation under
ERISA plans are negligible and
that the primary cost factor for in-
creased premiums is inflation and
other factors.

The second point to be made is

that these bills favor state-by-state
insurance regulation rather than
setting up a federal bureaucracy
under ERISA for the regulation of
insurers dealing with ERISA plans.
It is ironic that the insurance in-
dustry, within the confines of this
small issue, argues against state-
by-state regulation. It is obvious
that the current set-up is inade-
quate. The Department of Labor,
which has jurisdiction over ERISA,
does not have the expertise or the
budget to deal with insurance
claims regulation. Accordingly, if
these bills do not pass, it is certain
that future legislation will man-
date more stringent federal reme-

dies. This would be the foot in the
door for additional federal regula-
tion of insurers.

Lastly, I would like to make the
point that punitive damages are
not a remedy under any state law
for claims ““mishandling.” It is only
those rare, egregious cases that
amount to fraud in which punitive
damages can be rendered, and then
the case is generally reviewed a
few times on appeal to make sure it
was justified.

Under our current system of law,
every citizen and corporation in
the United States is responsible for
damages upon a proven showing of
fraud—except for insurers under

ERISA plans. How can anybody

argue with a straight face that

such an immunity should be main-
tained?

William M. Shernoff

Shernoff, Bidart & Da-ras

Claremont, Caliz.

Early ‘heads up’
may help keep
health tab down

To the editor: Your readers
should thank you for an early
“heads up'' on legislation that

e know better.
What's important
to our brokers is our
responsiveness today, and
tomofrow’s opportunities.

We prefer to see the glass
as half full rather than half
empty. This optimism is
demonstrated daily by the
level of service we provide
to our brokers. Each day
presents new challenges.
We realize we can’t be all
things to everybody. But
we can and do offer a
listening, caring, intelligent
individual who is ready to
share with our brokers this
same optimism and service
day in and day out. Ron
Helveston of Cooney,
Rikard & Curtin, Inc.,
Birmingham, AL, says it
better than I can:

RLI

“The cynics would have

us believe that markets
are manipulated by

price alone.

€€ Service is the key; our
customers demand it. RLI
provides us with the level
of service we need to
compete in this ever-
changing marketplace.
Their experienced
underwriting staff is able
to respond quickly. They
understand the E& S
marketplace and have
tailored their products to
fit our needs. RLI will
continue to be a market
leader and we are proud to

be associated with thcm.) 4

Dave Driscoll
RLI Southeast Regional Office
Atlanta, GA

£}

We believe our staff is the
best and brightest in their
positions. This belief,
augmented by the
empowerment to make
decisions without unnecessary
referrals, allows us to
respond quickly and
confidently to any issue.

At RLI, we ignore the cynics.
Instead, we listen intently to
out customers.

Yesterday is a memoty;
tomorrow is a vision. We are
pledged to help fulfill that
vision with new and
innovative levels of customer
service — service that is on
time, on target and ongoing.

9025 N. Lindbergh Drive Peoria, IL 61615

800/445-5468

could result in higher employee
health benefit costs. Your Sept. 16
editorial, “Say No to a Bad Idea,"
about the efforts to open up health
benefit claims to punitive damage
awards was timely and right on
track.

Our health care system faces
some difficult challenges, and we
are working with the Congress and
the state governments to address
them.

We have to find ways to make
quality health care more accessible
and affordable for millions of
Americans who lack health insur-
ance or who work for firms that no
longer provide adequate coverage.

The underlying problem is the
cost of providing health benefits.
All of our energies and strategies
should be focused on the cost in-
creases that make health insurance
too expensive for many employers.
Moderating these increases will
improve access to health insur-
ance.

Putting in place incentives to
pursue multimillion-dollar suits
will only make the problem of un-
affordable coverage worse for
many employers. As your editorial
pointed out, the increased threat of
lawsuits will drive up litigation
costs, which ultimately must be re-
flected in increased premiums.
Furthermore, these new costs
would fall primarily on small em-
ployers because the legislation
being considered by Congress
would apply only to insured
groups. Smaller firms tend to in-
sure, rather than self-insure, their
health care benefits, so they are
more likely to be hurt by the legis-
lation.

The Employee Retirement In-
come Security Act already pro-
vides clearly defined procedures
for appealing decisions on health
benefit claims and for judicial re-
view when necessary. These proce-
dures were designed to resolve as
many cases as possible without
having to resort to prolonged and
costly litigation.

Punitive damage awards will
create more problems than they
solve. Rather than kindling the
costs of litigation, we need to make
the existing procedures work bet-
ter and find alternatives to our al-
ready-burdened court system for
resolving disputes.

Bernard R. Tresnowski

President/Chief Executive Officer

Blue Cross & Blue Shield Assn.
Chicago

COMMERCIAL
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Is there a risk so complex we can’t design
acoverageforit? Probably not.

In fact, we've been doing it for years. risks, for innovation in new products and a long-term commitment to
So when it comes to special and unusual  and for a willingness to write business specialty risks, where the relationship
risks, with their demanding underwriting  others shy away from. In short, we between you and your insurer is
requirements, the long-tail nature of their  have the experience, capacity, financial SO important.
exposures, and the absolute necessity for  strength and stability you need in For more information, ask your agent
an insurer with financial stability, there’s  today’s market. or broker to contact the AIG regional
just one place to look. You'll also discover at AIG a office nearest you. You'll find us ready to
The AIG member companies are thorough understanding of the U.S. handle your special risks with experience,
known for skill in underwriting special legal environment, a can-do attitude creativity and professionalism.

World leaders in insurance and financial services.

American Internatonal Group, Inc.,, Dept. A, 70 Pine Street, New York, N'Y 10270.



Marine rates

Continued from page 3

difficult and slow process. After
all, there are now underwrizers in
many of our markets who don’t
know anything other than the way
business has been conducted in 1e-
cent years.”

Mr. Jaques warned that brokers
who have a “mindset of never-end-
ing competition’ also will have to
return to the basics of “service, se-
curity and loyalty.”

‘*‘Marine underwriters are a
hardy bunch and they know wkhat
has to be done,” Mr. Jaques said.

Tony Nunn, chairman of IUMI's
ocean hull committee, told de.e-
gates that all the marine insurarce
markets that reported to him szid
they had suffered from “‘overcapa-
city" last year.

But now, some marine markets
were beginning to contract, he
said, namely those in the United
States, France, Norway, the Unifed
Kingdom, Canada and Germany.

The U.K. market, for example,
reported that “‘rate rises are being
charged on most renewals but rat-
ing levels are still woefully inade-
quate,” he said.

““We should turn reduced capac-
ity to our benefit,” Mr. Nunn told
delegates. “We're in a critical sizu-
ation. Let's look in the mirror
rather than out the win-
dow. . . .Are you satisfied with -he
current situation?”

Nearly 470 delegates and their
spouses from more than 40 coun-
tries gathered in Boston earlier
this month to attend the IUMI con-

and Toronto!

A General Electric

Philadelphia; san Francisco

ference,

During the three and a half days
of the meeting, delegates addressed
issues in the cargo, hull, energy
and marine liability sectors of the
insurance market. Guest speakers
were also invited from shipping,
salvage and maritime fraud busin-

-esses to give alternative perspec-

tives.

IUMI delegates avoided talking
about specific rate increases dur-
ing the meeting to avoid allega-
tions of antitrust violations (see
story, page 21).

But, while the delegates in the
main meeting area only discussed
the market in general terms, others
talked specifically about rates and
conditions in private conversations
scattered around the hotel where
the meeting was held.

Underwriters agreed that signs
of rate increases were evident in
just about all sectors of the marine
market except cargo, where rates
are bottoming.

However, they believe that fur-
ther rate hikes are needed to return
to profitability.

Ocean hull risks, for example,
are finally seeing rate increases of
15% to 20% from last year, Mr.
Prendergast told Business Insur-
ance. “But ocean hull is so under-

rated that we need more (rate in-,

creases) to get back to
profitability, say another 30%," he
said.

Underwriters also need to in-
crease deductibles for ocean hutl
risks, he said. Leaving deductibles
at their current ‘‘inadequate"”’
levels would erode the rate in-

Fricnciad Senvices Comgxiny

creases, he contended.

Mr. Prendergast sees ro sign of
rate increases, however, for inland
marine business in the United
States, despite the estimated $800
million loss from Hurricane Bob
(BI, Sept. 2).

With a reduction in capacity,
marine underwriters are now see-
ing “modest rate increases” for
hull risks, including as much as
30% for ocean-going vessels, added
Mr. Keefe of GRE Insurance
Group.

Hull rates are also increasing in
Germany, though the market is
small in this sector, said Gerhard
Luttmer, executive board member
of Gerling Konzern Allgemeine
Versicherungs A.G. in Cologne.

Meanwhile, cargo coverages are
still competitively priced, but
‘“‘rates are not going down,” said
Mr. Keefe, echoing other un-
derwriters’ views. Insurers are still
managing to make a profit in
cargo, so rates have yet to increase,
he said.

However, Leslie Maton, marine
underwriter for Andrew Weir In-
surance Co. Ltd. in London, told
TUMI delegates that there is a sub-
stantial decline in premium volume
and profitability in the cargo in-
surance sector. This is caused by
overcapacity, a high incidence of
catastrophe losses and increasing
fraud and related crimes.

But if reinsurance isn’t available
at year end, cargo underwriters
will be forced to increase reten-
tions and reduce capacity, said Mr.
Maton.

In London, the lack of reinsur-

ance capacity is already evident,
which could increase cargo insur-
ance rates next year, IUMI dele-
gates heard. If this is true, “‘it's
clear that action is required imme-
diately,” said Mr. Maton.

Meanwhile, hull and cargo un-
derwriters are considering changes
in terms and conditions to tighten
their coverage following reports
that many losses are caused by
crew incompetence and the age of
vessels (see story, page 15).

Crew negligence claims that are
insured today “far exceed the in-
tentions of the cover originally in-
tended by underwriters,” said Mi-
chael Ellis, general manager of The
Salvage Assn. in London. Often, he
said, surveyors find that a “whole
range of machinery damage” is
considered to be caused by crew
negligence when in fact it's due to
improper maintenance.

“Who is negligent, and are un-
derwriters liable when an owner—
quite aware that the main engine
cylinder liners are worn—tries to
squeeze in a further voyage and the
vessel breaks down?” Mr. Ellis
asked rhetorically.

Surveyors often find that dam-
age can be caused by the crew's
lack of familiarity and training on
the ship or their inability to com-
municate due to language barriers,
he said.

“I am confident that all our sur-
veyors take the view that the broad
insurance cover which under-
writers offer gives an unjustified
level of comfort to owners and
managers who ignore standards,”
said Mr. Ellis. “It is certainly not

for surveyors to suggest to un-
derwriters the terms on which they
should write their business. But
The Salvage Assn. could in most
instances draw the distinction be-
tween crew negligence and crew
failures directly brought about by
owners’ or managers' incompe-
tence or indifference.”

Mr. Ellis pointed out that engine
repair costs have approximately
tripled between 1976 and 1990,
and costs for spare parts have gone
up sixfold. “Underwriters will
know whether their premiums over
those periods have reflected rises
of that order. Similarly, have de-
ductibles moved in line? I doubt
that they have.”

If underwriters are offering this
kind of broad coverage for premi-
ums that are lower than inflated
repair costs, “that suggests to me
that the fortunes of some sections
of the shipping industry are being
achieved in part at underwriters'
expense."

Cargo underwriters in London,
meanwhile, are considering charg-
ing additional premiums for cargo
shipped in vessels more than 10
years old, said Mr. Maton. Such
charges now apply only to vessels
more than 15 years old.

The cargo underwriters—along
with hull underwriters who al-
ready charge additional premiums
—are concerned with the fre-
quency of losses to older ships,
IUMI delegates heard. Of the 39
bulk cargo vessels that were total
losses between January 1988 and
April 1991, 90% were more than 10

Continued on next page
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Continued from previous page

years old and 73% were more than
15 years old, said Michael Hill -of
the Insurance Council of Australia.

“Loss experience clearly demon-
strates an increased risk once bulk
carriers exceed 10 years of age, and
this should be reflected in rating,”
said Mr. Hill.

Meanwhile, the energy sector of
the marine insurance market is
being hit hardest by the dramatic
reduction in London’s excess-cf-
loss reinsurance market. Energy-
related insurance rates are now
15% to 20% higher than last year
for platforms and drilling rigs, said
Mr. Prendergast.

Much of this contraction is tied
to the dramatic LMX market con-
traction, according to Mr. Prender-
gast.

By year end, the LMX marksat
. will further contract and be more
expensive Mr. Prendergast pre-
dicted, with LMX underwriters al-
ready suggesting that there will be
one loss retention, in which the
ceding company will have to pay
for one loss before coverage is trig-
gered.

IUMI delegates also suggested
that LMX underwriters will insist
that aviation and marine risks be
written on separate reinsurance
contracts in order to charge the
ceding company more premium,
rather than on a single contract as
has been done in the past.

“We are facing a market situa-
tion which is extremely unstable
and unpredictable,” said Oddvar
Kvan, chief operating officer with
- Norwegian insurer UNI Store-

brand International A/S in Oslo.
*“We are unable to tell our clients
in the energy industry to what ex-
ient we can offer the requisite risk
carrying capacity in 1992.”

What underwriters do know.
though, is that to offer any capac-
ity, ‘“2nergy underwriters must
procuze a better return than we
have achieved in the past few
years,” said Mr. Kvan. “The price
of energy insurance has to go up!"”

Mar:ne and energy associations
have been saying that the market is
now hardening because of the slew
of losses between 1988 and 1990.
But “we all know :hat this is not
quite true,” said Mr. Kvan. “The
market was fully aware of the im-
pact of these losses already at the
end of 1989, but no corrective mea-
sures were taken at that time to in-
crease rates in the light of recent
loss axperience.”

The reason energy rates are
going up now is because of the re-
duction in the reinsurance market,
particularly the LMX market,
which has been hit by substantial
losses, said Mr. Kvan.

“It i3 only in 1991 that we have
seen prices starting to move up as
energy accounts come up for re-
newal," said Mr. Kvan.

“Nol because the loss situation
has aggravated further since 1989.
Not because we perceive the risks
to be greater than they were last
year. The simple answer is that the
availability—and consequently the
price—of reinsurance protection
decides the price that energy un-
derwriters charge for insuring an
oil company’s exposures.” |

‘Preventable’ hull losses examined

By STACY SHAPIRO

BOSTON—Hull underwriters
should re-exam-
ine the coverage
they provide so
that they are in-
suring only acci-
Boston Fall 1991 dental rzther

than preventatle
losses, delegates at the International
Union of Marine Insurers conference
suggest.

Hull insurance should not cover
losses caused by incompetent crews
and unsafe vessels that should not be
sailing, the IUMI members agre=.

And, as the age of the world’s eom-
mercial vessels increases, some merm-
bers question whether the cost of
coverage and deductibles should be
raised to cover those ships’ increased
risk.of losses from wear and tear.

“I suggest that the time has come
to stand back and remind ourselves
of the proper role of hull insurers,”
said M.J. U'Ren, director and group
marine manager of Sun Alliance &
London Insurance P.L.C. in London.

“We all know how difficult it is
in modern market conditions to: ob-
tain sufficient premium for the cover
we now provide, and I suggest that
we need to give consideration to
whether that cover is often too wide,”
Mr. U’Ren told TUMI delegates.

Toc often in recent years. un-
derwriters have found themselves
paying “very large sums” that really
should have been borne by the shi-

powners or others, according to Mr.
U’Ren. These include maintenance
costs, development costs of new
methods of design or construction:
loss or damage due to building or de-
sign defects; or loss or damage due to
inadequate investment by the ship
operators in maintenance, the hiring
of experienced crews and proper
fire-fighting equipment, he said.

“It seems to me that one should
ask whether hull underwriters zre
not, to an extent. subsidizing the bad
practices of some owners and picking
up costs which snhould rightly be met
by others as a result of their negli-
gence or wrongdoing,” Mr. U'Ren
said.

Underwriters should ask them-
selves whether merely increasing pre-
miums is sufficient to cover the ex-
pense of paying those claims, he sa:d.
If the answer is no, then they should
look closely at the coverage they
offer, said Mr. U’Ren.

In particular, hull underwriters
should consider the coverage they
provide under the “additional perils
clause,” which is part of the Institute
of London Underwriters’ Time
Clauses (Hull) published in 19€3.

The Institute Time Clauses are the
most common insurance conditions
used by hull underwriters in the
world, although there are other
wordings in countries like Norway
and the United States.

“It is perhaps not always realized
that this clause, which is often to be
found tucked away in a mass of

word-processed conditions, has the
effect of converting the imsurance
from a ‘named perils policy to an
all-risks policy with exclus:ons,” ac-
cording to Mr. U'Ren.

Any attempt to remove the addi-
tional perils clause would be met
with strong opposition from shi-
powners, he said. “But, we should
ask ourselves whether insurers
should continus to make so freely
available such wide conditions,
which not only cover ‘ary accident’
but also extend our liability for
claims resulting from defects in exis-
tence before the commencement of
the risk.”

The ILU’s additional pzrils clause
also covers loss due to negligence, in-
competence and error of judgment of
any person whatsoever, he said. In
this way, the onus of procf of who
caused the loss is transferred to the
underwriter, he said.

Nicolas Wilmot, legal ard claims
director for Vesta Insurance Co. of
Bergen, Norway, agreed that the
ILU’s additional perils clause turns
hull coverage into an all-risks policy.

For example, it allows shipowners
to be insured for damage to ma-
chinery, even though court decisions
have said that machinery is not a
peril of the sea, Mr. Wilmot pointed
out.

“For some strange reason, un-
derwriters are particularly anxious to
cover broken shafts and boilers,"”
which are included in the Institute

Continued on next page
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Help is on

The Kid Card is coming
to your desk soon. Watch for it. Use it.
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Wiley House.

The National Referral Network for Kids in Crisis.

dited by the Joint Ci i on A ditation of Health Organi Middie States lion of
Colleges and Schools and the American Association of Psychiatric Sarvices for Children

Hull losses

Continued from previous page
Time Clauses, he said.

The Institute Time Clauses also do
not exclude losses due to “wear and
tear or unseaworthiness’ said Mr.
Wilmot.

However, he added, these risks are
not covered according to precedent
set by the British Marine Insurance
Act of 1906, which says that “unless
the policy otherwise provides, the in-
surer is not liable for ordinary wear
and tear, ordinary leakage and brea-
kage, inherent vice or nature of the
subject matter insured.”

The additional perils clause defini-
tely covers crew negligence, said Mr.
Wilmot. “So whatever happens,
blame the crew” and the claim will
be paid, he said.

Norway’s hull clauses “‘are, of
course, better than the Institute Time
Clauses,” according to Mr. Wilmot.
For example, they have a specific ex-
clusion for losses due to lack of main-
tenance even when it is the fault of
the crew, he pointed out.

The American Institute of Marine
Underwriters’ hull clauses, however,
“are the worst of the lot,” according
to Mr. Wilmot. They contain no refer-
ence to any background law and
there is no marine insurance statute
in the United States like there is in
Britain, he contended. There is also
no specific exclusion for losses
caused by wear and tear, he said.

Underwriters might suggest that
the best way to tackle this problem
of overly broad coverage would be
to raise deductibles, particularly for
older vessels, but both speakers said
this was only a short-term solution.

“Tt is quite possible to draft a perils
clauses that regulates these matters
in a comprehensive and fair manner,”

management,

business opportunities.
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said Mr. Wilmo:. “Z: is irresponsible
of us to give blanket coverage of any

form of crew negligence, and we reed

an absolute exclusion for (losses)
caused by lack of maintenance. A
well-drafted perils c_ause will benefit
the cause of marit:me safety and the
gooc owner and it will leave us to
compete on a level 2nd well-prepared
playing field.”

“Whilst I do not advocate any con-
certed action, I dc suggest that der-
haps we should sach set in our m nds
our own individuzl guidelines 2m-
bracing minimum deductibles based
primarily on age, ionnage and -ype
and then adjusted for any other rele-
vant factor,” sa‘d Sun Alliance’s Mr.
U'Ren,

“A combination of the anticipated
higher insurance costs and uninsur-
able self-retentions assessed in this
way may go some way to encourage
ownesrs to replace their older tonnage
rather than to corzinue to operate
thern in the kncwledg= that un-
derwriters will pzv up when they
mee with a casualty,” he said.

“Clearly, our expzrience in recent
years makes it dlain that marine in-
surers cannot centizue to be the ‘fall
guys’ for the growing practice of shi-
powners, whether deliberate or
through economic mecessity, to oper-
ate older and older vessels, often cut-
ting corners on maintenance and
crewing at the same time,” he said.

For example, Mr. U’Ren noted that
morz than 60% of the tctal tonnage
lost in 1990 was bulk and comkina-
tion carriers. Of 19 such vessels lost,
as many as 17 were 15 vears old or
older, he said.

And, in the firs: six months of
this year, almost 74% of the world’s
ships were 10 years old or older, he
added.

Underwriters should canfine their
responsibilities to “covering the acci-
dental rather thar. the inevitable,”
Mr. U'Ren stressed.

The speeches by Messrs. U’Ren and

Wilmot, which came at the end of the
conference, gave rise to more conver-
sation among delezates than any
other IUMI session.

One underwriter from Germany,
for example, said tka: German hull
insurance clauses offer some of the
restrictions suggested by Mr. Wilmot.

“No” is the one werd missing from
underwriters’ vocabu.ary, a Danish
underwriter said.

Mr. U'Ren agreed. but added that
“brokers will get used to the word
‘no’ very shortly.”

Meanwhile, TUMI dzlegates critic-
ized the classification societies that
inspect vessels and rank their
seaworthiness.

Lloyd’s underwriter Peter
Cristmas, for examgle, said that the
standards of the societies are “not up
to what we require.”

A Norwegian delegate added, “we
must hurry up and improve our own
standards.”

Lloyd’s underwrit>r Stephen Mer-
rett pointed out that the speakers
were suggesting excluding a “signifi-
cant amount” of hull coverage and
urged that this not ke treated as a
general movement by underwriters. If
customers can afforc fo pay for what
underwriters offer, th=n they should
continue providing the cover, he said.

Mr. Wilmot added that “we should
not collectively try to boycott” shi-
powners. However, he said, un-
derwriters should consider what is an
accidental loss that should be co-
vered by insurance and what is not
an insurable loss. It would be “in the
interest of maritime safety” to con-
sider excluding some of these situa-
tions, he said.

Meanwhile, Institute of London
Underwriter delegzte John Parton
suggested that there was one human
factor that underwriters ‘had over-
looked, namely. “ourselves.”” The
problems underwriters have today
also are a result of their own inabili-
ties, he said. -
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Boom 41
“Yoo Hoo, Doctor Fieldstake! Are you opening up another can of worms today?”

Continental Excess & Select
A Different Breed of Underwriter

Our world is changing at an
increasingly rapid race. Changes in
science and advanced technologies
offer hopes for the future that are
bright and promising...but they also
entail the challenge of cthe unknown.
In particular, such advanced
technologies as pharmaceuticals,
healthcare products and
biotechnology present challenges to
risk management and insurance
unlike any faced before.

And few underwriters are truly
prepared to face that challenge. The
technical underwriting and claims
handling expertise required is
extraordinary. The ability to adapt

-in a world of constant change is a

rare talent indeed. And last, but far
from least, is the constitution and
will to constantly confront and deal
with the unknown.

The Advanced Technologies
Department of Continental Excess
& Select has che resources and
expertise, the flexibility and
creativity, and the determinacion
and will to meet that challenge. ,

Continental Excess & Select
180 Maiden Lane—9th Floor
New York, NY 10038
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MOAC chief denies rumors of troubles

By STACY SHAPIRO

BOSTON—One of the big topics
of conversation
at the Interna-
tional Union of
Marine Insur-
ance conference
earlier this
month was the
fate of America's largest marine
underwriter, the Marine Office of
America Corp.

Many delegates wondered
whether Cranbury, N.J.-based
MOAC was going under following
the departure of two presidents,
the shutdown of its London and
European operations, the pullout
from the American Hull Insurance
Syndicate and the announced sale
of its reinsurance operation.

Thomas J. Prendergast, the com-
pany president, sought to allay
those concerns. “MOAC's in ter-
rific shape,"” he said. *“We continue
to be the (marine) market leader in
the United States, in North
America. It's a very enviable posi-
tion."”

MOAC, which writes marine
business for parent company Con-
tinental Corp., has been under-
writing marine insurance ‘‘in one
way or another” since 1872, said
Mr. Prendergast. ‘“The climate
keeps changing (and) you have to
be proactive.”

Announcing those major pull-
backs and other changes over a
period of weeks, rather than all
at once, has been the company's
biggest mistake recently, he said.
Each announcement fueled still
more TUmors.

But each move, he insisted, also
brought the company closer to its
objective—to streamline down to
its core strength of North Ameri-
can marine insurance under-
writing.

Change probably started at
MOAC the day after the 1990 IUMI
conference in London when George
5. Zacharkow, then its president,
suffered congestive heart failure.

After a month in British hospi-
tals, Mr. Zacharkow returned to
the United States and decided to
retire early this year at age 64. A
key player in the American and in-
ternational markets over the years,
Mr. Zacharkow attended IUMI this
year as an independent consultant.

Samuel Byron, who took over as
president following Mr. Zachar-
kow's retirement, also retired ear-
lier this year. MOAC and Conti-
nental executives say Mr. Byron
retired for personal reasons.

Mr. Prendergast succeeded Mr.
Byron as president earlier this
year.

MOAC has been the main un-
derwriter for New York-based
Continental in marine business.
According to Continental’s 1990
results, the underwriting losses of
Continental’s ‘‘specialized com-
mercial’’ operations, including
MOAUC, increased almost 25% to
$96 million from $77 million in
1989.

In its annual report, Continen-
tal attributes that deterioration
“primarily’” to an addition of $33
million to reserves for losses from
the marine-related 1988 Piper
Alpha oil rig disaster.

Continental’s inland/ocean ma-
rine written premiums rose 7.1% to
$319.7 million in 1990. But its
combined ratio deteriorated to
115.7% from 106.2% a year earlier.

MOAC started announcing
changes in August when it and two
other insurers decided to pull out
of the American Hull Insurance
Syndicate (BI, Aug. 26).

MOAC helped found the syndi-
cate in 1920 to write American
merchant fleet business, said Mr.
Prendergast. Since then, however,
that fleet has shrunk from thou-
sands of vessels to 300, he said.

Boston Fall 1991

“After 71 years, things change.”

MOAC wil. continue, however, to
write American merchant fleet hull
insurance through tha All Ameri-
can Marine Slip, which is an affili-
ate of the American Hull Insurance
Syndicate, h= said.

At the beginning of September,
Contirental Corp. announced that
it was shuttirg down its member
companies in :he Institute of Lon-
don Underwriters, namely Lom-
bard Continartal Insurance P.L.C.
and Continenzal Insurance (U.K))
Ltd.

Although these companies were
managed this year by Continental
International, London market par-
ticipants considered them to be
MOAC ccmpanies because MOAC
had besn managing them up until
this year. Mr. Prendergest, in fact,
had once lived in London and
overseen -he European operations.

At the same time, Continental
International ceased underwr:ting
indigerous marine acccunts writ-
ten by managing agents in Austra-
lia, Belgium, Denmarx, France,
Hong Kong and the Netherlands.

Most of these managing agents
were considered to be MOAC orga-
nizations.

Continental International said
that the withdrawal from indige-
nous marine accounts in those
countries was pert of its restruc-
turing to focus on multinational
clients (BI, Sept. 9). But many
IUMI participants saw it as an ill-
timed retrenchment just when the
marine market :s hardening and
increased profits are foreseen.

Moving out of international ma-
rine insurance uncerwriting fol-

lowed the group’s six-month re-
view of its operations and its
decision to focus on its core opera-
tions, namely North American in-
surance, said Mr. Prendergast. By
doing so, the group will now focus
all of its capital on its core opera-
tions rather than split it with in-

ternational operations, he said.
“We have looked at ourselves
very hard over the last six months
in terms of what made us what we
are today, what made us a success.
The success was being very, very
Continued on next page

When you get this kind of
report card,it’s big news.

~
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Continued from previous page
good at our trade—which was
writing marine insurance in North
America,” said Mr. Prendergast.
““We all wring our hands about ex-
cess capacity, but nobody seems
prepared to step back from any
share they have anyplace. And we
kave decided it was an appropriate
time to put the words with the
music,

“We didn't see that we brought
anything unique to Europe that
wasn't there,” he added. “Our ca-
pacity didn't make the difference
in any market. But the utilization
of that capacity is very significant
here.”

Mr. Prendergast added that the
London market has been around

‘We didn’t see that
we brought anything
unique to Europe,’
says MOAC's
Mr. Prendergast.

for more than 300 years, while
MOAC was there for only 20 years.
“If we had never been there, they
wouldn’t have noticed we were
leaving,” Mr. Prendergast said.
“London won't stop because we’ve
withdrawn from the ILU. Our
commitment is here. Continental
wants to be the pre-eminent pro-

vider in specific markets. In North
America, MOAC is a pre-eminent
provider.”

That streamlining was brought a
step further during the week of
IUMI when the company an-
nounced that it is selling MOAC
Reinsurance Management Co. to
Underwriters Reinsurance Co. of
Woodland Hills, Calif. (BI, Sept.
23). Terms were not disclosed.

That sale also was prompted by
the review, said Mr. Prendergast.
MOAC Re “is good, it's solid, but if
we invest the time and resources to
manage it properly, then again it's
a drain on our core business,” he

said. “So it seems a lot better to me

to arrange a sale to someone that is
totally focused as a professional

reinsurer.”

MOAC Re accounted for about
10% of MOAC’s $450 million pre-
mium volume and only 20 employ-
ees out of its 600 total employees.
The unit admittedly had a 117%
combined ratio last year, but that
was in line with other U.S. insur-
ers, he contended.

MOAC believes that there
‘“‘clearly are opportunities” in ma-
rine reinsurance as the market
hardens, said Mr. Prendergast.
Since Continental owns 44.5% of
Underwriters Re, the group will
continue to benefit from that up-
turn, he added.

James Stevens, president of
MOAC Re, said he is excited about
the sale. It will give MOAC Re ex-

. that no on

Stability. It's why A.M. Best gave us an
A+ rating. But it's just one of the many
reasons brokers depend on Affiliated/

. Appalachian. And why clients come

back to us year after year. They know

e offers faster, better or more

policy to meet your clients' needs, then

get it out the door quickly. We've even
been known to hand deliver a policy
in a pinch. And our claims handling is
just as fast, just as efficient, and certainly
fair. , S

ecutives the chance to work for a
professional reinsurance company
that devotes all of its resources ‘“‘to
assist in our mission,” said Mr.
Stevens.

MOAC Re is to become a sepa-
rate marine and aviation depart-
ment within Underwriters Re.

Selling its reinsurance operation
was the final stage of the stream-
lining, said Mr. Prendergast. “This
is it.”

The company continues to be
“committed’ to the energy-con-
centrated All American Marine
Slip and has no intention of leav-
ing it, despite rumors to the con-
trary, he said. “We intend to be ac-
tive in the energy market'' Mr.
Prendergast asserted.

“The view of MOAC for the fu-
ture in terms of what we are about
(is that) we are very actively in-
volved in marine, we're committed
to growing that business and we're
not going away,” Mr. Prendergast
concluded. “There are a lot of guys
who would love to see us go away,
(which would) open up market
share and take some quality com-
petition out of the market.

“We're not going to do that.” m

Republics
may draft
own rules
on insurers

By STACY SHAPIRO

BOSTON—Insurance companies
and brokers that
plan to establish
operations in the
Soviet Union
will have to be
approved by the
government of

Boston Fall 1991

each Soviet republic, a Soviet in-
surance executive says.

Although the Soviet central gov-
ernment has drafted insurance leg-
islation for the entire nation, it
now is likely that each republic
will draw up its own insurance
laws in light of last month's failed
coup, said Mikhail Safronov,
chairman of Ingosstrakh, The In-
surance Co. of the U.S.S.R. Ltd.

The insurance legislation that
had been drafted for the entire So-
viet Union now will become the
insurance law for the republic of
Russia, Mr. Safronov said. The leg-
islation is expected to be passed by
the Russian republic's legislature
by the end of this year, he said.

“I understand that the old union
governmental bodies will be dis-
mantled following the coup, and
each of the republics will process
insurance legislation itself,” Mr.
Safronov said.

“In Russia, they want to put leg-
islation into practice as soon as
possible, and insurance legislation
is high on their priorities. I am op-
timistie that before the end of the
year the draft (Russian insurance)
legislation will be adopted, and
then we can build an insurance
market.”

Mr. Safronov said that details of
the Russian insurance legislation,
which Ingosstrakh helped draft,
have not been made public.

However, the legislation is ex-
pected to create a supervisory au-
thority that would establish stan-
dards like capital requirements for
insurers. No such regulatory orga-
nization currently exists in the So-
viet republics.

The legislation also would regu-
late insurance brokers and allow
foreign insurers to operate in the
republie, Mr. Safronov said. Al-
ready, two brokers—including
Willis Corroon P.L.C.—have set up
operations in Moscow (see London

Continued on next page
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Republics

Continued from previous page
column on page 37).
Lithuania—which the central
Soviet government recognized as
an independent nation earlier in
September—already has passed &
new insurance law, pointed out Mr
Safronov, who was interviewec
during the International Union of
Marine Insurance conference ir.
Boston earlier this month.
Although national marine irsur-
ance associations usually represen:
their countries as IUMI delegates,
Ingosstrakh acts as the Soviet dele-
gate because Ingosstrakh had been
the only state-owned Soviet in-
surer that wrote foreign business.
Mr. Safronov predicted that once
Soviet insurance legislation is in
place and more insurance com-
panies exist, marine insuranez as-

sociations will be esteblishec and
replace Ingosstrakh as the Soviet
IUMI delegate.

Many IUMI members who at-
tended the annual mzetirg in
Hamburg in 1986 received their
first taste of a more open Soviet
Union when Mr. Safronov gave de-
tails of the the sinking of a Soviet
cruise ship, wkich killed 390 peo-
ple (BI, Sept. 29, 1986..

It was the first time in racent
history that a member of the Soviet
insurance industry spoke publicly
about internal affairs, though Mr.
Safronov says he always has been
outspoken.

“‘Perestroika a few years ago
proved valuable to the insurance
industry because (the Soviet econ-
omy) started to develop along
(open) market lines,"” he said.

“Insurance i3 used as an instru-
ment to protect asseis. Our com-

A new Soviet market
economy will attract
‘young, bright
entrepreneurs,’ says
Mr. Safronov.

pany was gquick enougk to rea.-
ize that it would become more and
more liberal and free and therz
would ke less state influence.”

Ingosstzakh, which wroze akout
$400 million :n premiums last y=2ar,
has bzcome the major Soviet in-
surer cf joint ventures oetween
state inszitutions and foreign in-
vestors

The insurer announced this sarr-
mer that it will attempt to increase
its share capital fo 755 million

Surplus Underwriters Casualty Insurance C

miscellaneous health care malpractice cover-

age. We are a stable, financially sound, 21 year-

old company supported by A.M. Best “A”rared

reinsurers, and this is the only class of business
we write. Because it is our specialty, we cften
write services and professions other companies
refuse. Surplus Underwriters is an approved

surplus lines insurer ir most states.

For more information or a quote, call today:

713/522-6533

SURPLUS UNDERWRITERS =
CASUALTY INSURANCE COMPA

3131 Eastside ® Suite 545 « Hcuston, Texas 77008
Fax: 713/639-6330

ompany: ‘
Specialists in all areas

of miscellaneous
health care malpractice

Surplus Underwriters is a unique market for

rukbles ($443.3 million) from 100
million rukles ($5€.7 million) to
me=t expected demand for cover-
age for international risks. The ad-
dizional capital is expected to come
from the sale of new stock to insti-
tutional irvestors, diluting the So-
viat government's shareholding ir
Ingosstrakh (BI, Aug. 5).

The intention is for Ingosstrakh
to become “‘a classic stock com-
pany’ rather than a state-owned
insurer, Mr. Safronov said.

This scenario migh: have been
jeopardized if the leaders of the
Avrg. 17 attempted coup had been
successful, Mr. Safronov said.

One of the purposes of the coup
was to take steps to guarantee that
power stayed with the central gov-
ernment, and “that would have in-
fluenced our policy,” since Ingos-
strakh is seeking to dilute the
governmenl's control over its oper-
ations, he said.

Mr. Safronov said he had an idea
that there was unrest among the
Soviet leadership before the coup
because th2 economy “‘was in such
a oad staze.”

However, he was on vacation in
Finland when his office in He -
sinki, Finland, phoned to tell him
tke coup had begun Because he
cid not understand kroadcasts cn
Finnish television, “I immediate y
turned cn the radio” to receive
bhroadcasts he could understand,
ILr. Safrorov recalled.

He knew that Inzosstrakh would
not be immediatelv a“fected by the
ecoup lezders because it is not a
major Soviet financial instrument
that would attract immediate ia-
terest. However, he immediately
called his office in Moscow to de-
termine whether thare had been
any calls or messages from higher
authorities. There had not be2n
any suck calls.

Mr. Safronov ccnsidered driving
tack to Moscow, but his route

would have passed through Lenin-
grad, where a police curfew had
been imposed. He was considering
alternatives when it became clear
that the coup was crumbling.

So, “1 finished my vacation,” he
said.

Now, Ingosstrakh will “continue
its transformation,” Mr. Safronov
said.

Ingosstrakh, which had insured
only external Soviet risks, also will
concentrate on developing domes-
tic business, where its sister com-
pany Gosstrakh has dominated the
field. State-owned Gosstrakh,
which had been the nation’s major
domestic¢ insurer, has been re-
placed with a new company, Soyuz
Gosstrakh, which has been capital-
ized privately.

Other private insurers have been
formed in the Soviet Union in re-
cent years, he noted, with 100 to
200 separate insurance ‘‘units"
now writing domestic business.
“But almost all of them are very
small with weak professional
knowledge."

However, about three to five of
these are better known to the pub-
lic, and “these could become seri-
ous competitors,” he said.

“We will be in direct competition
with Soyuz Gosstrakh and the
others that are now appearing,” he
said.

The failed coup will generate
other benefits, as well, Mr. Sa-
fronov predicted. He believes that
the Soviet Union is now committed
to a market economy that will at-
tract ‘‘young, bright entrepre-
neurs’’ who are optimistic about
the future.

There also should be more en-
couragement now for foreign in-
vestment, which will need to be in-
sured. Increased foreign
investment would help bolster an
economy that still is in a bad state,
he said. ®
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At IlUMI conference, mum’s the word

By STACY SHAPIRO

BOSTON—Freedom of speech
has its limita-

tions if you are a

delegate at the

International

Union of Marine

Boston Fall 1991 Insurance an-
nual conference.

While touring Boston—the birth-
place of the American Revolution
—some delegates were reminded
that the United States is the home
of the free when they visited the
24-gun frigate H.M.S. Rose docked
in the harbor. The largest opera-
tional wooden tall ship in the
world was in port as part of its
nine-month, 24-city East Coast
tour in celebration of the 200th an-
niversary of the ratification of the
Bill of Rights (BI, Aug. 5).

On the ship, visitors were given a
copy of the Constitution and the
Bill of Rights, including the First
Amendment, which says: “Con-
gress shall make no law respecting
an establishment of religion, or
prohibiting the free exercise
thereof; or abridging the freedom
of speech, or of the press, or the
right of the people peaceably to as-
semble, and to petition the govern-
ment for a redress of grievances.”

That was the lesson outside the
meeting hall. Inside, the 468 par-
ticipants from 43 nations learned
something quite different.

On the first day, just before
questions were taken from the
floor at the cargo workshop, IUMI
executive committee member Alan
Jackson, deputy chairman of
Lloyd’s of London, read aloud
IUMI's new policy statement that
applied because the conference
was held in the United States.

The statement, similar to that
usually read aloud by the U.S. del-
egation at every conference, re-
minded delegates that they could
not discuss rates in an open forum
for fear of antitrust lawsuits.

“The executive committee of
ITUMI wishes to underscore the im-
portance of compliance with the
laws of the United States, and
those of other countries where sim-
ilar laws are applicable, in all re-
spects throughout the 1991 confer-
ence in Boston,” the statement
read.

“The laws of such countries pro-
hibit underwriters from entering
into any agreement or understand-
ing, express or implied, on matters
affecting rates or conditions of in-
surance. It is the policy of the In-
ternational Union of Marine Insur-
ance and its members and
delegates to honor and abide by
these prohibitions in all respects.”

After it was read, Mr. Jackson
asked delegates if they had any
questions to ask the speakers of the
cargo workshop. “It’s too danger-
ous to ask questions,” yelled one
delegate.

When someone did try to make a
comment on returning to profit-
ability by imposing some restric-
tions, American Institute of Marine
Underwriters Chairman Harry
Keefe shot up and said that any
such comment would be in viola-
tion of the IUMI policy statement.

Slowly the guestion and answer
session wound down, with dele-
gates afraid that what they said
would violate the policy.

The next day, during the official
opening of the conference, IUMI
President Maurice Jaques told del-
egates that he understood that
some people were disappointed
that there was not more discussion
at the cargo workshop. However,
he cautioned members about re-
specting the laws of the host na-
tion.

“We are r.ot a ratemaking opera-
tion,” said Mr. Jaques. “But we can
listen to each other’s opin-
ions. . . .This shouldn’t inhibit dis-
cussion.”

Following Mr. Jaques’ com-
ments, delegates worked hard to
dodge calling for increasing rates
while they were in the auditorium.
In private meetings, though, the
need for rate hikes dominated dis-
cussion (see story, page 3).

The IUMI policy statement was
written following last year's con-
ference in London when a delegate
said on the podium that rates
should be increased '*25% across
the board’ (BI, Oct. 1, 1990). Ma-
rine rate increases actually were
not noticeable until July this year
(B!, July 22).

E.C. officials also criticized
IUMI for recommending that ra-
dioactive contamination caused by
nuclear accidents be excluded from
marine insurance policies.

Marine underwriters in the Eu-
ropean Community say they still
are not sure what they could dis-

cuss without running afoul of E.C.
antitrust law.

Bo Wahllef, senior vp of Skandia
Insurance Co. Ltd. in Stockholm,
Sweden, who took over as TUMI
president following the conference,
says he believes an E.C. regulation
allows the “insurance sector” to
discuss premium tariffs, standard
policy conditions and the settle-
ment of claims.

Other TUMI members living in
E.C. nations, however, believe the
regulation is vague and gives no
guarantee against antitrust prose-
cution.

Nevertheless, because of the ‘“‘se-
rious concern’’ raised by member
associations, particularly in the
United States and some E.C. na-
tions, the IUMI policy statement
was written, said Mr. Jaques in a
letter to ITUMI executives.

“While we can discuss statistics

and technical results in relation to
our stated goal of representing and
safeguarding marine insurance, we
must aveid specific statements
about increases in rates as we are
not a rating organization,” said
Mr. Jaques. “I ask you all to be
sensitive about this issue as it is
very important to some of our
members and, in particular, to our
hosts in Boston.”

During the conference, delegates
from 43 of the 53 countries whose
marine markets belong to TUMI
discussed topics including loss sta-
tistics, increased maritime fraud,
new liability rules throughout the
world, marine insurance in
Czechoslovakia and earthquakes,

During the traditional host night
—when the host country gives its
guests a taste of the food and cul-
ture of the land—the American In-
stitute of Marine Underwriters

served up a ‘‘traditional” clambake
in a warehouse on Boston Harhor.

Delegates dined on steamed lob-
ster, oysters, clams, chicken, corn-
on-the-cob and coleslaw.

Before dinner, guests were
greeted by the marching band and
baton twirlers of Boston College in
Chestnut Hill, Mass.

After dinner and a slide show,
gospel singers concluded the eve-
ning by singing the “Battle Hymn
of the Republic.”

Next year’s IUMI conference will
be held in Berne, Switzerland on
Sept. 6-10, 1992. Stockholm, Swe-
den, will host the meeting in 1993
and Toronto will host the following
year.

For more information, contact
Emanuel Burckhardt, ITUMI's gen-
eral secretary, at Baloise Insurance
Co. Ltd., P.O. Box 4002, Basel,
Switzerland. [ ]

-in the

October 21

October 8

Specialty Risks
Spotlight Report

Publishing:

~ Ad Closing:

Business
Insurance

a publication of Crain Communications Inc
New York: 212/210-0228
Chicago: 312/649-5276
Los Angeles: 213/651-3710

In an annual spotlight report on Specialty Risks, Business Insurance
will dig deep to examine the pollution liability marketplace ... what
kind of coverage is available for underground storage tanks and
other pollution-related risks ... is capacity increasing or decreasing
... and are state funds, designed o insure storage tank risks, a

ENVIRONMENTAL
LIABILITY

Pollution. Toxic waste. By-products of manufacturing. Accidental
spills. Businesses worldwide are concerned about preserving our
environment — reducing or eliminating the risks offecting our air,
our land and our waterways.

viable risk management option?

Focusing on how risk managers can identify and manage their
existing environmental risks and how they can avoid acquiring new
ones, this annual spotlight report will also look at various types of
professional liability coverage, including D&O; municipal bond
insurance and other financial guarantees. Plus, Bl's exclusive
Directory of Environmental Consultants is a vital resource for
corporate executives who need to respond to special risks.

messages

While the world may not be perfect, one newsmagazine has
created the perfect advertising environment for your marketing
combining unique editorial and in-depth news
reporting, and an influential audience of decision makers who
respond to the articles and advertisements that they read in ...
Business Insurance.




22 / Business Insurance, September 30, 1991

P&l clubs deny unlimited cover for oil spills

By STACY SHAPIRO
BOSTON—Tanker owners,

face unlimited
liability for oil
Boston Fall 1991

spills in U.S.
waters under
certain federal
and state regu-
lations, cannot rely on their pro-
tection and indemnity clubs to
guarantee that all spill-related
costs will be paid.

The 17 P&I clubs—shipowner
mutual insurers that write liability
coverage for more than 95% of the
world's shipping fleet—say they
will not issue certificates of finan-
cial responsibility required under
the Oil Pollution Act of 1990 or any
of the 19 state oil pollution laws
that call for unlimited liability for
oil spills.

The clubs, which offer $700 mil-
lion in oil pollution liability cover-
age, have no intention of becoming
the “guarantors” for oil companies
under unlimited liability laws, said
Richard Youell, underwriter for
Lloyd’s of London syndicate 79,
a leading P&I club reinsurer man-
aged by Janson Green Ltd.

“By introducing its own laws at
the state level in addition to the
federal law resulting from oil
spills, the United States applies a
uniquely draconian patchwork of
laws, the effects of which are at
best uncertain,” Mr. Youell told
delegates at the International
Union of Marine Insurance confer-
ence earlier this month in Boston.

“The P&I clubs made clear to
Congress before it passed the Oil
Pollution Act last year that the
clubs were unwilling to issue cer-
tificates of financial responsibility
under such legislation” that con-
tained unlimited liability, said Mr.
Youell, IUMI's liaison officer with
the P&I clubs.

“The position of the P&I clubs
remains unchanged and applies
with even more force to any state
legislation. Other commercial in-
surers and reinsurers have taken
a similar position.

“Thus, while the P&I clubs and
their reinsurers continue to pro-
vide the highest level of insurance
cover commercially possible to
protect their members against lia-
bility for oil pollution in the
United States, they are not willing
to subject themselves and their
members to the risks associated
with giving anticipatory guaran-
tees, either under the Oil Pollution
Act or individual states' acts,” Mr.
Youell said.

“Certificates of financial respon-
sibility will therefore not be avail-
able from the P&I clubs either
under the Oil Pollution Act or indi-
vidual state oil pollution laws."”

Mr. Youell said the U.S. Coast
Guard, which will be responsible
for enforcing the Oil Pollution Act,
has not yet written regulations
governing the certificates of finan-
cial responsibility because of the
concerns raised by the P&I clubs.

0Oil companies and insurers are
concerned about unlimited liabil-
ity for oil spills, pointed out Rear
Adm. A.E. Henn, chief of the U.8.
Coast Guard's office of marine
safety, security and environmental
protection in Washington, D.C.

“In informal discussions with in-
dustry and the P&I clubs, we have
been advised that this provision
may cause some shippers to aban-
don the U.S. trade,” he said.

However, the P&I clubs know
that ships must trade in U.S.
waters and, to do so, the ships must
have some type of financial re-
sponsibility for oil spills, Mr.
Youell said. Therefore, the clubs
will continue to offer pollution
coverage to ships sailing into U.S.
waters, he said.

While P&I clubs now provide

$700 million of liability coverage
for oil spills, this limit will be re-
duced before P&I club policies
renew on Feb. 23, Mr. Youell pre-
dicts.

Congress last year approved a
new federal oil spill liability law in
the aftermath of the March 1989
Exxon Valdez oil spill in Alaska’s
Prince William Sound (BI, April 3,
1989).

The Exxon disaster “‘shook the
American consciousness,” Adm.
Henn noted.

“The Congress, which had been
working on oil pollution preven-
tion legislation for 15 years, unani-
mously passed The Oil Pollution
Act of 1990,” he told TUMI dele-

gates. “The act will change forever
the way the big business of of oil
transportation operates in the
United States.”

The law:

® Increases an owner or opera-
tor’s liability for oil spills to $1,200
per gross ton of the tanker’s dis-
placement, from the current $150
per gross ton. However, the law
allows for unlimited liability in
certain circumstances, including
cases of gross negligence or willful
misconduct.

However, the law does not pre-
empt state oil spill liability laws.
At least 19 states impose unlimited
liability on those responsible for
oil spills.

® Expands the types of damages
for which a shipowner can be held
liable, including the loss of the use
of natural resources and increased
costs to state and local govern-
ments for fire, police and other
safety services.

® Requires that double hulls be
used in all newly constructed tank-
ers.

e Establishes a federal oil spill
liability trust fund to provide up
to $1 billion per incident to pay
for cleanup costs, natural resource
damage and compensation for any
victims of the damage when those
responsible for the damage cannot
be identified or are unable to pay,
or in cases in which liability limits

are reached. The fund is to be fin-
anced by a levy on the oil industry
(BI, Aug. 27, 1990; Aug. 6, 1990).

Owners and operators of vessels,
terminals, pipelines and offshore
platforms also must submit com-
prehensive spill response plans to
the Coast Guard, which will en-
force the law, by February 1993.
The owners and operators also will
have to prove financial responsi-
bility for oil spills.

“The importance of this legisla-
tion extends far beyond U.S.
waters,”” Rear Adm. Henn said.
“More than a third of all crude oil
and refined product shipped in the
world market passes through U.S.

Continued on next page
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waters. More than 360 million tons
of crude oil and refined product
is loaded or discharged through
U.S. ports each year. By any mea-
sure, oil transportation is big busi-
ness and the United States is the
major market. U.S. regulations
will have international signifi-
cance, particularly in the areas of
tanker design and operation.”

To enforce the federal law, the
Coast Guard has set up two divi-
sions.

One is the National Pollution
Funds Center in Arlington, Va.,
which will “develop and adminis-
ter’” areas of the law dealing with
financial responsibility and the Oil
Spill Liability Trust Fund, Rear
Adm. Henn said.

The second new division is “the
OPA 90 Staff,”* which Rear Adm.
Henn heads. That division is re-

sponsible for writing regulations,
as well as overseeing and coordin-
ating the studies and reports re-
quired under the act.

The OPA 90 staff also works
closely with other federal agencies
and with state and local govern-
ments to establish “interagency co-
operation,” Rear Adm. Henn said.

Since the “best defense against
pollution damage is prevention,”
the staff is conducting a major
study on improvements in tanker
navigation, according to the rear
admiral. This will include the ade-
quacy of the training and qualifi-
cations of crew members; appro-
priate crew sizes; and the crew’s
ability to implement emergency
procedures,

The Coast Guard also is working
with the International Maritime
Organization to ‘‘study the role
played by human factors, such as

The ‘best defense
against pollution
damage is
prevention,’ says
Rear Admiral Henn.

fatigue, in causing pollution inci-
dents,” he said. “Hopefully, efforts
like these will help us to reduce the
risk of a collision or grounding in
the first place.”

The Coast Guard also is studying
the economic viability of requiring
all tankers that carry oil to have
double hulls, he said, noting that
double hulls may not be the only
vessel construction option to yield
“significant environmental gains.”

In addition, the Coast Guard

“‘has taken several important steps
to ensure rapid effective action is
taken as soon after a spill is re-
ported as possible,” Rear Adm.
Henn said. The guard now has
three strike teams to respond to an
oil spill, one more than last year,
and a single control center. The
Coast Guard also is establishing
“district response groups” in each
of its 10 districts to marshal all
Coast Guard resources within one
district when there is a spill.

Meanwhile, the Coast Guard is
working on regulations that will
govern oil spill contingency plan-
ning, including prevention,
cleanup, compensation and res-
toration, Rear Adm. Henn said.

Contingency/response plans
must be submitted by owners and/
or operators by February 1993,

The Coast Guard, along with the
Environmental Protection Agency,
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has been co-chairing monthly
meetings to draft a revised na-
tional oil spill contingency plan by
the end of autumn, he said.

The Coast Guard also is working
on final rules concerning response
plans for both vessels and oil faei-
lities, which should be finalized by
August 1992, he said.

In anticipation of the regulations
to be enforced by the Coast Guard
under the oil spill law, 20 oil com-
panies have formed the Marine
Spill Response Corp. and the Ma-
rine Preservation Assn. to coordi-
nate the oil industry’s response to
oil spills.

These two private organizations
were established in response to the
Exxon Valdez spill when it became
obvious that “the capability did
not exist, neither in industry nor
government, to successfully con-
tain and remove a spill the magni-
tude of the one in Alaska,” said G.
Stephen Duca, vp-readiness and
external affairs of the MSRC in
Washington D.C,

The MSRC, which plans to oper-
ate from five regional response
centers, “will be the nation’s lar-
gest spill response and cleanup or-
ganization,” Mr. Duca told TUMI
delegates. Under the direction of
the Coast Guard, the MSRC “‘will
provide a best-effort response to
cleaning up spills of persistent
(crude) oil that are beyond the ca-
pacity of local response organiza-
tions."”

The MSRC's five-year costs for
operations, capital equipment and
research and development will
reach $900 million, which will be
funded by annual dues from the 20
oil company members, Mr. Duca
said. But in case of a spill, cleanup
costs will be paid by the respons-
ible parties, not the MSRC, he
noted.

The MSRC plans to be fully op-
erational by February 1993, when
the Oil Pollution Act requires
owners and/or operators to submit
comprehensive spill response
plans, Mr. Duca said.

“Much must be done in the in-
tervening two years,”” Mr. Duca
said. ]

Task force

Continued from page 3

Underwriters will have to be-
come “far more responsive to mod-
ern communications technigques”
to speed up the process of writing
business, he said. And, they must
reduce various forms of waste,
“whether it's the waste provided
by a multiplicity of units or ex-
cessive salaries paid to partici-
pants in the London market.”

The issue of cost cutting ‘‘is
going to be tackled head-on by the
Rowland task force,” Mr. Merrett
told his audience. “And, you can be
absolutely sure that a whole raft of
us in different areas of the market-
place have every reason to be con-
cerned as to what the results will
be.”

The task force will not be able to
respond to the problems at Lloyd’s
without producing some discom-
fort to insurers, brokers and others
in the marketplace, he noted.

Mr. Merrett also said that many
Lloyd’s names are troubled over
the question of whether they
should be exposed to unlimited lia-
bility.

Some observers have suggested
that the practice of unlimited lia-
bility be changed to some form of
“mutualization,” under which syn-
dicates’ losses could be capped at a
certain level, with any losses ahove
that mark paid by levies on all
members.

“The variety of advice that we
have received in London about
limitation of liability and matters
of that kind is enormous,” Mr.
Merrett said.

“I think that the emphasis on
mutualization™ may focus on pro-
viding some sort of protection for
Lloyd’s members by restricting

Continued on next page
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“the impact of catastroohic inci-
dents on a few s icates' and
therefore their i s, he said.
However, what form such protec-
tion mlght take is unkriown, Mr.
Merrett noted.

Mr. Merrett said the task force
also is concerned about tne admin-
istrative government at _loyds, or
the “unwieldy nature of some of
1the parts of our institution. And

coming under the mi-

Regarding the state of Lloyd’s in
connection with its 1988 marke-
*wide loss, Mr. Merrett reminded
~he audience that more than one-
third of Lloyd’'s names made a
orofit in 1988.

“The most unhs: individual
results from Lloyw recently are
.argely those of names who re-

ived more than their share of lh('
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Lloyd’s adminis-
trative government
‘is also coming under
the microscope,’
says Mr. Merrett.
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Persian Gulf conflict,
nuclear warfare threat
prompt innovations

By MICHAEL BRADFORD

HOUSTON—The fear of nuclear
warfare and the
threat of world-
wide terrorism
during the Per-
sian Gulf War led
underwriters at
Lloyd’s of Lon-
don to develop

/ some on-the-spot
coverages for those risks, a Lloyd’s
underwriter says.

War risk underwriters faced an ex-
tremely difficult task in providing
coverage during the war, said Ni-
cholas J. Metcalf, deputy underwriter
for syndicate 861, which is managed
by Alston Brockbank Agencies Ltd.

“Although at the beginning of the
year we entered the world’s most
publicized war, no one could have
guessed the extent of the offensive
and the complexity of the weapons
about to be used,” Mr. Metcalf said
during a speech at the Houston Ma-
rine Insurance Seminar earlier this
month.

From the time of Iraq’s invasion
of Kuwait until the U.S.-led offen-
sive to free the emirate, “rates across
all areas had to be closely scrutin-
ized,” Mr. Metealf said. “The valida-
tion time for acceptance of rates be-
came shorter and shorter. Potential
problem countries—those within
missile range of Iraq and those pro-
Irag—were identified.”

And, he emphasized, “the poten-
tial for a nuclear detonation was a
very real worry. Which country’s
leader might actually push the button
was far from clear. Did Iraq have a
nuclear capability? Israel certainly
has, but would she use it?"

Fear of nuclear war created a cov-
erage controversy at Lloyd's, Mr.
Metcalf continued.

A clause in marine and aviation
hull policies terminates coverage
upon detonation of any nuclear
weapon anywhere in the world, he
explained. Controversy arose because
brokers and policyholders wanted
coverage reinstated as soon as possi-
ble after a detonation.

The controversy led to the crea-
tion of ‘“‘automatic termination
covers” for marine and aviation hull
business,” Mr. Metcalf said. “These
were simply a vehicle for accepting
declarations after a nuclear detona-
tion.”

Under the ATC, a broker would
be able to make new declarations
for existing accounts after a nuclear
detonation. Each declaration would
be individually rated and would not
be bound until ordered by the policy-
holder.

The covers were available with
limits of $100 million on marine hulls
and $225 million on any one aircraft
hull.

“Sadly, an unsavory result of these
negotiations was that some brokers
tried to use the issue as a marketing
exercise,” Mr. Metcalf observed.
“This was most inappropriate under
the circumstances and was not our
intention.”

In fact, the war was a losing propo-
sition for Lloyd's, he said. Additional
premiums paid in as a result of the
war amounted to about $250 million,
but claims totaled about $400 mil-
lion.

The largest claim was the $300
million paid on the loss of 15 Kuwaiti
Airways Corp. aircraft, he said (BI,
Sept. 24, 1990).

The situation in the Persian Gulf
also focused attention on the pos-
sibilities of terrorism, Mr. Metcalf
said.

Coverage against terrorist acts “did
not respond to the peril which many
corporate entities felt they were ex-
posed to” during the conflict, he said.

‘“YWhen hostilities broke out in the
Gult, we were inundatec with in-
quires for full war coverage on fixed
asse:s. Owners of hotel chains, fac-
tories and fixed drilling platforms
alike perceived a very great risk of
damage to their property by war or
acts of terrorist groups sempathetic
to tke Iraqi cause.”

But insurance contract wording
“dic not respond to such a loss,”
Mr. Metcalf said. “And, to compound
the dilemma,” many policyholders
were receiving notices of cancellation
on their terrorist policies.

As a result, new contract word-
ing was written to cover damage
from “‘covert military action by a

government or agents thereof with
whom we are at war,” he said.

“The world flocked to obtain quo-
tations for this cover, and although
little was bought initially.” more has
been sold in the wake of the conflict,
Mr. Metecalf said (BI, Jan. 28).

“Regretfully, terrorist cover is very
much a working product in our un-
certain world, rather than any sleep-
easy form of insurance. In my opin-
ion, the Middle East is still a major
problem area. Could anyone have
imagined that the coalition forces
would sign a peace treaty without
Saddam Hussein 'submitting his res-
ignation as a precondition?”

But eight months after the start
of Operation Desert Storm, “Saddam
has as tight a grip as ever on Iraq,”
Mr. Metcalf observed.

“We at Lloyd’s have always strived
to offer a service to our clients, and I
am proud to recall that during the
Gulf War the world turned to Lloyd’s
as the one place which had the ex-
pertise and capability to provide war
and terrorist cover,” he szid. [ ]

Risk managers
in the classroom

Academic fourdation needed: Professor

By MICHAEL BRADFORD

HOUSTON A risk manager’s
educaticn should
start in the class-
room, not on the
job, according to
an executive pro-
fessor and retired
risk manager.

Risk managers
too often are sim-
ply chosen from other corporate de-
partments, according to Clay Carter,
visiting execufive professor at the
University of Houston’s College of
Business Administration.

Historically, many companies’
operating management, which fre-
quently is also executive manage-
ment, has known little about the
“npitty gritty” of risk management,
Mr. Carter said during a speech at
the Houston Marine Insurance Se-
minar earlier this month.

The trend has been that financial
managers frequently are “stuck with
the role” of risk manager, and finan-
cial managers usually are no better
informed about risk management
than are operating managers, he said.

“Many of them are assigned the
role, directly or indirectly, with little

Continued on next page
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or no understanding or appreciation
of the role of insurance or risk man-
agement in our society,” he said.

Treasurers and assistant treasur-
ers who have never had academic
training ir risk management have
been handed the job and have had
to depend sn brokers, underwriters,
lawyers and others “to give them an
assist in the role,” Mr. Carter said.

“Many have become fine risk man-
agers,” he acknowledged, but they
lacked the “basic foundation that
many other disciplines enjoy.”

Mr. Carter, who retired from
Exxon Corp. in 1986 after more than
25 years in insurance and risk man-
agement, had to rely on on-the-job
training, he noted. But, that type of
training must be changed, he said.

“I'm prejudiced” on the topic of
risk management education, admit-
ted Mr. Carter, who began teaching
at the University of Houston in 1987.

“But, I believe most disciplines in
universities today need at least a fun-
damental ccurse in risk management

and/or insurance. There is no aspect
of our life—personal or corporate—
that we’re not confronted with insur-
ance and risk management deci-
sions.”

The insurance and risk manage-
ment course he teaches at the Uni-

versity of Houston is one of only a

few available at the college level, Mr.
Carter said.

While there is a highly acclaimed
program at the University of Geor-
gia in Athens, most colleges and uni-
versities offer no courses, he said.

It can be asked, “ ‘Why an indus-
try as large and diversified as ours
has such limited academic involve-
ment? " Mr. Carter said.

“It can be debated, of course, that
in reality our industry is a composite
of many disciplines. And there is
merit in such a position,” he said.

“Yet, who would deny the fact that
many of the aspects of our industry
are simply not introduced—much less
explored in any depth—at the aca-
demic level?”

Major disciplines like science, engi-

neering, law, accounting and human-
ities are supported by academia, Mr.
Carter pointed out. “Why should in-
surance and rick management be an
exception? How beneficial it would
be if throughout this great country
campuses were overflowing with po-
tential employees already interested
in our industry as a career and al-
ready educated in at least some fun-
damental principles?”’ ‘

Enlarging the base of risk man-
agement recruits would not be the
only benefit from an academic em-
phasis on the profession, he said.
There also would be contributions
from graduate students involved in
research and development and a
larger body of qualified faculty mem-
bers available to assist the pro-
fession.

Mr. Carter pointed to several ways
academia can become involved in
strengthening the risk management
profession. He said he would like to
see greater participation in:

® Forums like the Houston Marine
Insurance Seminar and increased in-

volvement in professional risk man-
agement associations.

® Debates over industry-related
legislation at the state level. Law-
makers and regulators are bom-
barded by different views related to
insurance and risk management
issues, but academia is conspicuously
absent from the debates, Mr. Carter
said.

® The debate over whether the in-
surance industry should be regulated
by states or the federal government.

@ Exploring methods to reduce in-
surance premiums, like mandatory
risk retention and mandatory arbi-
tration.

@ Insurance product development.

Mr. Carter implored his audience
to urge colleges through both their
“alumni and recruitment capacity”
to expand their insurance and risk
management course offerings.

He recommended that companies
recruit from schools that offer in-
surance and risk management
courses and support scholarships that
will encourage students to enroll in

American Re,and cheaper.
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the programs.

“Encourage a joint effort between
the business community and educa-
tional institutions to promote aware-
ness of risk management and insur-
ance through summer intern jobs for
students and faculty,” he suggested.

“The insurance and risk manage-
ment industry is ripe for renewed
emphasis in academia, he said. |

Energy
insurers
to retain
more risk

By MICHAEL BRADFORD

HOUSTON—Heavy losses in the
0 London excess-
of-loss reinsur-
ance market will
2\ probably force
i energy insurers
to more closely
examine the
tisks they write
and to retain
more of those risks, according to a
Lloyd’s of London underwriter.

Lured by the prospect of large
profits, excess-of-loss reinsurers in
recent years had taken larger
chunks of risk at lower rates, ex-
plained Elvin Patrick, a Lloyd's
underwriter and chairman of syn-
dicate manager Bankside Under-
writing Agencies Ltd. ’

But, recent losses have ham-
mered those underwriters, he
pointed out in a speech during the
Houston Marine Insurance Se-
minar earlier this month.

As a result, energy risks will find
insurers scrutinizing their ac-
counts more closely, Mr. Patrick
said. Those insurers are responding
to excess-of-loss underwriters' at-
tempts to get a better handle on the
risks they cover, he explained.

Energy business is “slightly un-
usual,” he said. “It is not simple. It
is not small,” but often involves
‘‘very, very large individual risks.”

Most large energy risks are com-
plex because they typically are
written as packages that contain
both marine and non-marine expo-
sures.

But capacity for marine risks has
shrunk because direct insurers no
longer are able to buy as much ex-
cess-of-loss reinsurance after re-
cent heavy losses in that market,
he said.

Energy insurers, as a result of
shrinking capacity in the reinsur-
ance market, “‘are going to have to
do several things, in my opinion,”’
said Mr. Patrick. “One is, they are
going to have to take much bigger
retentions on risk.”

Some won't be able to buy any
reinsurance, he suggested, “‘be-
cause reinsurers are going to get
funnier and funnier about what
their client base looks like.”

Large package risks will have to
be broken into their component
parts, said Mr. Patrick, because
“packaging makes the assessment
of risk by (excess-of-loss rein-
surers) doubly difficult. They can-
not get a handle on the nature of
the risk, the nature of its compo-
nent parts.”

Risks will still be packaged, he
explained, but only after they are
reorganized to let reinsurers better
assess the risk. , y

“Small packaging is not a major
problem” for insurers and reinsurers,
Mr. Patrick said, because it is easier
to determine “what is involved in the
risk itself. If you have a big enough
concentration of small enough pack-
ages, you are heading more toward
the actuarial bucket that you would
like to be in."”

The big packages, he empha-

Continued on page 35
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Everyone knows exactly who's

responsible for the health care crisis.

What may be even worse than the skyrocketing cost of
health benefits is all the finger pointing that goes with it.

It sometimes seems as though many people
believe that fixing blame will somehow fix the prob-
lem. Meanwhile health care costs continue their
upward spiral.

Yet it5 clear, the only way we'll ever truly manage
the cost of health care, and make care available to
the greatest number of people, is for each of us to
shoulder our fair share of responsibility. That, we
believe, is the essence of managed care.

For our part, Aetna Health Plans has imple-
mented a comprehensive managed care strategy
founded on four key strengths.

First, superior medical management digs deeply
into issues of utilization, pricing and quality man-
agement, looking beyond the typical cost containment
and utilization review. '

Second, insightful information management
arms providers, customers and our own adminis-
trators with greater knowledge for making effective
health care decisions.

Third, ourformal quality management program,
Operation Excellence, establishes baseline specifi-
cations against which we measure performance. The
program enlists every Aetna Health Plans employee
in identifying ways to improve customer service.

Finally, Aetna’full line of managed care products,

Aetna Health Plans

from managed indemnnity to health maintenance
organizations, afforcs employers unsurpassed flexi-
bility in benefit design.

These initiatives effectively bring providers,
employees and employers into the process of man-
aged care. With tangible results. Last year we saved
our customers a reccrd §1.95 billion.

Of course wer= not promising an end to all
your health benefits problems. At least not yet. But
learn more about our approach to group health care
and we think you’ll agree: With Aetna Health Plans
you're definitely poiated in the right direc-
tion. Call (800) 776-7602, ext. 22. Fax
(214) 401-8562. A policy to do more.




"Home sweet home

Home-based rehab tailored to make optimal use of benefits

By Alexandra Vickers

NE RAINY NIGHT, 17-year-old John drives

into a telephone pole. He survives with a badly
crushed hand, other fractures, and severe
neurological and cognitive deficits due to head
injury.

The incident, already a study in the connection
between foul weather and driving accidents, leads
us to other patterns. John's recovery is certain to be
slow, difficult, painful and trying for him and his
family.

It will also be expensive. Discussions with
insurance companies show bills for a case such as
John's range from $500,000 to $1.5 million in the
first year, with rehabilitation accounting for a big
chunk of this expense.

Last year, 96% of catastrophically injured
patients went from a trauma unit or acute care
hospital to hospitalization in a rehabilitation
facility. They spent an average of 16 weeks in
inpatient rehab, and this segment of recovery added
roughly $110,000 to their costs.

The irony is that prolonged inpatient
rehabilitation may be unnecessary. It can even have
a detrimental effect, if the facility has limited
resources or the patient is sensitive to absence from
home; or if, as usually happens with stroke and head
injuries, the patient’s medical needs are minimal
compared to behavioral, learning and emotional
problems. Indeed, inpatient rehab as a matter of
course in the rehab following catastrophic injury
can constitute misuse of benefit dollars.

Luckily, John's case breaks the mold on this point.
His caregivers want him out of rehabilitation sooner
than the norm, and his major medical policy covers
home-based rehab care. His doctors and insurer
believe that a well-chosen home-based rehab service
can provide, coordinate and manage comprehensive
care that is better suited to him. As a result of their
progressive thinking, John's recovery will be faster,
better, and less expensive—benefits that are
inextricably combined.

Home-based rehab and facility-based rehab are
alike in that their people are their service. John will
need help from numerous professionals—speech/
cognitive therapists, physical therapists,
occupational therapists and neuropsychologists, in
addition to ongoing physician attention.
Home-based care can arrange to provide every one
of these, without stinting on comprehensiveness or
professionalism.

Contrary to prevailing misconception, most
home-based rehab providers to do not economize by
limiting the spectrum of their services or
contracting with less qualified personnel. The best
firms depend on professionals—from nurse to
neuropsychologist—with the same accreditation as
their in-facility colleagues. They are no less
stringent in their contract qualifications than
facilities are in hiring policies.

What is different is freedom of choice. In a
facility, John’s care would be limited by the
capabilities of on-site or affiliated staff, while the
home-based rehab consultant can schedule
appointments for John with any independent
practitioner his insurer recognizes. This could
include a job placement counselor if John’s case
involved workers comp—a specialty rarely offered
the facility-bound patient.

In a facility, John would be seen by resident
or treating doctors; on his own, he’ll always see
a treating doctor. In a facility, because of
cross-purposes in staffing and human resource
allocations, registered nurses may take care of the
majority of John's needs most of the time. But in the
post-acute stage of recovery, John's injuries don’t
require attention from a RN. Why squander the

benefits on costly RN care, when he can be taken
care of at home by family members and only those
therapists or medical professionals whose services
precisely match his needs?

The involvement of John’s family is a
distinguishing advantage of home-based care.
Experts say that while patients with head injuries in
particular recover better by learning in the setting
where the lessons will ultimately be applied, many
other patients also respond better to treatment
surrounded by familiar things and people. One
reason is that family members c¢an be taught to
repeat many of the rehab exercises.

John’s family’s help amounts to learning
reinforcement—he’ll retain more between therapy
sessions and will probably progress faster.

But John is suffering emotionally after his
accident, acting in ways that distress his family.
With home-based care, however, a psychologist can
treat John individually, and has family collectively,
in their own environment.

Even if the rehab hospital has a family counselor
on staff, it could be difficult to get the whole family
there. And if the hospital can provide patient or
group therapy only, the family’s needs would most
likely go unmet.

Outpatient therapy for John's hand may also be
conducted in a group setting. This session may show
up on his bill as an hour of therapy, although he
probably received just minutes of personal
attention. But that’s institutionalism: house staff
caring for patients to the extent their schedules
allow.

In contrast, home-based rehab tailors a
comprehensive program for John. It’s one-on-one
structure is more patient-responsive, more
amenable to critical modifications in the therapy
program. Such personal attention, a hallmark of
home-based care, usually solves problems better,
faster, and in a more satisfying way. It will for John.
Not by cutting corners, by cutting out anything that
doesn’t directly benefit him.

Personal lines insurers, having built their profits
on volume, may have difficulty seeing the economic
advantages to customizing service for every case.
But with rehab, customizing is economizing, by:

® Cutting treatment time.

® Avoiding the “hotel costs’ of facility rehab.

e Contracting only with professionals who meet
John’s needs, instead of paying salary and benefits
to the entire staff.

Our recent market surveys indicate that a day in a
rehab facility costs $600 to $1,200, with therapy
costs extra in some areas. And some facilities
itemize treatment modalities—charging $25 to $50
for each hot pack, electrotherapy treatment or
massage the physical therapist gives in addition to
his or her time.

Our research finds home-based care usually
running $400 to $800 per day, including therapy.
Most home-based rehab firms bill for the therapist
and the treatment modalities at a flat rate—$85 per
hour at the most competitive firms. If the patient
needs only one form of therapy—speech therapy
following a stroke, for example—the economy is
obvious; yet because of the effectiveness of
individualized care, even those patients who receive
multiple therapies gain cost-efficiency.

Still, some insurers and corporate risk managers
equate home-based rehab with a loss of control over
patient care and treatment costs. The reality is that
home-based rehab services rely on several review,
monitoring and reporting vehicles that not only
enhance quality and economy but put the reins
squarely in their hands.

The relationship begins when the rehab
company’s medically-trained senior manager
assesses a prospective patient. Home-based rehab

generally is appropriate for catastrophic cases such
as stroke, spinal cord injuries, head injuries, or
severe neurological defects in newborns. The
assessor will carefully review diagnostic and
treatment records (some also meet with the patient
and his family) to determine whether or not the case
is acceptable. The company has nothing to gain by
accepting those patients it is not able to handle well.

With John, for instance, the assessor finds a young
man who has reached a plateau after several weeks
in a rehab hospital. He has regained mobility, but
his injured hand is useless and he needs more

- cognitive therapy. Since John's only remaining

physical problem is his hand, there’s no need for
him to remain facility-bound. In fact, staying in the
facility would exhaust his benefits before his
cognitive and emotional needs are well addressed.

The rehab consultant’s recommendation to John's
insurer includes:

® A customized therapeutic treatment program.

® Specific goals in measurable terms.

® A schedule for anticipated progress.

® Cost projections.

By accepting or rejecting this plan, in part or
total, the insurer dictates control from the outset.
With approval, what typically happens is this: A
supervisor, sometimes called a “patient care
coordinator,” convenes a team of rehabilitation
professionals near John’s home, and they work out
the specifics of his care.

After every session with John or his family, each
rehab professional submits a written report of
findings and activities to the client and to the team
supervisor. These reports offer the most immediate
checkpoint on care and benefit utilization.

In addition to session reports, the team meets
monthly to review John’s progress, compare it to
stated goals and revise as necessary. The insurer or
risk manager can freely attend these meetings, and
families should also be included. If the insurer or
risk manager doesn’t attend, the supervisor provides
a written update on the patient’s care. Again, the
insurer or risk manager can approve, reject or
demand a modification of the program.

This system of frequent monitoring and close
patient interaction tightly integrates case
administration and medical care. As a result,; the
aggregate costs and patient outcome with
home-based rehab compares favorably to the
aggregate costs and patient outcome with facility
“hotel costs” and therapists.

Today’s major medical policies vary greatly as to
compensable claims. But because home-based rehab
makes optimal use of any benefit dollars available,
some group health insurers have turned to
extra-contractual allowance of home-based rehab in
selected cases.

In New Jersey, where regulators have capped
automobile injury claims at $250,000 and set a strict
fee schedule for payments to therapists, insurers
and risk managers probably can’t afford to overlook
this effective alternatives.

In fact, insurance companies and corporate risk
managers everywhere have several compelling
reasons to consider home-based rehab: improved
loss control, greater policyholder and employee
satisfaction, and the enhanced recovery of a fellow
human being. [ ]

Alexandra Vickers is a vp of
Crossroads Rehabilitation Systems
Inc., a home-based rehab program
contractor in Mount Lebanon, Pa.




ASK A CASUALTY ACTUARY

Stressed-out actuary
faults job rating study

A new book that rated 250
occupations indicated that
being an actuary is the best
job in America. Do you agree?

I would certainly agree that
being an actuary is one of the
most desirable occupations, as
“The Jobs Rated Almanac”
indicates. Whether it is the most
desirable is more open to
question than the book’s authors
would lead readers to believe.

In the book you refer to, which was edited by Les
Krantz and published by World Almanac, each of

include “lifting, pulling, pushing, standing,
walking, stooping, kneeling, crawling, climbing,
crouching and reaching.” The extent of these
demands was increased or decreased according to
the length of the average work week, exposure to
adverse weather and the need for stamina.

® Security.

Starting with the outlook score as a base, this was
increased for the extent of unionization and job
classification and decreased for the extent of
competitiveness, exposure to injury or death, and
current unemployment rates.

All in all, this in an interesting set of assumptions
that carries a high level of validity insofar as it
corresponds with the preferences of most workers.
The authors readily admit that there are always
special factors and personal preferences that may

Y

example, the book admits that there is a high level
of overlap between physical demands and stress.
Similarly, there is a high level of overlap between
outlook and security, since the latter starts with the
former as a base that is modified for certain positive
or negative factors.

The first table provides a comparison of the
rankings of the actuarial profession with other jobs
that are common in insurance companies, while the
second table provides the rankings for other
common occupations outside the insurance field.
Unfortunately, neither risk managers nor employee
benefit managers were included in the study, so we
are left to our own devices to figure out where they
would fall in the rankings. Given the underlying
assumptions of the book, it should not be surprising
that the typical risk or benefit manager’s job or

Rankmg of jobs commonly found
- in insurance companles ‘ ‘
~Rank within individual category

Physical Overall  Overall

250 occupations is ranked from best to worst in each
of six categories: environment, income, outlook,
stress, physical demands and security. For each
occupation, rankings in each of these six categories
were added to arrive at an overall score. The
actuarial profession ranked second in environment,
25th in income, fifth in outlook, 15th in stress,
fourth in physical demands and 22nd in security.
This gave the profession an overall score of 73,
which is significantly better than even the
second-ranked job of computer programmer, which
had an overall score of 185.

In contrast, migrant farmworkers ranked last,
coming in 235th in environment, 250th in income,
250th in outlook, 188th in stress, 243rd in physical
demands and 250th in security for an overall score
of 1,416! Surprisingly, NFL football players ranked
241st in the study. Although they ranked fourth in
income, they were rated 248th in environment,
243rd in outlook, 246th in stress, 244th in physical
demands and 245th in security. Obviously, in Mr.
Krantz’s rating system, money isn’t everything.

To understand the rating system, it’s important to
understand each of the categories and why different
jobs ranked high or low. Following are some of the
key assumptions behind Mr. Krantz's rating system:

e Environment.

It is better to have a shorter work week; to work

" Occupation Environment Income Outlook  Stress demands Security score rank
Actuary 2. : 5§ 15 4 22 73 1
Computer programmer 12 9 32 16 28 185 2

. Underwiter i 280 1005 62 (62  es . 52 364 24
Librarian 48 95 7 78 14 383 26

Attorney ) 32 28 i ¢ 604 83
Secretary - 81 7 7 - 81 49 - 88 650 96
Insurance agent o qee .. . 53 87 . G @2 661 100
Market analyst _ 8 691 109
Receptionist 100 : , 45 703 118

Safety inspector 92 719 122
Source: The Jobs Rated Aimanac
GRAPHIC BY JOHN J. BOHORQUEZ

Ranking of common jobs not

found in insurance companies

. Rank wnthm individual category =
Physical
Occupation Environment Income  Outlook Stress demands Securily

Hospital administrator 6 20 4 148 44 1
- Bank officer 5 78 34 86 12 4
Aerospace engineer 83 26 40 104 42 - 50
~ Architect 203 49 22 228 71 69
Registered nurse 172 122 26 215 137 . 76
Physician 21 85 67 216

Overall  Overall
score rank

223 6
271 11
345 21
642 92

748 129
761 131

indoors; not to be confined; not to have to do any
lifting, crawling or stooping; not to be exposed to
toxic fumes or noise; not to need a high level of
stamina; not to be put in life-threatening situations;
not to endure a high level of competition; and not to
work with the public.

® Income.

The higher the income the better, and the greater
the chance for raises, the better. The latter is
measured by taking the percentage differential
between the top salaries—defined as the 90th
percentile income in the field—and starting salaries.

® Outlook.

The most important factors are: the current
unemployment rate; the percentage growth in the
number of jobs in the field through 1995; salary
increase potential; promotion opportunities; and the
absence of seasonality in the work load.

e Stress.

The less stress the better. Stress is produced by
physical demands (lifting, stooping, climbing);
environmental conditions (confinement, noise, toxic
materials, pollutants); hazards, especially
life-threatening conditions; rigorous requirements
(speed, precision, detail, deadlines, quotas, initiative
and stamina); and the presence of adversarial
circumstances (advocacy, win-or-lose situations,
working with the public and competition).

® Physical demands.

The fewer the demands, the better. Such demands

Teacher 121 124
Travel agent 182 230
Retail salesperson 1510 217

. Truckdriver 169 151
Source: The Jobs Rated Almanac . 4

make one job more appealing than another. They
cite the example of the jockey or other sports
professional who gets a thrill from the activity, even
though the book’s rating system gives sports
professionals low marks.

It seems that there are some additional
considerations. Jobs with some variety in the level
of physical activity might be better than those with
very little activity. Boredom and restlessness can
easily occur when there is no variation in the type
of activity or the level of physical action. I find the
absence of physical activity in my work to be a
negative. I would argue that some level of physical
activity should be rated as positive, unless such
activity is hazardous or requires a high level of
stamina.

Additionally, some stress-inducing situations may
be necessary to counteract the potential for
boredom. Finally, some level of outdoor activity can
be a positive if one lives in an area where the
weather is usually pleasant.

It seems to me that the book’s rating system tends
to double- or triple-count a number of factors. For

144 38
170 103 i 112
199 45
101 105
192 203

776 137

933 170

947 177
1,191 236

108
180
234

GRAPHIC BY JOHN J. BOHORQUEZ

insurance company job would receive a
better-than-average ranking.

While one may easily quibble over small points
with any ranking system, the ratings assigned to
actuaries appear to be fairly accurate with one
glaring exception: stress. Without going further into
the precise definition of Mr. Krantz’s rating system,
a review of the ratings in the stress category leaves
me questioning the source or accuracy of this rating.

While it is true that there are some actuarial
positions that are quite low in stress, such positions
are becoming rare. “Backroom" actuaries who have
little contact with senior management or with a
questioning or hostile public are becoming quite
scarce. Certainly such a low stress ranking does not
apply to actuaries who are consultants! Company
actuaries and consultants who are active in giving
testimony at rate hearings are engaged in an activity
not unlike that of attorneys, whose stress rating is
226th. :

In addition, I believe the book’s stress rating is
inaccurate with respect to actuarial students who

Continued on page 34
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Actuarial stress

Continued from page 32

are holding down a full-time job while they are
studying 20 hours a week for three months prior to
each of 10 actuarial exams. Because the pass ratio
on such exams is often less than 40%, even for the
higher-level exams, the level of competition is
severe and the stress ratings should reflect that.

I find it difficult to believe that most actuaries
operate in a work environment where the stress
level is comparable to that of the average
pharmacist, janitor, file clerk, receptionist, piano
tuner or florist. But that is what the book’s stress
rating of 15th implies. A more accurate rating would
place actuaries near accountants (106th), market
analysts (149th), underwriters (62nd), aerospace
engineers (104th) or economists (124th).
Interestingly enough, if the actuaries’ stress rating
were adjusted to as high as 127th, they would still
rank first overall, just one point ahead of computer
programmers. Actuaries’ stress ranking would need
to be over 150 to drop to fifth place overall.

In reviewing the 22 factors used for rating stress, I

believe actuaries face average or
greater-than-average stress in the following areas:
deadlines, advocacy, detail, precision required,
speed required, meeting the public, working in the
public eye and competitiveness. This would seem to
imply a stress rating near the middle of the pack
rather than near the top.

I would change the book’s stress rating for
actuaries from 15th to 125th and its physical
demands rating from fourth to 50th because such a
low level of physical activity is less desirable than
moderate activity. Similarly, I would change the
environment rating from second to 50th for the same
reason. With these changes, the actuary’s overall
score would rise to 277, dropping the actuarial field
to an overall rating of 12th. How the rating would
change if the environmental and physical demands
ratings of all jobs were revised to my values would,
of course, require redoing the book. (]

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

Recession spurs loss

By Paul Fitzgerald

answers.

Ask A Casualty Actuary, Ask A Benefit Actuary,

Ask A Benefit Manager and Ask A Risk Manager
answer written questions from readers on risk and
benefit management issues and actuarial problems.

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

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

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

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

Mr. Sherman

prevention

Plans must adapt to quick changes

broken. When buildings are renovated,

CONOMIC UNCERTAINTY IS ON

everyone’s mind as we move
through the 1990s. Recession, high
levels of debt and unstable financial
markets are causing businesses to find
ways of minimizing unnecessary
expenses.

While the 1990s may be a time of
uncertainty and reduced capital
spending, it is also an opportune time
to invest in improving the policies and
processes that can protect corporate
assets—including loss prevention
programs.

Many property losses occur because
of unanticipated change. The storage
of new commodities, changes of people
involved in loss prevention, new
equipment and new government
regulations can all affect a business’
exposure to loss. In today’s business
environment, it is more important
than ever for companies to manage
changes like these.

Anticipating change is one of the
most difficult tasks that managers
have to factor into their plans.
Generally, businesses do factor change
into their plans in areas like
marketing, product development and
finance. The same concept is equally
applicable to loss prevention
programs, to ensure that business
assets are protected adequately at all
times, regardless of the changes that
occur.

Change can take many forms. The
retirement or loss of key individuals
within the loss prevention program is
one of the most frequently overlooked
areas of change. For example, frequent
turnover at a mining operation in a
remote location prevented the mining
company from keeping a full-time
operator at a fire-tube boiler. The
company was relying on the boiler’s
low-water cutoff to prevent a fire if
the water level fell too low during the
work day.

During an inspection visit, a
consultant discovered that the
low-water cutoff and alarm were not
operating properly. To prevent
disaster, the mining company flushed
and cleaned the boiler, replaced the
cutoff and installed a backup cutoff. .

in products, packaging, personnel

This significantly increased the safety
of the unattended boiler.

A changeover of equipment also can
increase the risk of property loss if the
change is not reflected in the
company'’s loss prevention procedures.
Sometimes the procedural changes
that are overlooked are quite simple.
In a recent visit to a corn milling
factory, for example, a consultant
discovered that the electrical relays
and circuit breaker protecting a steam
turbine had not been tested since their
installation four years earlier. The
facility’s superintendent agreed to
hayve all the breakers in the power
house calibrated and tested during the
next facility shutdown.

During the shutdown, the electrical
contractor found that several breakers
needed minor attention, but that the
new generator breaker was defective
enough to cause a costly interruption
of electricity in the facility, or even
damage to the expensive turbine
generator. As a result of this
experience, the corn milling facility
has placed generator relays and circuit
breakers on a documented three-year
inspection and testing program.

When companies incur large losses
from fires, the losses often occur
because of unrecognized exposures.
These exposures are, to a large degree,
“invisible.” A product’s material or
packaging may change in a way that
significantly increases combustibility,
but to the facility manager, it is the
same product.

Plastics are a well-known example
of this problem. Plastics bring many
advantages to a wide range of
products, especially consumer goods.
Over time, plastics have been
integrated into the designs of an
increasing number of products. But
because plastic has a higher heat
release rate than metal, such changes
in product significantly increase
combustibility, dictating new
protection.

Today, plastics are replacing paper

and paperboard in packaging, and

metal or glass in containers. As a
result, these containers may have
radically different fire protection
requirements compared to those of
five or 10 years ago. For instance,
plastics are used to contain a variety
of combustible liquids, like motor oil.
Because these plastic containers melt
under fire exposure and release
contents directly into a fire, the new
packaging markedly changes the fire
hazards associated with the products’
storage.

Even more insidious are changes
that affect a product’s combustibility
but do not change its external
appearance. Aerosol products are a
well-known example. In the 1970s, to
meet new environmental regulations,
nonflammable propellants in aerosol
cans were replaced by flammable
propellants. As a result, aerosol
products became easier to ignite when
damaged during normal handling.
This increased chance of ignition
likely contributed to several serious
aerosol storage fires of the last decade.

Product evolution is inevitable. New
materials are constantly being
developed, as are new applications for
them. Managing change involves
recognizing change, anticipating the
effects of change and then putting
preventive measures in effect to
minimize the exposure to loss before
the change takes effect.

When should change be considered
and managed? Ideally, it should start
with the initial product or plant
design. Product designers today
should seek the early advice of loss
prevention experts to help them
understand loss prevention measures
and reduce the hazards inherent in the
product. In many cases, this expertise
is available through their own
corporate risk management or loss
prevention departments. If not, advice
can be obtained from outside loss
prevention resources.

In the construction of new facilities,
property or loss prevention advice
should be sought well before ground is

management should seek to minimize
losses from activities like cutting and
welding.

Another factor in managing change
is to have an ongoing relationship with
the local fire service, to keep it
informed of plans, sprinkler systems
and any other loss prevention
mechanisms. When business and the
fire service work together to develop
pre-fire plans, they can significantly
improve the fire response, thereby
reducing fire losses and increasing
safety.

As 1992 approaches, companies and
manufacturers of products also will
need to respond to another type of
change: addressing how increased
international trade can mean less
control.

The lead time required to replace
parts in specialty machinery can be
devastating to a company if it causes
significant downtime. When a
company uses machinery
manufactured in another country,
spare part control and other
maintenance issues must be planned
carefully. The potential impact of loss
can be reduced if international
standards can be developed to permit
greater interchangeability of parts.
Third-party evaluators also can help
by evaluating products in terms of
international standards.

The future holds new challenges for
businesses and their senior
management. The key to maintaining a
safe, responsible and profitable
company is constant vigilance, a
sensitivity to change and the ability to
respond to change. In today’s
challenging business environment, the
need for planned response and a
well-thought-out loss prevention
program are more important than
ever.

Paul Fitzgerald is
president and chief
executive officer of
Factory Mutual
Engineering &
Research in Norwood,
Mass.
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Energy risks

Continued from page 27

sized, “‘are the big problem, where
you have this combination of very,
very large individual risk expo-
sures coupled with a lack of con-
trol over the geographical nature
of that risk.”

Further complicating that mix is
the “‘inappropriate mixture of
tails’* on the coverages in the
package, he said. “I don’t think the
issue is whether packages should
exist,’”’ he said. ‘‘The issue is
whether the network—which con-
sists of the client, the insurer and
his reinsurers—can cooperate to
produce a structure that makes
some kind of intelligent sense” in
insuring the exposures.

Problems in the XL market are
one reason insurers will retain
more risk and break up package
policies, Mr. Patrick said.

Those problems began when
players began crowding into the
reinsurance market, he explained.

It can be a very profitable field,
especially when losses are infre-
quent, he said. But during prosper-
ous times, underwriters can fall
victim to a false sense of secu-
rity.

“Writers tend to write the busi-
ness in a more and more frenetic
way with lower and lower prices
and greater exposures until to
everybody's amazement a major
loss comes along. And of course
there’s a problem in the industry.”

In recent years, those problems
have come in the form of such
losses as the 1988 Piper Alpha oil
platform explosion, costing $1.4
billion; Hurricane Hugo in 1989,
costing $4.3 billion; and European
windstorms in 1990, costing $10.1
billion (BI, Sept. 2).

When a large loss hits, not only
does it reach the XL market, but it
also makes its way to retrocession-
aires, Mr. Patrick explained.

In theory, he said, the retroces-
sion market “is the ultimate catas-

Houston seminar
features experts
in London market

HOUSTON—The Houston Ma-
rine Insurance
Seminar’s ac-
cent was deci-
dedly British
this year.

Four London
market experts
were featured at

trophe market” and should be af-
fected only by “very large losses”
because other losses should be re-
tained in the direct insurance and
first-tier reinsurance markets.
“Only the major catastrophes
should leak out into the retroces-
sions.”

That is not what’s happened in
recent years, Mr. Patrick said.
“What we've had is people buy-
ing excess-of-loss at lower and
lower levels’' and at reduced
prices, he explained,

As a result, hungry retrocession-
aires have taken on more risk, and
when losses arrive, they become
concentrated among the “handful
of major retrocession players who
are disinclined to understand the
nature of the risk they are tak-
ing.” On a global scale, reinsur-
ance capacity has shrunk because
reinsurers can no longer find as
much capacity from retrocession-
aires, he said. “That means the (re-
insurance) market is still there, but
it is smaller.” [ ]

Stable Markets for the
Pest Control Industry

The 90's are bound to present another tight
market. Brownyard stands on its record of
stability. For Pest Control Professionals, we ¢an
provide liability written on an occurrence
basis, Warranty coverage, Sudden & Accidental
Pollution Liahility, Care, Custody & Control,

No Deductibles and much more.

And it's all underwritten by an AM. Best
Rated A+ (Class XV) company.

That's stability your clients need.

Poised For The 90's

THE BIQWNYARD GROUP

21 Maple Ave., CN9175
Bay Shore, New York 11706-9175
In NY: (516) 666-5050, Outside: (800) 645-5820, FAX: (516) 666-5723
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S. Plus, vital statistics on all

Reserve__ copies

the gathering—
which is well-known for attracting
top speakers—Sept. 15-17 at the
Adam's Mark Hotel in Houston.

A Lloyd's of London update was
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BPLC — employee benefits — pension/refirement
Trevor F. Scutts, a retired Lon- plans — personnel — risk & insurance
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mittee member of the Institute of intemational employee benefits and/or risk

London Underwriters, spoke on management Account #
th;ita'gls St - Order the 1991/92 Business In’surance
e London excess-of-loss rein- fory oo Buyers v Dat
surance market was the topic of Direc Of?o mrafe utivi 1\'3}?0‘[ e B
a speech delivered to attendees by g?m HCAO5S bl eef)@?h esr ho Ol’of
Lloyd's underwriter Elvin Patrick. ectly re§:)|o|| sible for ?(pu chase t Signature.
And, Lloyd’s underwriter Ni- commercial insurance, risk managemen
cholas J. Metcalf outlined some of and employee benefits.
the marketplace activity during
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peakers discussed topics | inf o il 313, 1625,
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laws and compensation coverage
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Attendance at the 25th annual
seminar topped 1,000 for the first address
time.
While previous seminars were i city state Zp
sponsored by the Houston Mari- ‘ ; ;i
ners Club, this year's event was Mail fo: ‘ > phone

sponsored by Marine Insurance Se-
minars Inc., a non-profit organiza-
tion set up to hold the seminar.
Information on next year’s con-
ference, set for Sept. 13-15, is
available from Frank Wetzel at
713-840-9292. ]
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ILU’s role in London market
touted by former underwriter

By MICHAEL BRADFORD

HOUSTON—The Institute of Lon-

well-known asg
Lioyd’'s of Lon-
<= don, plays an im-
portant role ir
tke London ma-
rine and aviatior.
markets, a former
underwriter says.

“As important as Lloyd’s might be,
it is only on= part of Lh( Lnndrm in-

surance Co. L.td in Lond
The “internat.onal marne, energy
and aviatior business that flows into
London is being shared more cr
equally between Llcyd’s un-
derwriters and the companies form-
of London Un-
ing to Mr. S
who is also a retired 1LU committee

r. Scutts explained how the ILU
fits into the London market durirg
the Houston Marine Insurance Se-
minar earlier this month.

The institute is made ap of 114
compan:es tkat share space at a com-
mon fecility :n London.

In 19€0, ILU companies wrote pra-
miums cotaling 1.68 billion pounds
($3.24 hbillion at year-enc 1990
change rate), though claims totaled
2.73 billion pounds ($5.27 billion) (E1,

r. Scutts noted that of the 114
ILU members, 41 are British com-
artes and the remaining e ei-
branches of foreign insurers or
wned insurers based in the

market, it gener.

one insur antirely at

's or ut, rather, with
umber nf insurers from whatever
de-omination,” Mr. Scut:s explained.
Parts of one account, for exam-
ple, could be written by underwriters
at both the ILU and Lloyd’s.
although the two are considered
competit Scutts contended

HAVEN'T CHANGED
SINCE THEY WERE

PUT ON THIS FARTH. §

Common Platypus

To see how bonds have been written since the
beginning of time, stop by practically any stan-
dard surety company.

There you'll find exactly the same rigid approval
process that was around when cows were currency.
And that could make it extremely difficult to get your

client’s bond.

But at Amwest, we do things differently.
Our underwriters find innovative ways to
approve bonds, not reject them. Because surety is

Common Dragonfly

- ‘I

Common Surety Underwriter

our specialty, we can write just about any bond.
And since we're “A" rated and Treasury listed, we
will be there when you need us.

For the Amwest office nearest you, check
your Yellow Pages. We have 30 offices across the
country and are licensed in all 50 states. So we can
write your client’s bond no matter where they are.

Do you think other standard surety compa-

nies can say all that? Not
in a thousand years.

P Amwest

that in reality tk “have combined
their talent

London e

often identify themselves as
their stationery, Mr. Scutts
> often felt it would be more
accurate and helpful” if they would
add the ILU name to their letterhead.

There are ral key dlslmttmm
between the

Lloyd’s busir
vidual syndicates whose investors
pledge their personal wealth if
needed to pay claims. ILU un-
derwriters, on the other hand, are in-

nsurance companies that
s risks in the manner of Lloyd’s
syndicates but do not risk the same
unlimited liability
3 . Scutts noted, many
assumed L md the ILU were
“one dmi the same” because the ILU
2 ace at the Lloyd's build-
ugh, the ILU moved

-0 its own guarters.

The collection of 114 companies
in one location means insurers bene-
fit from lower expenses, including
costs related to busin acquisition,

his means that ILU com-
panies ;
in world insuran

Many insurers aspire to become
ILU members, he mitled but applica-
tion N_*quncnwnts “are not easily sa-
tisfied.” The ILU intends to maintain
its reputation and its record (»1 never

ing a memlm B ’

member, a wmpam* must:

® Have written marine and avia-
tion accounts in the London mar-
ket or in a arable market
abroad for at leas

an opmmn
the underwriting pr)l'
ment of the company

e Submit detailed business
projections for the next five years
along with information detailing its
financial strength and ownership.

® Pledge to honor all liabilities re-
lated to its ILU polici
as ‘th) > Jiabilities

“If the company
or another organization
has a substantial holding in it, an
unlimited guarantee must be given
to the ILU by that parent or ulti-
mate holding company.’

The ILU, Mr. Scutts said,
ognizes that it cannot
isolation,” but it “cert
significant and respc
the London insurance 1r

“rec-
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INTERNATIONAL

UNI Storebrand buys stake in Skandia

By MARIA KIELMAS

LONDON—Norwegian insurer
UNI Storebrand A/S has acquired
8.8 million shares, or 11.4%, of the
total equity in Scandinavia’s lar-
gest insurer, Skandia Group Insur-
ance Co. Ltd. of Sweden.

“The share acquisition is re-
garded as a long-term investment
in the largest Nordic insurance
group. It also ensures UNI Store-
brand a strategic position in any
discussion regarding the future
structure of Scandinavian insur-
ance,” said a spokesman for the
Oslo, Norway-based insurer.

The spokesman said there had
been no discussions so far about
the purchase with Skandinaviska
Enskilda Banken, Sweden’s largest
bank. Stockholm-based SEB holds
an option to purchase a 28.5%
stake in Skandia. That option is
due to expire in March 1992.

UNI Storebrand did, however,
discuss the move with a number of
other financial institutions, the
spokesman said. And it informed
both SEB and Skandia at the time
it made the purchase, he added.

Market analysts earlier this
month had speculated that SEB
may have increased its stake in

Skandia after 10% of the insurer’s
stock traded hands. Others sug-
gested that the mystery buver was
& Danish insurer or a continential
European company in anticipation
of the removal of caps on foreign
ownership of Swedish companies.

Sweden now caps foreign owner-
ship at 40%. But the Moderate
Party led by Carl Bildt, who be-
came prime minister after elections
earlier this month, has stated that
it would remove the ceiling as soon
as possible.

Skandia stock. which is listed on
the Stockholm Stock Exchange,
was trading at 183 krona ($29.83)

Brokers’ liability ruling

By WILLIAM PITT
and STACY SHAPIRO

LONDON—A recent ruling by
the House of Lords, Britain's high-
est court, dashes London brokers’
hopes that a notoriously gray area
of their liabilities might be clari-
fied once and for all.

The Law Lords refused to hear
an appeal from two insurance bro-
kers who were found by a lower
court to owe a duty of care to Pun-
jab National Bank as the assignee
of coverage placed on behalf of a
bank client in the early 1980s.

At issue in Punjab National
Bank vs. de Boinville and others is
the duty of care brokers owe to
third parties to whom a policy-
holder assigns its rights. A Com-
mercial Court ruling on this point
in January, delivered by Justice

LONDON

Hobhouse, was upheld by the
Court of Appeal in May. Although
the House of Lords refused to hear
the appeal, it may still hear the
plea once the rest of the case is de-
cided in the Commercial Court.

The brokers’ original client was
Esal (Commodities) Ltd., which is
now in liquidation. In the early
1980s, Esal sought to secure fin-
ancing arrangements for shipments
of various commodities to the
Sudan. Punjab National helped fi-
nance the shipments, ensuring that
Esal was paid even if letters of
credit, opened by the Bank of the
Sudan in Khartoum and payable in
London, were not honored.

As further security, both for it-

self and Punjab National, Esal ar-
ranged export credit insurance in
the London market to cover the
shipments. The cover was arranged
by two individual brokers, Nicolas
de Boinville and John Deere.
through five brokerages at which
they worked in 1982 and 1983.
These included Lloyd's of London
brokerages F.E. Wright (U.K.) Ltd.
and Fielding Juggins Money &
Stewart.

When Bank of the Sudan failed
to honor the letters of credit to
Esal, a claim was made with the
underwriters. Thev refused to pay.
however, on the grounds of mis-
representation and non-disclosure
of material facts.

Punjab National sued the indi-
vidual insurance brokers, as well
as the firms for which they worked,
on the grounds that they had

per share last week. At that price,
the stock purchase would be val-
ued at about $261 million, al-
though Skandia stock was trading
at around 245 krona ($39.94) when
the purchase was made, valuing
the deal at about $349 million.

The UNI Storebrand spokesman
said the acquisition was made with
its own resources, namely: 50%
contributed by life insurer Store-
brand Livsforsikrings A/S and 50%
from group holding company UNI
Storebrand A/S. The spokesman
declined to elaborate on the Nor-
wegian company’s future strategy
in the Scandinavian market.

A spokeswoman for SEB said the
bank hopes to reach a decision on
its Skandia option sometime this
autumn, but for now could not
provide any details. “We have
radio silence here on what is going

n,”’ she quipped.

SEB had originally planned to
create a bank-insurer group that
would particularly focus on life in-
surance, savings and asset manage-
ment, the spokeswoman said. “We
are now taking up new discussions
on the question of a merger or
some form of cooperation.”

Mikael Sjovall, a director at

Continued on page 40

in U.K. stands

breached their duty of eare to both
Esal and to Punjab National as the
policyholder’s assignee.

Before determining whether the
brokers had breached their duty,
the court had to determine whether
they owed a duty of care to Punjab
National as an assignee of the poli-
cies in any case, as the bank al-
leged. Justice Hobhouse concluded
that they did.

The main action against the bro-
kers is due to be heard in the Com-
mercial Court early in October.

Commenting on the House of
Lords decision, attornev Michael
Pugh of Barlow Lyde & Gilbert in
London, who specializes in bro-
kerage disputes, said that the duty
of care brokers owe to third par-
ties, such as assignees, remains a
“fairly uncharted area.'

Although Mr. Pugh has no direct

involvement in the case, he said it
is an interesting one because the
two brokers are being sued perso-
nally, which would lead to an ex-
pansion of brokers’ liability.

“It will be interesting to see
what the courts’ attitude will be in
future to the question of the per-
sonal duty owed by employees to
clients and third parties,” Mr.
Pugh said.

“It may add to the arguments in
favor of directors and officers lia-
bility cover in cases where claims
are not already covered by the
firm’s own errors and omissions in-
surance,”’ he said.

Willis Faber in Moscow

Willis Faber & Dumas Ltd., the
international and wholesale insur-
Continued on next page

Insuring space-related risks

NASA, insurers cooperate
to launch private projects

explained.

Exchange of information
on space technology sought

By GAVIN SOUTER

ROME—NASA is developing a closer rela-
tionship with commercial property/casualty
insurers as it increasingly joins private con-
cerns in space projects, an agency represen-
tative says.

Those space projects are covered by com-
mercial property and liability insurance ob-
tained by the space agency's private part-
ners, said General Counsel Edward Frankle.

In addition, NASA is arranging commer-
cial insurance programs that its private part-
ners in certain projects can tap to meet the
risk financing requirements the space agency
has established for those projects, he said.

The National Aeronautics and Space Ad-
ministration’s changing relationship with
commercial insurers is due to the space
agency’s changing role, Mr. Frankle said at
a conference on the insurance implications
for commercial and industrial activities in
space in the 1990s sponsored by Assicura-
zioni Generali S.p.A. in Rome earlier this
month.

Changes in U.S. laws also have led to a
closer relationship between NASA and in-
surers, Mr. Frankle said.

“Historically, U.S. government agencies
like NASA had little direct involvement with
the insurance industry. Under U.S. laws, the
money appropriated by Congress generally
was not available to insure government
property,” he said.

And, the government is protected against
most liability claims under sovereign immu-
nity law, Mr, Frankle said.

“All in all, it was a neat little package,” he
said.

But a new era in insuring government
space risks is emerging as NASA itself enters
a new era in its development, Mr. Frankle

“A new relationship between the govern-
ment and the commercial space industry is
developing. That new relationship puts
NASA in the role of a provider of goods and
services, in addition to its traditional role as
a purchaser,” he said.

NASA is increasing its involvement in
commercial activities partly due to the

Continued on page 40

By GAVIN SOUTER

ROME—Space coverage has come a long
way since its inception in the 1960s, but if it
is to progress further. greater cooperation
between insurers and the space industry is
needed, says a leading space insurer.

Until the space industry is able to commu-
nicate more information about the technical
aspects of space risks to insurers, insurers

The famous Fountain of Neptune in Rome, where Assicurazioni Generali hosted a
recent conference on the insurance implications of space developments in the 1990s.
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will be unable to more accurately assess
rates for space risks, said Eugenio Coppola,
chairman and managing director of Assi-
curazioni Generali S.p.A. in Trieste, Italy.

“There need to be frank, two-way discus-
sions between insurers and industry. Without
this, we will wander around in a semi-blind
state and the only way we will try to cover
our costs will be to demand higher premi-
ums,” he said.

Although information about space-related
risks has improved greatly over the years, he
said the space insurance industry still is un-
stable and rates are subject to great fluctua-
tion.

And competitive pricing among insurers
that is not based on valid technical informa-
tion could easily “upset the apple cart,"” Mr.
Coppola said at a conference on the insuz-
ance implications for commercial and indus-
trial activities in space in the 1990s.

The conference, which attracted 326 atten-
dees from 24 countries, was sponsored by
Generali in Rome earlier this month.

The exchange of technical information,
though, is not the only issue that could help
bring stability to the space insurance market,
Mr. Coppola said. An increase in the number
of insurers writing coverage for space risks
also would help, he added.

If there were an increase in the number of
companies or syndicates offering space cov-
erage, risks would be shared by more insur-
ers and the effect of a big loss on indi-
vidual insurers would be reduced, said Mr.
Coppola. That, in turn, “could lead to a re-
duction in premium and better coverage,” he
said.

New insurers would enter a market in
which the number of insurable launches is
gradually increasing, said Generali Joint

Continued on page 43



38 / Business Insurance, September 30, 1991

ln the 12th century, European merchants
began to pool their resources to protect them-
selves against financial loss suffered at sea.
Since that time, the primary motivation for
purchasing insurance has not changed: you
need to protect yourself against financial loss.

AFFORDABLE
CoVERAGE.

CQntin’enta! Underwriters, Ltd., offers you =
that financial security. We provide afford-
able coverage for any marine related risk,
large or small, conventional or complex, in
foreign or domestic markets, for multi-
national corporations or small fishing fleets.
Our rates are competitive. Our reputation is

well established.

Invest 15 minutes today. Call the marine
insurance specialists at Continental Under-
writers, Ltd.
writers, Ltd.

Continental @ e
Underwriters, Lid.

Correspondent, Lloyd’s of London
(504) 898-5300 Fax: (504) 898-5324

A BRIEF MESSAGE ABOUT INSURANCE )
PLACEMENTS FOR

Security Guards,
¢ Patrol Services,

¢ Detective Agencies,

Armored Car Service,

Alarm Monitoring and
Alarm Installation

For more than a decade CoverX Corporation has
continuously provided a stable insurance product
for the Security Industry. During that time many
companies and agencies professing to
“specialize" in this industry have come and gone.
In today’s difficult insurance marketplace most
are simply gone. COVERX CORPORATION IS
STILL HERE, providing that industry with custom
tailored GENERAL LIABILITY AND
PROFESSIONAL LIABILITY.

If you have current or pctential clients in the security industry whose long range interests lie in
obtaining a quality insurance product in a stable market then you owe them a CoverX quotation.

For further information or applications call or write . . .

COVER X CORPORATION

P.O. Box 5096, Southfield, Michigan 48086
Telephone: (313) 358-4010
Facsimile: (313) 358-2459

INTERNATIONAL

LONDON

Continued from previous page
ance subsidiary of Willis Corrcon
P.L.C., has been authorized to set
up a representative office in :he
Soviet Union.

The office will mainly handle
business for multinational com-
panies seeking coverage for their
Soviet operations, said Michael
White, territorial managing dirzc-
tor in London for Central Euro-
pean and Eastern Europe.

The representative office will be
in Moscow but future political de-
velopments may require offices in
other Soviet republics, Mr. Wkite
said. The authorization for the new
office was announced after last
month's failed coup led to calls for
independence for the republics.

The chairman of Ingosstraxh,
The Insurance Co. of the U.S.&.R.
Ltd., said at a conference earlier
this month that insurers and bro-
kers seeking entry into the Soviet
Union likely will now have to
apply for approval from each in-
dividual republic (see story, page
19).

The accreditation of Willis Faber
as an authorized insurance broxer
by the Soviet Ministry of Finance
follows more than a year’s negofia-
tions with the Soviet authorit.es,
Mr. White said.

Willis Faber already has an oper-
ation and staff in Moscow, which
up to now has acted mostly on an
advisory basis. A joint venture be-
tween the broker and Dynamic, a
Soviet computer company, had
been operating in Moscow since
last year. Without authorization,
however, Willis Faber could aot
obtain revenue from the venture,
Mr. White said.

The new operation will hav=s a
threefold purpose, he said.

“Primarily, it will service mrul-
tinational clients who have inter-
ests in the Soviet Union. Obviously
a lot of the business will be for
property risks where the ccm-
panies have obtained or are in the
process of obtaining premises in
the country,” Mr. White said.

The office also will help
strengthen the relationship W:llis
Faber has with the Soviet state in-
surers, Ingosstrakh and Gosstrakh,
he said. Willis Faber has had deal-
ings with Ingosstrakh for 60 years
and it currently places a portion of
the Soviet insurer’s pro-rata rein-
surance treaties, Mr. White said.

Thirdly, the new office could act
as the reinsurance broker for the
Soviet state insurers once they are
privatized, he said.

““There is currently about 17
billion pounds ($29.5 billion)
worth of non-life and life insur-
ance premiums paid to the Soviet
companies, and while we wculd
not be seeking to place that busi-
ness elsewhere, we would be seek-
ing to place catastrophe reinsur-
ance for the companies,” Mr. Waite
said.

It is too early to say what effect
the current Soviet political turmoil
will have on the Willis Faber oper-
ation, he said.

“We may find that we will reed
to seek accreditation in each of the
republies, but we don't know yet,”

( LARGE DOLLAR )
JUDGMENTS

You have paid your lawyer many thou-
sands of dollars to receive a piece of paser
that may be worth a lot of money. Do sou
want to find out if it is?

I investigate/evaluate and determine «ol-
lectibility of Judgments in the 9 contiguous
western states with face value of $250,000
upwards.

ROBERT A. WELLS

Licensed Financial Investigator

602-371-1720
\. J/

Mr. White said. “But whatever
happens, Moscow is the obvious
place to start from.”

Miller changes name

Lloyd’s of London broker Thos.
R. Miller & Son (Holdings) Ltd. is
formalizing its nickname by short-
ening its name to The Miller Insur-
ance Group Ltd.

The old name—created by Sir
Peter Miller, the broker's chair-
man, in the 1950s after he joined
the family firm—*"is a jolly clumsy
mouthful,”” said Sir Peter last
week.

Anyone who called the broker
was greeted by switchboard opera-
tors saying, ‘““Miller Insurance,” so
it made sense to shorten the name,
he said.

The name change will also help
stop the confusion between
Miller's and the protection and in-
demnity club manager Thos. R.
Miller & Co., which also was
founded by Sir Peter's great-
grandfather, Thomas Robson
Miller in 1902.

All of Miller's subsidiaries are
shortening their names. For exam-
ple, Thos. R. Miller & Son (Over-
seas) Ltd., which handles many
binding authorities in North
America, is changing its name to
Miller Overseas Ltd. And the
lengthy name of Thos. R. Miller
(Reinsurance Brokers) North
America Ltd. will become Miller
Reinsurance Brokers North
America Ltd.

In the last 40 years, the bro-
kerage has gown from “a tiny firm
to a large firm,” said Sir Peter,
employing more than 400 people at
year-end 1990 with total brokerage
revenues of 32 million pounds
($61.8 million at year-end ex-
change rates).

Many London brokers have been
interested in buying the firm, but
the partners and the employees,
who own the company through an
employee trust set up two years
ago, have decided not to sell. “It’s
much more fun” staying the way
we are, said Sir Peter.

The company instead has de-
cided to strengthen the areas
where it is strongest, like marine
liability and hull risks. For exam-
ple, Miller Overseas Ltd. is one of
the largest brokers in North
American binding authorities, said
Chris Eliot, head of the division.

The philosophy of the group in
the future will be “to continue to
be independent and a big player in
the game (that we know) and look
for new opportunities,” said Sir
Peter.

Lloyd’s marketing plan

Lloyd’s of London has launched
its first central marketing cam-
paign to show customers that
Lloyd’s is more than just a bunch
of underwriters insuring “exo-
tica.”

Lloyd's has been one of the 20
top brand names in the world, but
it has never flaunted its name cen-
trally, though it has been adver-
tised by individual brokers and
underwriters, said Andrew Du-
guid, head of market services at
the Corporation of Lloyd'’s.

Earlier this month, however, the
Corporation of Lloyd's announced
a central marketing campaign be-
cause “‘we're not as well known as
we’d like to be,” said Mr. Duguid.

The brochure being used to
launch the new campaign tells pol-
icyholders that Lloyd’'s can tailor-
make packages and can offer the
best deal that money can buy. It
explains what Lloyd’'s is and ad-
dresses some of its lesser-known
offerings, such as life, contingency,
professional liability, commercial
auto and accident and health in-
surance,

Lloyd's is also advertising for a
manager to coordinate its new
marketing activities. [ ]



Flattering though it is, the recent wave of
attention paid to us serves more to confirm
the soundness of a corporate strategy laid
down in 1982. From the beginning, our policy
has always been to seek out good, strong,
independent insurance agencies as affiliates.
Once on board, all we do is streamline their
accounting methods, take a look at their em-

ployee benefits program, and that's about it.

It seems the longer
you stay in the black,
the more you end up

in the spotlight.

After all, they were doing well enough before
we came along, so why interfere?

This simple philosophy enables us to
strengthen our national presence with each
new acquisition, while at the same time
offering our affiliates an increasingly broad
network of expertise with which to attract
and service more customers.

With over 40 offices across the country
our initial plan seems to be working fairly well.
And, much the same as when we take on a
new affiliate, we see little point in changing a

successful formula at this stage.
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NASA

Continued from page 37
insistence of Congress, he said.

For example, under the Launch
Services Purchase Act of 1990, NASA
i1s required to buy launch services
from commercial providers unless
one of four exemptions applies. And,
a 1991 law requires the agency to en-
courage the fullest ecommercial use of
space, Mr. Frankle said.

“l can’t claim to know now ex-
actly where these two new functions
will lead us, but I do know that we
will be doing more things commer-
cially and that if you look closely at
any modern commercial practice, you
don’t have to look far before you find
insurance,” he said.

For example, as required under the
Launch Purchases Act, NASA now
relies heavily on commercial expend-
able launch vehicles to launch its sat-
ellites. The launch service providers
buy their own property damage
packages to cover a series of
launches, and the cost of the insur-
ance is passed on to their clients—in-
cluding the government—through the
launch costs, he said.

Defense contractor General Dy-
namics Corp. of St. Louis, for exam-
ple, runs its commercial activities at
Cape Canaveral under an agreement
with NASA which requires it to buy
$50 million worth of property dam-
age insurance, Mr. Frankle said.

As for third-party claims, General
Dynamics had to show that its activi-
ties at Cape Canaveral had been
added to its $1 billion umbrella ca-
sualty policy and that the U.S. gov-
ernment was named as an additional
policyholder, Mr. Frankle said.

Mr. Frankle also pointed to
NASA's recent $184 million contract
with SPACEHAB for in-orbit use of
the SPACEHAB commercial module,
which is designed to be used aboard
the space shuttle in 1993. A substan-
tial portion of the fee is for insurance,
Mr. Frankle said.

Its insurance covers: pre-launch,
space flight, termination flight delay,
property/casualty and political risks.

Skandia stake

Continued from page 37
London-based securities broker
Kleinwort Benson Securities Ltd.,
said that Sweden’s current economic
difficulties make an outright merger
between SEB and Skandia unlikely,
unless there is outside financing from
other Swedish companies like auto-
maker A.B. Volvo or heavy construc-
tion and engineering firm Skanska
A.B.

In addition, the different share-
holder voting rights structures in the
two companies are incompatible, he
said. “Skandia has a democratic sys-
tem with very restricted voting
rights,” Mr. Sjovall said. In contrast,
SEB gives a disproportionate amount
of weight to votes cast by the Wal-
lenberg Foundation, which holds
only a 5.6% stake. Once Sweden’s
most prominent financial/industrial
family, the Wallenbergs founded
SEB.

In a separate development, a Skan-
dia spokesman said that the insurer’s
Colombian non-life subsidiary is for
sale.

Skandia has two wholly owned
subsidiaries in Colombia, life insurer
Cia. de Seguros de Vida Skandia de
Colombia S.A. and non-life insurer
Skandia Seguros de Colombia S.A.

“The life company will probably
stay with Skandia,” the spokesman
said.

Several companies have been in-
terested in acquiring the non-life
unit, including Commercial Union
P.L.C. of London, he said. However,
Commercial Union’s interest coin-
cided with a management buy-out
attempt by Skandia Colombia em-
ployees that fell through, he added.

The sale of the company “is a stra-
tegic decision,” the spokesman said.
“The total combination of companies
in Skandia is always under review,”
he explained. [ ]

But such extensive insurarce is
probably excessive, he said.

“I do hope that as we all learn to
love commercial space, we will be
able to back off from some cf the
more unique requirements which
seemingly apply to space ventures,”
Mr. Frankle said.

NASA also has arranged commer-
cial property/casualty insurance pro-
grams that its commercial space in-
dustry partners on certain prajects
can tap to ensure those firms are ade-
quately insured, Mr. Frankle said.

One case is when commercial com-
panies use NASA’s KC-135 aircraft
to carry out experiments in a weight-
less environment.

The extra flights needed to run
such tests meant that a substantial
amount of the aircraft’s risk exposure
was not related to the government’s
own missions, Mr. Frankle said.

NASA negotiated an insurance
program with Washington, D.C.-
based International Technology Un-

derwr.tzrs Inc. that prov:des tke
space agency’s partners $5( millicn
of liability coverage, $5 million for
aircraft damage and $1 milion per
person for crew members. The pre-
mium was akout 10% of the cost of a
KC-135 flighz, Mr. Frankle szid.

The commearcial users of the KC-
135 did not have to use the INTEC
facility, but they did have fo buy
insurance providing equivalert cov-
erage, he saic.

“Since the facility has bzcomz
availablz, we have entered six agrea-
ments with customers who wanted 32
flights, and all of them utilized the
facility,” Mr. Frankle said.

NASA also is working oa setting
up a prcgram that will provide cover-
age to tne commercial owners of the
payloads the shuttles carry.

A predecessor prograra has nzt
been needed since 1986, when the
Challenger shuttle exploded, tecause
no latar shustles carried commercial
paylozds.

However, this soon will change,
Mr. Frankle indicated. “With the first
fl:ght of ou- new orbiter, Endeavor,
in May 1992, we will be back in the
business of oroviding launch services
tc customers.”

And, between then and year-end
1933, nine more shuttls flizhts will
caTy commercial pavloads, he said.

Consequently, a new shuttle facil-
ity that wil_ provide $500 million cf
liability coverage is currenzly being
negotiated, Mr. Franzle said

Despite the increased insurance re-
guairements NASA has estab ished for
commercial entities that use NASA
facilities, the space ageney is unlikely
to insure its own spazecraft, he said.

[nsurance is not nacessarv because
most of the spacecreft are unique. Zf
oze is lost it is unlikely to ke rebuilt,
because technology will have ad-
vanced and scientists “won’t be able
wait around for a second shot at the
same missicn,” Mr. Frankle said.

However, where the spacecraft -s

not unique, insurance may be needed,
he said. For example, NASA is plan-
ning a replacement series of data
relay satellites, the Advanced Track-
ing and Data Relay Satellite System.

Mr. Frankle also pointed out that
the builder of the series might launch
the satellites into orbit. But, “if we do
that, it is not clear whether we would
permit the builder to buy, and charge
us for, insurance of the spacecraft
until we take title in orbit,” he said

Further into the future, the space
station Freedom may offer opportun-
ities to insurers, Mr. Frankle said.

However, insurance must take sec-
ond place to good risk management
techniques in reducing the cost of
operating in space, he said.

“As pioneers in space activity, one
of our major roles should be to define
and demonstrate good program and
risk management,” Mr. Frankle said.
If the space industry can achieve this,
it will show that it is stable and wor-
thy of insurance, he said. &




Business Insurance, September 30, 1991 / 41

INTERNATIONAL

Space explorers seek innovative insurers

By GAVIN SOUTER

ROME—Inncvation in the space
industry demands similar inncva-
tions from the insurance industry,
two lawyers say

High-value znd high-risk space
projects require new coverages that
will allay the fears of their financial
backers, the lawyers say. While some
new coverages have been developed,
like contingency insurance for space
risks, others are sorely needed.

However, “he complexity of some
new coverages already is leading to
a surge in contract disputes, one of
the lawyers contends.

The twc made their remarks dur-
ing a conference on the insurance
implications of commercial and in-
dustrial activities in space sponsored
by Assicurazioni Generali S.p.A. in

Rome earlier this month.

“The high risks involved in space
projects present significant chal-
lenges to the finance and insurance
communifies, requiring careful eval-
uation and often innovative solu-
tions,” said Peter Nesgos, a partner at
Haight, Gardner, Poor & Havens in
New York.

Those high risks are the result of
using high-value and often untested
equipment that usually is damaged
beyond repair if there is a launch
failure, he added.

Insurance has played a key role
in financing the risk of these space
projects, Mr. Nesgos said.

“Today, traditional property and
liability insurance policies, such as
pre-launch, launch and in-orbit first-
party insurance and product liability
insurance, have become mandatory

parts of most space project financ-
ings,” he said.

Before satellite manufacturers can
secure a line of credit, they fre-
quently must buy insurance covering
any construction delays or pre-
launch damage, he explained.

Manufacturers face other hurdles,
too. Before granting credit, lenders
often also require firm assurances
that launch insurance will be avail-
able, said Mr. Nesgos. Because this
usually means obtaining commit-
ments from insurers up to five years
in advance of a launch, satellite man-
ufacturers have frequently had prob-
lems meeting this demand, he said.

“In the mid-1980s, at a time of
significant adverse loss experience
and a reduetion in capacity, launch
insurance could not be bound ear-
lier than 90 days before launch,” Mr.

Nesgos recalled.

One solution, Mr. Nesgos sug-
gested, would be for insurers to pro-
vide financiers with a less binding
commitment, rather than a firm
guarantee of coverage.

Other innovations in insurance ar-
rangements also are required by sat-
ellite manufacturers and their back-
ers, according to Mr. Nesgos.

For example, he said, “one of the
greatest risks faced by financial in-
stitutions purchasing space equip-
ment in a tax-driven sale-leaseback
transaction is the residual value of
the equipment at the end of the lease
term.”

Those institutions need coverage to
protect them against unexpectedly
severe deterioration of satellite
values, he said. Such coverage is
common in the aviation market.

Risk Management is more than
an insurance buying decision.

The Risk Manager of the 90’s must
be concerned with broad, complex
issues of financial control and loss

prevention strategies. '

An insurance policy with Protection
Mutual provides more than insur-
ance against commercial property
loss. We develop a true partnership
with you by establishing the most
cost effective coverage and provid-
ing outstanding engineering service.
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fessional Risk Manager with an
unsurpassed level of confidence.
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And appraising the value of space
equipment to be insured, particularly
transponders, has often proved diffi-
cult because of a lack of experience,
Mr. Nesgos said.

Transponders, which receive radio
signals, are one of the most valuable
pieces of equipment on a satellite;
however, no insurer will now cover
lender’s risk that they will be under-
valued, he said.

Demand for such coverage would
be plentiful if an adventurous in-
surer would take on the challenge,
Mr. Nesgos said.

Some innovative forms of space-
related coverage are already on the
market, said Stephen Tucker, partner
at Mendes & Mount in New York.

One example is the contingency
risk coverage obtained to cover the
SPACEHAR project, he said.

SPACEHARB is a private company
that is manufacturing modules that
will fit into the payload bay of the
space shuttle, thereby quadrupling
the space available for experiments.
The modules contain compartments
that can be leased by scientists who
would otherwise be unable to do
their projects in space, Mr. Tucker
explained.

“If the space shuttle program were
to be somehow discontinued or se-
verely delayed, SPACEHAB would
have no way to protect its invest-
ments, repay its bank loans and
launch the specially tailored modules
into space,” he said.

But it has managed to buy insur-
ance to cover these contingencies, Mr.
Tucker said (BI, July 8).

The policy covers SPACEHAB in
the event of the shuttle flights being
discontinued; NASA failing to honor-
commitments to supply launch ser-
vices; the government canceling or
postponing the flights which will
carry the module; and the modules
not being delivered by the manufac-
turers, for reasons beyond the control
of the assured, he said.

About 150 insurers participate in
the contingency coverage with 80%
being written by Lloyd's of London
syndicates, he said.

One downside to the innovative
and complex new coverages is that
they often are the subject of con-
tract disputes, according to Mr.
Tucker.

“Issues in space insurance contract
disputes can furn on, in some cases,
understanding three-dimensional
motion of satellites in space. . .or, in
others, on an understanding of the
subtleties of how radio signals travel
through transponders aboard satel-
lites,” Mr. Tucker said.

Also, the technologies involved
with space risks develop so quickly
it is difficult for insurers to con-
sider all the future applications of
the risk they are underwriting, he
added.

“One need only consider that be-
fore Sputnik came on the scene in
1957, there were no man-made cb-
jects in space. Now there are thou-
sands,” Mr. Tucker said.

Three tried and tested approaches
help minimize the number of pro-
tracted contract disputes, he said.

First, risk assessments should be
performed by knowledgeable third
parties and these should be followed
by frank discussions between the
parties to the contract, Mr. Tucker
said.

Secondly, careful attention should
be paid to the legal effect of the con-
tract language, before contracts are
signed, he said.

Finally, when disputes do arise, the
parties should consider using alter-
native dispute resolution methods,
such as non-bmd.mg mediation, Mr.
Tucker said.

“Non-binding mediation iz often
effective in neutralizing hostility and
causes parties to be more realistic
about the strengths and weaknesses
of their cases, after hearing the views
of the impartial mediator,” he said. m
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Satellite loss rec

By GAVIN SOUTER

ROME—Satellite operators are not
doing enough to minimize their
losses, according to a leading oper-
ator.

If thev paid more attention to risk
management and quality control,
their satellite insurance costs could
be reduced significantly or, in some
cases, eliminated in favor of self-in-
surance, he says.

However, even if better risk man-
agement reduces insurance costs, the
sheer volume of future launches
should keep the space insurance in-
dustry soaring for years—as long as it
keeps up with demand, another satel-
lite operator said.

The satellite industry seems to find
a 15% to 20% loss rate either accept-
able or inevitable, said Frederick
Bartlett. vp-finance and administra-
tion fer Telesat Canada in Glouces-
ter, Ontario.

Some operators, for instance, order
more satellites than they actually
need. “In other words, they plan fail-
ures,” Mr. Bartlett said.

As zn industry, satellite operators

have compiled an unacceptable risk
management record, he said. His
comments came during a conference
on the insurance implications for
commercial and industrial activities
in space in the 1990s sponsored by
Assicurazioni Generali S.p.A. in
Rome earlier this month.

Telesat Canada’s risk management
program can give some operators
some pointers on reducing their
losses, he said.

Since launching its first satellite
in 1972, the company has done nine
other launches, using the Delta
rocket, the space shuttle and the
Ariane rocket, he said.

“Taking into account all the sat-
ellite programs we have worked on,
only one minor claim for $4.2 million
has been filed. I haven’t done the
mathematics, but it is less than 1%,”
of the value of the satellites, Mr.
Bartlett said.

Top-flight engineering teams are
at the heart of the Telesat Canada
risk management program.

“We have had to develop our own
expertise and we have implemented
specific programs to ensure that we

INTERNATIONAL

retain that body of knowledgzable
and competent people and have
taken steps to ensure that this exper-
tise and knowledge remains up-to-
date,” Mr. Bartlett said.

The next step is to ensure that
the satellites themselves are well de-
signed, he said.

Mr. Bartlett recommends investi-
gating the flight history of compo-
nents and giving preference to those
that have been proven in space.

Operators should also evaluate the
quality control efforts of satellite
manufacturers, he said. “To do so, we
have built into our contracts with
manufacturers reliability tests that
must be met and monitored by Tele-
sat engineers.”

Telesat Canada’s own experience
demonstrates the benefits of such
monitoring, he said. A few years ago
the company rejected & satellite
motor that was subsequently used on
another satellite and caused a total
loss when it failed. :

Operators also should ensure that
they have first-hand kncwledge of
the launch vehicles being used to
launch their satellites, he said.
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ord unacceptable: Operator

“Given the impcriance we place
on this aspect of cur program, yorL
can see why we do not favor in-orkiz
delivery of satellites,” e added.

To further reduce its risk of loss.
Telesat Canada has = one-vear over-
lap on its satellite replacement pro-
gram, so that a replacement will be
ready one year kefore it is actually
needed, Mr. Bartlett sa:d.

“The last step in the risk man-
agement program for launch is te
acquire launch insu~znce,” he said.

Once in orbit, however, the Tele-
sat Canada satellites are not insured.

There are two rezsans for this, Mr.
Bartlett contends: Such coverage is
too expensive, and it is unnecessary.
“We make a very sabstantial invest-
mznt in the many spare or back-up
systems in our spezcseraft. This in-
vestment is essentizlly our insurance
against an operat:onzl failure.”

A company emergency committes
is prepared to deal with an in-orbit
failure, he added. Twice a year, it
runs through a simulated failure.

Its risk managemert successes hav=
led the company ¢ -eview its re-
quirements for laurich insurance. Al-
tkough it still intends to buy ta=
coverage, if it corsiuders the terms
and conditions too harsh, the com-
pany will instead cpt to increase its
self—insured retenticn, he said.

To make sure thet insurance re-
mains an integral part of launch pro-
grams, it is necessary for operators
and underwriters to work closely to-
gether, according tc M-. Bartlett.

““We as operators must implement
camprehensive risk management
programs, and urderwriters must
find ways of rewarding operators
that institute such. programs and
have proven track records,” he as—

serted.

Another satellite operator agreec
-hat insurers havz to make some
changes in the way they approack
space-related risks.

Future space programs will pro-
vide vast new opportunities for in-
surers and a new approach to space
nsurance will be needed, said Lec
Mondzle, vp at Motorola Saellite
Z“ommrinications, a strategic business
anit of Schaumburg, Il.-based Mo-
:orola Inc. that is planning to set up
an extensive satellite network be-
-ween 1994 and 1997.

The Iridium satellite program wil
involve 77 satellites that will provide
7 million cellular telephone links and
20 million pager linxs, he said.

“It will requir2 a new way o?
thinking because it is larger in size
and scope than any program tha:
has been proposed before,” he said.

The first seven zatellites will be
launched in 1994, the remaining 70
will be launched during 1995, then
they will be deplcyed during 1994
and the Iridium service will begin
to be offered to customers during
1997, IMr. Mondale said.

The minimum number of launches
will be 14 and the combined cost of
the satellites and the launches will be
$3 bill:on, he said.

If it cannot secure adequate in-
surance capacity, the company will
self-insure its exposure rather than
postpcne the launches, Mr. Mondal2
said, because maintenance of the pro-
duction schedule is vital.

“Consequently, we will be asking
the launch business to think of new
ways to self-insure. and we will hava
to convince traditicnal space insurers
to think a little d:fferently to fulfil
their part in the program,” he said. &
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General Manager Benito Pagnanelli.
Although there was a slump in the
five-year average number of com-
mercial space launches between 1985
and 1990 following a series of fail-
ures—including the shuttle Chal-
lenger explosion (BI, Feb. 3,
1986)—the average for 1990-1995 is
expected to reach an all-time high of
15 launches per year, he said. :
And the insured values of the satel-
lites launched are increasing sub-
stantially, Ms. Pagnanelli said, noting
that “in the last 10 years, the values
insured have more than tripled.”

Consequently, the gross earned
premium income of satellite insur-
ers is also growing. During 1990, sat-
ellite insurers’ total gross premium
income was $400 million and, in the
first eight months of 1991, it already
had reached $223 million, Mr. Pag-
nanelli said.

However, the amount of claims
paid by insurers over the past 15
years has varied greatly, he said.

The claims statistics show *‘a peaks
and valleys trend that could be inter-
preted as indicating periods of great
care in the equipment design, manu-
facturing and testing of (space equip-
ment and hardware), which are fol-
lowed by some moments of

‘Good’ space risks
call for rate relief

By GAVIN SOUTER

ROME—Space launch un-
derwriters should restructure their
rating system to provide some rate
relief because the cost of space in-
surance is so prohibitive that it is
retarding advances in the space in-
dustry, satellite operators agree.

Space launch underwriters are en-
titled to a profit, but they should
radically restructure their rating sys-
tem so that owners of satellites made
by manufacturers with poor track
records pay the highest space launch
premiums, satellite operators main-
tain. )

That way, insurers would not have
to charge higher rates across-the-
board to make their profit, they said
during a conference on the insurance
implications of commercial and in-
dustrial activities in space in the
1990s sponsored by Assicurazioni
Generali Sp.A. in Rome earlier this
month.

Different rates for different poli-
cyholders would force operators and
manufacturers to improve their stan-
dards of quality control, and this
would lead to fewer losses, satellite
operators said.

The current budget constraints on
commercial space industries and gov-
ernment agencies means that there
often are insufficient finances to pur-
chase insurance for space projects,
said Hans Schimrock, head of risk
management at the European Space
Agency in Paris.

“Finding the money to pay insur-
ance premiums of 18% (of a satel-
lite’s value) is a real difficulty for
many customers,” he said.

Space launch insurance premiums
currently range from 17% to 20% of a
satellite’s insured value.

Rates would have to drop to below
10% of a satellite’s value before all
companies and agencies would find
insurance an attractive proposition,
Mr. Schimrock said.

“Only then could you say that if
you did not buy insurance it was a
failure of the management not to buy
insurance,” he said.

Mr. Schimrock recommended that
insurers find a way of making the
space industry more responsible for
its work, instead of charging all poli-
cyholders high premiums.

“Some manufacturers take advan-
tage of insurance simply because it
covers liabilities, which really they
should assume themselves,” he said.

Manufacturers would become more
responsible if insurers differentiated
between good and bad companies
when they establish rates, other
speakers urged.

And, insurers would benefit greatly
from making coverage available to
companies with improved loss rec-
ords, they said.

The cost of satellites has increased
greatly since they were first launched
in the 1960s, said Robert Perry, vp
and chief financial officer at COM-
SAT Communications Satellite Corp.
in Washington, D.C.

“Last month we launched Intel-
sat 6, which cost $250 million. This

compares with our satellite launched
back in 1965, which was known as
Earlybird and cost $7 million,” he
said.

The increase in costs reflects ad-
vancing technology, and this tech-
nology, as well as the number of
satellites, will grow at an even fas-
ter pace over the next 25 years, Mr.
Perry predicted.

“One of the key factors that will
help that growth will be competiti-
vely priced insurance,” he said.

Mr. Perry said he recognizes that
insurers need to make a profit from
space insurance underwriting. But,
insurers also should set different
rates for different types of buyers
if they are to make insurance at-
tractive, he said.

Companies involved in the space
industry that invest heavily in quality
control and technical expertise
should be rewarded with lower pre-
miums, he said.

“In the long term, this will lead
to fewer losses and more profits for
everyone,” Mr. Perry asserted.

While it is understandable that in-
surers have become more wary of
space risks, given the number of large
losses they have suffered in recent
years, they should become more ame-
nable to the notion of different rates
for different customers, agreed
Ramin Khadem, director of finance
and administration for the Interna-
tional Maritime Satellite Organiza-
tion in London.

“As a result of the losses, insur-
ers are giving much more attention
to the technical side of the risks than
they were before. So, now that they
have this increased knowledge of the
risks, why aren’t good programs
given better rates?’ he asked.

This also would help bring sta-
bility to the market, because the good
operators would still benefit from
lower rates even when bad operators
have produced large losses, Mr. Kha-
dem said. :

“What we have at the moment are
periods of stability which are fol-
lowed by a loss and then unjustifi-
able increases for all risks,” he said.

If differential rates were intro-
duced, there would be a dramatic
improvement in quality control in the
space industry, because companies
and agencies would strive to reduce
their insurance premiums by improv-
ing their loss record, Mr. Khadem
said.

Bad operators would not be able
to afford their insurance premiums
unless they improved their quality
control, he added.

INMARSAT is largely self-insured,
but it does have some commercial in-
surance in the form of coinsurance
arranged through Lloyd’s of London
broker Crawley Warren & Co. Lid,,
according to Mr. Khadem.

Although INMARSAT is willing to
buy some insurance for its risks, the
insurance market needs to go through
some fundamental changes if it is to
attract more buyers, he said.

GE American Communications Inc.
in Princeton, N.J., has launched 12

Continued on next page

rzlaxation, probably due fo an excess
of confidence during the industrial
process,” Mr. Pagnanelli said.

For example, in 1977, claim: for
the space industry totaled less :han
$5) million; in 1980, there were no
clzims; in 1985, the total exceeded
$350 million; then in 1987 the total
claims dropped to about $50 mil-
lion before surging to nearly 5400
million in 1990.

Over time, insurers have matured
in their reaction to the losses, Mr.
Pazgnanelli said.

“While in 1984-1985 the market
heavily reacted to a series of con-
sistent losses by increasing the
lzaunch premium rates from 7% to

8% to 15% to 16% and then to more
than 25% in 1985, the 1990 (losses)
witnessed a substantial maturity of
the insurance market which resulted
in a very moderate premium rate in-
crease,” he said.

The later increases were coupled
with requests from underwriters fer
more detailed and more promptly de-
livered technical information about
the risks covered, he added.

However, the current moderate at-
titude taken by insurers will only
remain intact if the space industry
resolves problems that have caused
failures over the past 18 months, he
cautioned. These recent problems
have included several satellite fail-

ures (BI, May 27; April 22; Jan. 14).

Insurers also are having to deal
with other changes in their claims
experience, Mr. Pagnanelli said.

“In the past, the majority of claims
were consequent to launch vehicle
failures. Presently, a significant por-
tion of claims are attributable to sat-
ellite underperformance. Fewer satel-
lite failures occurred in the past,
most notably because fewer space-
craft safely reached their final orbit,”
he said.

Now, space insurers are less con-
cerned about launch failures and
more concerned about in-orbit fail-
ures because of the improvements in
satellite technology, he said. [ ]
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spacecraft, and only one was
launched without insurance. That
was in 1975 when insurance rates
were 27% of the satellite's insured
value, said Walter Braun, senior vp-
government and technical operations.

At that time, space insurance was
nowhere near being fair, reasonable,
predictable or stable, he said.

“Buying insurance should not be
like playing roulette,” Mr. Braun
said.

However, the current space insur-
ance market is far from perfect. This
is deterring people from investing in
space because “‘businessmen hesitate
to make investments in an industry
when they are unable to predict what
their expenses will be,” he said.

Currently, satellite systems can
cost $600 million and, with insur-
ance rates in the region of 20% of
that value, investors are reluctant to
invest in the industry if they cannot
have some assurance of stability in
their insurance costs, he said.

“All members of the space indus-
try would benefit from programs
which would smooth out the insur-
ance costs,” Mr. Braun said.

To do this, underwriters should be-
come more involved in loss control,
he said.

“We can’'t do this, because we as
customers do not have access to each
other’s loss histories, but you as un-
derwriters do have that information,”
Mr. Braun said.

Underwriters could set up work-
ing groups of underwriting engineers
who could review satellite losses
without identifying the owners or
specific satellites, he suggested.

The information could then be
shared throughout the space indus-
try and loss control procedures would
become more sophisticated. [ ]

Space cover rates, terms debated

By GAVIN SOUTER

ROME—Buyers and underwriters
of space coverages are squaring off
on the subjeczs of long-term policies
and differential ratings.

Space insurance buyers contend
that underwr:ters should use differ-
enfial ratings that would reflect dif-
ferences in lcss experience between
customers anc should offer long-term
policies to help meet the demands of
projects that often take many years
to get off the ground.

Underwriters counter that such ac-
tions are imp:-acticable and could be
disastrous for insurers.

Several space industiry profes-
sionals aired their opinions in a
roundtable discussion at a confer-
ence on the irsurance implications of
commercial and industrial activities
in space. The conference, sponsored
by Assicurazioni Generali S.p.A., was
held here earlier this month.

Underwriters should use differen-
tial rates because that is what their
clients want, said Walter Braun, se-
nior vp-government and technical
operations at GE American Commu-
nications, a General Electric Co. unit
in Princeton, N.J.

“All sensible business starts with
listening to your customers’ require-
ments and socting out a way to meet
those requirements,” he said.

But varying rates based on assess-
ments of the risks involved would not
just benefit the space industry, he
said. Insurers would also stand to
gain premium volume because insur-
ance would become more attractive
to companies with good loss histories
that now self-insure, Mr. Braun said.

Also, loss experience should im-
prove under differential rates. “It

would exercise a self-control mecha-
nism on the insured and it would give
launchers and manufacturers an in-
centive to curb their losses,” he said.

An underwriter, though, contended
that differential rates do not offer in-
surers such clear-cut advantages.

“What are the advantages to us if
we double the number of clients we
have and then reduce our rates by
50%?" asked Hartmut Hesse, depart-
mental executive manager at Munich
Reinsurance Co. of Munich, Ger-
many.

Also, reducing rates would not nec-
essarily attract more clients from the
space industry, because some manu-
facturers and launchers would still
not buy coverage at the rates insurers
must charge to make a profit, he
said.

Insurers also would have difficulty
assessing which risks deserve lower
premiums and which ones deserve
higher premiums, Mr. Hesse said.

“Sometimes a piece of hardware
seems good and then it suddenly
fails,” he said.

And differentiation also means dis-
crimination against companies that
are considered bad risks, Mr. Hesse
said. This might lead an underwriter
to push himself out of the market if
he insists on a higher rate for those
customers that are deemed a bad
risk, he said.

“With only 15 to 20 launches a
year, once you have said ‘no’ three
or four times, your book becomes
less balanced and more like a Las
Vegas-style gamble,” Mr. Hesse said.

One way underwriters could help
reduce the element of chance in-
volved in insuring the space indus-
try is by becoming more involved
in quality control, said Charles

Lloyd, vp and managing director of
General Dynamics Commercial
Launch Services Inc. >f San Diegc.

“Underwriters should gather to-
gether and conduct a survey of
launch providers and satellite manu-
facturers and establ:sh a system of
best practices,” he said.

The information could then be
shared throughout the industry and
quality control wou'd be improved
across the board, Mr. Lloyd said.

Although this outzome weuld be
desirable, it could not possibly hap-
pen, another panel member said.

The notion of undarwriters desig-
nating the best practices is fatally
flawed because of the competition
between manufacturers and launch-
ers in the space industry, said Harold
Caplan, managing d:rector of Inter-
national Insurance Services Ltc., a
London consulting firm.

While there can be a general pool
of knowledge to some degree, com-
mercial rivalry among companies
means that not all of the knowl-
edge can be shared, he contended.

And insurers will not be able to
develop the in-depth expertise
needed to develop a system of the
best practices without the coopsra-
tion of manufacturers, Mr. Caplan
said.

“If there is a need for more in-
formation on the risks, it could ser-
haps be supplied by independent
consultants, but insurers are never
going to be in a position where they
will have the expertise to be involved
in the design process,” he said.

Buyers and underwriters also dif-
fered on whether advanced long-term
coverage—that would cover all
phases of a project over a long period
—should be offered.

Long-term coverage would cer-
tainly interest space insurance
buyers, said Richard Nausch, man-
aging director-aviation at Marsh &
McLennan Cos. Inc. in New York.

As with differential ratings, un-
derwriters should provide the cov-
erage because the client requires it
and insurers should always try to
meet the needs of their clients, he
asserted.

And, underwriters also would ben-
efit from writing such long-term cov-
erages, Mr. Nausch said.

“They would have guaranteed rev-
enue, they would be able to invest the
deposit premium, and if rates go
down, the rates already agreed would
be higher,” he said.

But long-term policies could not
be underwritten by Lloyd's of Lon-
don underwriters, argued Janet
Sadler, satellite underwriter in Lon-
don for the Ariel syndicate, which is
managed by Methuen (Lloyd's Un-
derwriting Agents) Ltd.

The capacity of Lloyd's syndicates
cannot be guaranteed years in ad-
vance because their capacity is deter-
mined by the number of members
who support the syndicate in a given
year, which annually changes.

Also, underwriters who could write
long-term policies would be unwill-
ing to do so because short-term tech-
nical changes in space hardware can
dramatically affect project costs.
Consequently, underwriters would be
unable to accurately value a long-
term risk, Ms. Sadler said.

And, if long-term policies were in-
troduced, underwriters could lose out
if future rates increase, she added.

“If industry has difficulty in pre-
dicting what will happen in the fu-
ture, how can we do it?" she asked. ®
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employers.

Subcommittee Chairman Pat
Williams, D-Mont., who insurance
companies heavily lobbied before
the vote, signaled his willingness
to try to develop a compromise
proposal before the full Education
and Labor Committee considers
the Berman legislation in late Oc-
tober.

“Members of this committee are
open to alternatives. We want to
craft a solution that does not dis-
rupt the insurance market,” Rep,
Williams said, conceding that he
was not certain that applying state
penalties to group health insurers
that mishandle claims is the right
approach.

“A month is plenty of time” to
work out a compromise before the
full committee votes on the bill,
Rep. Williams added.

Rep. Dorald Payne, D-N.J., also
voiced his misgivings about the
bill. “As we try to come up with a
remedy, we should take up every-
thing,” including how the legisla-
tion could affect health insurance

costs and availability, Rep. Payne’

said.

Except for Rep. Matthew Mar-
tinez, D-Calif., other Democratic
panel members generally voted for
the Bermar: bill without comment.
Rep. Martinez said that because of
the 1987 Supreme Court decision,
“insurers are free to do what they
damn well please.”

This mostly silent acquiescence
is a sign that Democratic support
for the legislation as written is wa-
vering and that they want a com-
promise, insurance industry lob-
byists say.

“I would use the word ‘cautious’
to describe how members feel
about proceeding,” assessed Paul
Dennett, director of congressional

relations in the government rela-
tions office of Blue Cross/Blue
Shield Assn. in Washington, D.C.

‘““Many Democrats expressed
their reservations or were silent.
There is a sensitivity to the cost
and litigation’ potentialities
created by the bill, according to
Mr. Dennett.

However, Rep. Williams warned
that if a compromise cannot be
reached, he will press for passage
of the Berman legislation as
drafted.

““The problem (of insurers not
paying legitimate claims) has got-
ten worse. We intend to fix it,”
Rep. Williams said.

But, insurers describe the Ber-
man bill as an answer in search of
a problem.

“What exactly is the problem?
We don't see any evidence of legiti-
mate claims being denied,” said
Marie Walsh, assistant Washington
counsel for the Health Insurance
Assn. of America in Washington,
D.C:

Ms. Walsh added that penalties
under ERISA are adequate to en-
sure that bona fide claims are
paid.

Insurers are reluctant to say this
soon in the legislative process
whether they will drop their oppo-
sition if a compromise bill is pro-
posed.

“T wouldn't expect any group to
say it is willing to compromise
when it isn’t clear if the bill, in its
current form, stands a good chance
of passage,” according to Frank
McArdle, a consultant in the
Washington, D.C., office of Hewitt
Associates.

Insurers, though, are willing to
say that they will never drop their
opposition as long as the bill elimi-
nates ERISA pre-emption of state
penalties, like punitive damages,
for improper claims handling.

“When you talk about punitive

damages, there is not mucl room
for compromise,” said St art J.
Brahs, vp-federal government re-
lations in the Washington. D.C.,
office of The Principal Firanecial
Group, a diversified financial ser-
vices company.

As the bill currently is written,
“we will fight the bill to the (House
and Senate) floor if we have to,”
Ms. Walsh said.

“Certainly, we will seriously
consider Rep. Williams’ invitation
to discuss the legislation. But we

health insurance premiums, con-
curred Rep. Richard Armey, R-
Texas. .

That would put the cost of cover-
age out of reach for more employ-
ers and increase the number of
workers without health insurance,
he said.

Approximately 34 million
Americans now lack health insur-
ance. More than two-thirds of the
uninsured Americans are either
employed or are dependents of un-
insured employees.

‘Members of this committee are open to
alternatives. We want to craft a solution
that does not disrupt the insurance market,’
says Rep. Williams. ‘A month is plenty of time’ to
work out a compromise, he adds.

cannot and will not compromise on
weakening ERISA’'s broad pre-
emption,” said Michael Romig, se-
nior counsel at the American
Council of Life Insurance in Wash-
ington, D.C.

During the subcommittee debate
last week on the Berman bill, Re-
publican panel members warned of
a litigation explosion if group
health insurance claims handling
practices are opened up to state
penalties, like punitive damage
awards.

Rep. Marge Roukema, R-N.J.,
predicted that enactment of the
Berman bill would be a “boondog-
gle"” for plaintiffs’ attorneys with-
out really helping plan partici-
pants.

And, increased litigation ‘“‘would
cause premiums to skyrocket. It
could be a real can of worms,” said
Rep. Bill Barrett, R-Neb.

“It will ignite an explosion of lit-
igation,” leading to higher group

“At a time of rising health care
costs, (enactment) of this bill is the
last thing we should do,” Rep.
Armey said.

Rep. Roukema said the Berman
legislation would crack the basic
foundation of ERISA: the pre-
emption of state laws that relate to
benefit plans in favor of uniform
federal rules.

“The legislation fundamentally
disrupts the foundation of ERISA:
federal pre-emption. which Con-
gress included in ERISA to encour-
age employers to offer benefit
plans, according to Rep. Roukema.

Other panel members said that if
ERISA pre-emption of state unfair
claims practice laws is eliminated,
it could start a new legislative as-
sault against ERISA pre-emption.

“Chipping away at ERISA pre-
emption causes me great concern.
There are 50 different state legisla-
tures that would love to meddle
with ERISA plans. My concern is

what is next,”” said Rep. John
Boehner, R-Ohio.

Panel members also said that
certain provisions in the Berman
bill are vague and, unless clarified,
could expose employers that self-
insure their health care plans to
punitive damage awards,

For example, the Berman bill
says that nothing in ERISA shall
exempt an insurance company or
other insurer from state statutory
or common law that provides re-
medies against insurers in admin-
istering an employee benefit plan
or processing claims.

“I don’t know what ‘other in-
surer’ is. It must be something
other than an insurance company.
It certainly is confusing,” said Rep.
Harris Fawell, R-T11.

Benefit experts earlier said that
without a more specific definition
in the legislation, an employer that
self-insures and self-administers
its health care program could be
considered an insurer and subject
to state unfair claims practices
laws.

Meanwhile, two high-ranking
Bush administration officials last
week signaled the administration’s
opposition to the Berman bill.

The legislation “purportedly ad-
dresses ‘problems’ that have not
been substantiated, and (they) cer-
tainly do not warrant such drastic
legislative solutions,” said Labor
Department Secretary Lynn Mar-
tin and Health and Human Ser-
vices Secretary Dr. Louis Sullivan
in a joint letter to Rep. Williams.

“The problem of rising health
care costs is an issue for all em-
ployers, particularly small busin-
esses, and the nation as a whole. At
a time when the administration is
struggling to find ways to address
the problem of access to affordable
health care, it seems counterpro-
ductive to add to the cost of”
health plans, the letter said. [ |
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OCTOBER

OCT. 7-8. Determining Surp_us
Needs Through Risk-Based Capi-
tal Formulas conference in New
York City, sponsored by Executive
Enterprises Inc.; $1,045. Executive
Enterprises Inc., 22 W. 21st St., New
York, N.Y. 10010-6904; 800-831-
8333; 212-645-7880.

OCT. 7-8. How To Audit Your In-
surance Program: Getting Yeur
Money’'s Worth seminar in New
York City, sponsored by the Ameri-
can Management Assn.; $850 for
AMA members; $980 for non-mem-
bers. Also Nov. 14-15 in Boston;
Nov. 18-19 in Atlanta; Deec. 9-1C in
Los Angeles. AMA, P.O. Box 219,
Saranac Lake, N.Y. 12983; 518-891-
00865.

OCT. 7-9. The Corporate Retire-
ment Benefits Conference in
Brookfield, Wis., sponsored by the
International Foundation of Em-
ployee Benefit Plans; $690 for IFEBP
members; $765 for non-members. In-

ternational Foundation of Employee
Benefit Plans, Registration Depart-
ment, P.O. Box 69, Brookfield, Wis.
53008-0069; 414-786-6700.

OCT. 7-9. National Risk Retention
Assn. Annual Meeting in Washing-
ton, D.C.; $550 for members; $700 for
non-members. NRRA, Box 1740, 3421
M St. N.W., Washington, D.C. 20007;
800-999-4505.

OCT. 7-9. Environmental Regula-
tion Course in Beverly Hills, Calif.,
and Virginia Beach, Va., sponsored
by Executive Enterprises Inc.; $1,045.
Also Oct. 16-18 in New York City
and New Orleans; Oct. 21-23 in Chi-
cago and Seattle; Nov. 6-8 in Albu-
querque, N.M., and Cleveland; Nov.
13-15 in Atlanta and Washington,
D.C; Nov. 18-20 in Boston; and Prin-
ceton, N.J.; Dec. 4-6 in Charlotte,
N.C.; Dec. 9-11 in Philadelphia and
Indianapolis; and Dee¢. 10-12 in Ho-
nolulu. Executive Enterprises Inc., 22
W. 21st St., New York, N.Y, 10010-
6904; 800-831-8333; 212-645-7880.

OCT. 7-11. The Fundamentals of
International Employee Benefits
in Brookfield, Wis., sponsored by the

International Foundation of Em-
ployee Benefit Plans; $1,050 for
IFEBP members; $1,175 for non-
members. International Foundation
of Employee Benefit Plans, Registra-
tion Department, P.O. Box 69,
Brookfield, Wis. 53008-0069; 414-
786-6700.

OCT. 7-11. Public Risk Manage-
ment Assn. 1991 Fall Government
Risk Management Seminar in Or-
lando, Fla.; $525 for PRIMA mem-
bers; $625 for non-members. PRIMA,
1117 N. 19th St., Suite 900, Arling-
ton, Va. 22209.

OCT. 8. Back to Basics on Surety
Bonds seminar in Burbank, Calif.,
sponsored by the Insco/Dico Group;
$19.95. Also Oct. 15 in Fresno, Calif.
Tim Mitchell, Insco/Dico Group, 800-
782-1546.

OCT. 8. Where Are the Changes?
In-Depth Review of the Commer-
cial Property Policy workshop in
Lansing, Mich., co-sponsored by The
Society of Chartered Property & Ca-
sualty Underwriters and the
Mid-Michigan chapter of the Society
of CPCU; $80 for society members;

PUBLIC ENTITY INSURANCE PROGRAM

FOR:

CITIES » TOWNS ¢ COUNTIES » TOWNSHIPS ¢ SPECIAL DISTRICTS ¢ POLICE DEPTS.

Liability Carrier:
Property Carrier:

Excess Carrier:

S S e O G D e s

Best Rated A + XV
' Best Rated A + XV

e R e e T A

Providing Competitive Pricing & Broad Coverage including:

General Liability e Public Officials

Police Professional ¢ E & O ¢ Automobile

Excess Liability e Property

Special Program for Self-insured Retentions

Contact: American Risk Pooling Consultants
P.O. Box 5088, Southfield, Ml 48086
Phone: (313) 358-4010 Fax: (313) 358-2276

$90 for non-members; lunch is $8.
Tricia Hogan, Continuing Education
Coordinator, The Society of CPCU,
720 Providence Road, P.O. Box 309,
Malvern, Pa. 19355; 215-251-2773

OCT. 8. Flexible Benefits: New
Options for Non-Profit and Public
Sector Employers seminar in Chi-
cago, sponsored by the Employers
Council on Flexible Compensation;
$185 for ECFC members; $195 for
non-members. Also Nov. 12 in Cen-
ver. ECFC Conference Center, De-
partment 5063, Washington, Iv.C.
20061-5063; 202-659-4300.

OCT. 8-9. Safeguarding Yeur
Rights in Reinsurance Agree-
ments conference in New York City,
sponsored by Executive Enterprises
Inc.; $1,045. Executive Enterprises
Inc., 22 W. 21st St., New York, INY.
10010-6904; 800-831-8333; 212-€45-
7880.

OCT. 9. Storage Tanks and Ware-
housemen’s Legal Liability se-
minar in New York City, sponsored
by the Inland Marine Underwriters
Assn.; $100. Also Oct. 15 in Newton,
Mass.; $50. Karen Sherbine, IMUA,
14 Wall St., New York, N.¥. 10905;
212-233-7959.

OCT. 9. Human Resource Manage-
ment Systems Technology sem.nar
in Chicago, sponsored by GENESYS
Software Systems Inc.; no charge.
Also Oct. 10 in Milwaukee; Oct. 16

" in Toronto; Oect. 17 in Calgary, Al-

berta; Oct. 23 in Detroit; Oet. 24 in
Cleveland. Jayna Smith, GENESYS,
5 Branch St., Methuen, Mass. 01344;
508-685-5400, Ext. 3080.

OCT. 9-11. New Offshore Finance
Legislation in the Turks and
Caicos Islands conference in Provi-
denciales, Turks and Caicos Islands,
sponsored by KPMG Peat Marwick;
$375 for offshore delegates; $275 for
island residents. KPMG Peat Nar-
wick, P.O. Box 357, Providenciales,

Turks and Caicos, British West
Indies; 809-946-4613.

OCT. 9-12. 13th Annual Meeting
and Educational Conference of
the American Society for Health-
care Risk Management conference
in Mashville, Tenn.; $450 for ASHRM
members; $520 for non-members.
Bari Johnson, ASHRM, 840 N. Lake
Shore Drive, Chicago, Ill. 60611; 312-
280-6403.

OCT. 9-12. National Conference of
the American Society of Char-
tered Life Underwriters & Char-
tered Financial Consultants in
San Francisco; $399 for ASCLU &
ChFC members; $499 for non-mem-
bers; $195 for spouses; $379 for stu-
dent members. American Society of
CLU & ChFC, 270 Bryn Mawr Ave.,
Bryn Mawr, Pa. 19010-2195; 800-
392-6900.

OCT. 10-11. Financial Reinsurance
Agreements conference in New
York City, sponsored by Executive
Enterprises Inc.; $1,045. Executive
Enterprises Inc., 22 W. 21st St.,, New
York, N.Y. 10010-6904; 800-831-
8333; 212-645-7880.

OCT. 10-11. ERISA Litigation
Conference in San Francisco, spon-
sored by Prentice Hall Law & Busi-
ness; $675. Also Feb. 13-14 in Or-
lando, Fla. Prentice Hall & Business,
270 Sylvan Ave., Englewood Cliffs,
N.J. 07632; 800-223-0231.
e

The Datebook is compiled from no-
tices sent to Business Insurance.
Notices should be sent at least eight
weeks in advence to Datebook,
Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611-2590. Please in-
clude the price, if any, of the meet-
ing and information on registration
for interested readers. Business In-
surance reserves the right to select
meetings of most interest to its read-
ers and cannot guarantee that no-
tices will be printed.
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o ‘The Employee Handbook
for a Healthier Lifestyle,” pub-
lished by the International Foun-
dation of Emplovee Benefit Plans,
inclades information on exercise,
personal habits, weight loss and
suggested schedules for medical
exams and screenings. The 97-page
book is available for $13 to IFEBP
members, $15 for others. Discounts
are available for bulk orders. Paub-
lications Department, Interna-
tional Foundation of Emplovee
Benefit Plans, P.O. Box 69, Brosk-
field, Wis. 53003-0069; 414-786-
6700.

® The Occupational Safety and
Health Administration has pub-
lished a new book that contains
safety and health standards for
construction work as well as gen-
eral industry standards that may
apply to construction work.

The volume, OSHA No. 2207,
stock number 029-016-00122-1, is
available for $21. Superintendent
of Documents, Congressional Sales
Office, U.8. Government Printing
Office, Washington, D.C. 20402;
202-783-3238.

® “Product Liability in the
United States: A Primer for
Manufacturers and their Em-
ployees,” published by the law
firm of Perkins Coie, provides
basic information about product
liability laws and measures that
may reduce liability exposure. Sin-
gle copies are available at no
charge to any manufacturing com-
pany. Additional copies are $11.95
each. Direct requests in writing en
company letterhead to Keith Ger-
rard, Perkins Coie, 1201 Third
Ave,, Seattle, Wash. 98101-3099.

® The International Risk Man-
agement Institute Inc. recently
published the fourth edition of the
CGL/WC *“Classification Cross-
Reference.” The reference book
includes the latest changes to
workers compensation classifica-
tions, new non-profit CGL classifi-
cations and a cross-reference be-
tween workers comp classifica-
tions and Standard Industrial
Classification codes.

The 85-page publication costs
$2£.95; discounts are available for
bulk orders. International Risk
Management Institute, 12222 Merit

Drive, Suite 1660. Dallas, Texas
75251-2217; 800-827-4242.

e “Legal Liability for Cost
Containment Strategies,” a dis-
cussion paper published by the
New York Business Group on
Health Inc., reviews the potential
liability employers may incur as
they attempt to slow the escalation
of health eare costs. The paper re-
views applicable case law and dis-
cusses various cost containment
strategies. like excluding coverage
of experimental treatments. Copies
are available for $12.50 each. New
York Business Group on Health,
622 Third Ave., 34th Floor. New
York, N.Y. 10017-8763; 212-808-
0550. -

e “The Misrepresentation
Case: In a Changing Life &
Health Insurance Climate,”
published by the American Bar
Assn.’s Tort and Insurance Prac-
tice Section, contains several
essays that explore the current
legal climate for insurers in cases
in which the policyholder has
misrepresented or concealed facts
about smeking, AIDS, substance
abuse and mental iilness. The 98-
page book is available for $54.95;
$29.95 for TIPS members. Ameri-
can Bar Assn., Order Fulfillment
519. 750 N. Lake Shore Drive. Chi-
cago, I1l. 60611; 312-688-5555.

® “The Impact of Consumer
Activism on the Insurance In-
dustry,” a compilation of 17 arti-
cles recently publisked by The So-
ciety of Chartered Property &
Casualty Underwriters, traces the
consumer movement in insurance.
Different authors discuss the im-
pact of consumer activism on
Proposition 103, the McCaxran-
Fergusen Act and the Unfair
Claims Settlement Practices Act.
Copies are available for $29.95
from The Society of CPCU, Com-
municat:ons Department, P.O. Box
3009, Malvern, Pa. 19355-0709;
215-251-2743.

@ A new brochure discusses the
risks employers face if they opt
out of the Texas workers com-
pensatien system. Copies of “The
Dangers of Going Bare” are avail-
able at no charge from the State
Board of Insurance, Publications

(009-10), P.O. Box 149104, Austin,
Texas 78714-9104; 800-252-3439.

® The publication, “Profile of
DI Beneficiaries Who Return to
Work,” is a summary of the Men-
ninger Return to Work Centers’
two-vear project to develop a se-
lection process to identify appro-
priate candidates for vocational
rehabilitation. Copies of publica-
tion TMF-I017-60R are available
for $33 from Menninger Return to
Work Centers, 700 Jackson, Suite
900, Topeka, Kan. 66603; 800-678-
0633.

® The International Risk Man-
agement Institute Inc. recently
published its fifth edition of the
“Glessary of Insurance and Risk
Management Terms.” The glos-
sary defines more than 1,300 insur-
ance and risk management terms
and more than 500 abbreviations
and acronyms. The book also con-
tains a directory of state insurance
departments and more than 90 risk
management and insurance organi-
zations and associations. The glos-
sary costs $18; discounts are avail-
able for bulk orders. Internafional
Risk Management Institute, 12222
Merit Drive, Suite 1660, Dallas,
Texas 76251-2217; 800-827-4242,

¢ “Workers’ Compensation in
Minnesota: An Administrative
Inventory,” recently published by
the Workers Compensation Re-
search Institute. describes how the
workers comp system in Minnasota
works. The 118-page book also
notes possible changes to the sys-
tem that might result in reduced
costs. Copies are available for $20.
Request publication No. WC-91-1
in writing from the Workers Com-
pensation Research Institute, 245
First St., Suite 1402, Cambridge,
Mass. 62142; 617-494-1240.

® Tips on what manufacturers
and their employees can do to
avoid litigation are included in the
“Product Liability Guide for
Manufacturers.” The 20-page

booklet includes a litigation '

checklist for laymen, tips on work-
ing with insurance companies and
a glossary. Copies are available for
$3. Hand Tools Institute, 25 N.
Broadway, Tarrytown, N.Y. 10591;
914-332-0040.

® The Occupational Safety and
Health Administration has pub-
lished a revision of the booklet

“All About OSHA.” The 48-page
booklet also contains details on
new penalties and updates provi-
sions for federal employees as well
as employees of state and local
governments. Single, free copies of
the volume, OSHA No. 2056, are
available from the agency’s re-
gional offices or write OSHA Pub-
lications Office, Room N 3101, U.S.
Department of Labor, Washington,
D.C. 20210; 202-523-8151.

e “Risk Management, Practi-
cal Ideas and Applications,” a
guide by Edward W. Siver for
small to medium-sized firms, de-
scribes basic risk management
techniques and concepts. It also
discusses implementing a risk
management program; asset, in-
come and liability risks; risk fi-
nancing, loss control and the insur-
ance marketplace. The guide
includes a 60-question checklist
designed to help evaluate a risk
management program’s effective-
ness. Copies are available for $9.95
from Risk Management Society
Publishing, 205 E. 42nd St., New
York, N.Y. 10017; 212-286-9292.

® A new videotape on workers
comp reform is available from the
American Insurance Assn. The 12-
minute tape, “Workers’ Compensa-
tion: Restoring the Balance,” fea-
tures an injured worker's experi-
ence with the system and examines
workers comp reform. Copies of
the video are free for AIA members
and $15 for non-AIA members.
Contact the Publication Depart-
ment, American Insurance Assn.,
202-828-7197.

® “Rupp’s Insurance and Risk
Management Glossary” defines
more than 4000 insurance terms
and 300 acronyms. The glossary in-
cludes more than 10,000 cross ref-
erences that direct the reader to
synonyms and related terms. The
reference alsc includes the French,
German and Spanish equivalents
for key terms Copies are available
for $29.95 from NILS Publishing
Co., 21625 Prairie St., Chatsworth,
Calif. 91311; 800-423-5910.

¢ “Insurance Fraud, A Con-
sumer Alert,” published by the
Insurance Crime Prevention Insti-
tute, helps alert consumers to in-
surance fraud schemes. The book-
let discusses staged auto accidents,
slips and falls and fraudulent re-
pair shops. For a free copy of the

booklet, call 800-221-4934.

® A 10-page booklet discussing
proper seating posture, keyboard
position, terminal adjustment and
proper location of auxiliary office
equipment is available from Ham-
ilton Sorter Co. Inc. For a free copy
of “Ergonomics—The Human
Factors,” contact Jim Weisberg,
marketing director, Hamilton
Sorter Co. Inc., P.O. Box 18008,
Fairfield, Ohio 45014-0008; 800-
543-1605.

o “Insuring Underground
Storage Tanks,” a moncgraph
prepared by the Academy of Pro-
ducer Insurance Studies, examines
the scope and impact of federal
standards governing the operation,
maintenance and liability of un-
derground storage tanks. Copies
are available for $10, plus $1.50
shipping and handling. Contact
Jim Cuprisin, 800-326-2771.

® “A Guide to Catastrophe
Preparedness’ is now available
from the Independent Insurance
Agents of America. The guide in-
cludes sections on contingency
plans for alternate premises,
claims handling, developing a re-
ferral list of contractors after a
natural disaster and a public rela-
tions guide. Copies are available
for $14.75. Contact the Indepen-
dent Insurance Agents of America
at 800-221-7917

® ““1990-1991 Directory of
Health Care Coalitions in the
United States’ is available from
the National Business Coalition
Forum on Health. The directory
profiles 64 individual health care
coalitions, including names and

-addresses of board and staff mem-

bers and a review cf each coali-
tion’s health care management
priorities. Copies are available for
$35 from the NBCFH. Contact
Misshay White at 202-408-9320.

®

Have a new report, booklet or edu-
cational brochure vou’d like to
send to buyers of insurance? Busi-
ness Insurance will describe ma-
terial costing less than $35 as an
editorial service in the Info col-
umn. Simply send us a copy of the
item to be offered and a short de-
scription of it, along with the cost
and a mailing address. Address all
contributions to Info, Business In-
surance, 740 N. Rush St., Chicego,
Ill. 60611-2590.
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TrovisFlex is o PChosad syster which hos been proven in the
marketplace for four years. Tha system can handle plans os simple
os flexible spending accounts (FSA's) to complex Full-Flex plans with
several employee choices, benefit credits, vozation credits, efc., and
is d;ilg?n;g for any BM PC or 100% compatile. And it costs os ltle
0s 51,295.

TravisFlex can accept downloaded data about employees and their
plan contributions, can print enrollmznt forms and hos on optianal
Proposal module which can illustrate to an employee what he or she
will save by enrolling in the flexible benefit plans.

CAFETER A
PLAN
SOFTWARE

If you're an employer thinking of bringing your flexible benefit plan
administration inhouse, or a TPA thinking cf offering cofeteria plon

administrotion service fo your cients, we'd ike fo infroduce you 0 pog woRE INFORMATION ABOUT TRAVISFLEX SYSTEM OR OTHER TRAVIS PRODUCTS
the TravisFlex software system. CONTACT TRAVIS SOFTWARE AT 1.800-521-5409 OR (713) 496-3737.

Other Travis Employee Benefit Systems Incude: Corpoiote COBRA Manager, Group Premium Biling Manager, Retiree Premium Biling Manager and Travis/Comp.

e Travis Software

TILE 1201 S. Dairy Ashiord, Suita 206 « Houston, Texas 77077
Fhaone: 1-800-521-5409 or in Houston, call (713) 486-3737

COMPANY FLEASE SEND MORE INFORMATION ON:

STREET [ Corpotate Ccbra Manager [ TruvisFles

(ITY, STATE, 1P [ Retiree Premium Efliing Monager

TELEPHONE [ Group Premium Biing Monager [ Jravis /Comp

S&P downgrades

Continued from page 2

based New England Mutual and
Des Moines, Iowa-based Principal
Mutual to AA from AA+. St. Paul,
Minn.-based Minnesota Mutual fell
to AA+ from AAA, and Minneap-
olis-based NWNL dropped to A
from AA.

Exposure to soured commercial
real estate investments was singled
out by S&P as the reason for each
of the downgrades.

Increasing commercial mortgage
losses were singled out for New
England Mutual. S&P predicts the
company will post write-offs of
between $130 million and $1460
million this year.

A company spokesman stresszd
that the lower rating is still o1e
of S&P's highest. ‘“‘The rating inci-
cates that the recession is haviig
only a limited effect on our com-
pany. The rating denotes that our
claims-paying ability is still excel-
lent,” he said.

Reinsurance. A puzzle?

REINSURANCE

Trends and Issues

surers?

What will year-end renewals mean for reinsurers as

well as the primary market?

On November 4 nearly 150,000* readers — financial
anc administrative executives, risk and benefits man-
agers, agents, brokers, insurers, reinsurers and con-
sul-ants — will turn to Business Insurance for answers
to these questions and more. To complement up-to-
the-minute news and authoritative editorials, Bl will
detail developments and describe how they will affect
corporate insurance buyers, insurers and reinsurers.
PlLs, editors will profile the 10 largest reinsurance
intermediaries and provide readers with the most com-
prehensive directory of U.S. and Bermuda-based rein-

Publishing:
November 4

Ad Closing:
October 22

surance intermediaries.

With so much at stake, can you afford to be the piece
of the reinsurance puzzle that buyers can't find?
Advertise in the only newsmagazine that puts all the
pieces together. Advertise in Business Insurance,

“Inzludes pass-along readership.
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How are reinsurers coping in today's market?
What is the outlook for rates and capacity in 19927
Are there new rules and regulations affecting rein-
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OF LOSS

EXPOSURE
EXCLUSION
EXPERTISE

A lower rating should
not be seen as an
‘erosion of. . .basic
strength,’ contends
Minnesota Mutual.

Principal Mutual, which estab-
lished $50 million in statutory re-
serves for real estate losses, should
set aside 10% to 15% of its $1.6
billion capital base to absorb ex-
pected losses, according to S&P.

But Roy Ehrle, vp-investments
with The Principal Financial
Group, said the real estate invest-
ments of its Principal Mutual sub-
sidiary are performing at a rate
that is better than the industry av-
erage, and that S&P based its
downgrade on future losses that it
cannot accurately predict.

“We feel that the future is un-
known. We're in accordance with
the National Assn. of Insurance
Commissioner’s reserve standards
and our commercial mortgages are
performing better than the indus-
try average,” said Mr. Ehrle.

S&P lowered Minnesota Mu-
tual’'s rating based on expected
losses from mortgage defaults of
$10 million to $15 million per year
over the next few years.

Coleman Bloomfield, chairman
and chief executive officer, said in
a statement that the rating reduc-
tion “should not be interpreted as
an erosion of Minnesota Mutual's
basic strength, which S&P pre-
viously rated AAA. Only 6% of our
investment portfolio is in commer-
cial real estate, which is less than
half of the industry standard.”

And, NWNL was downgraded
because S&P expects bond and
mortgage portfolio losses to exceed
current reserves this year by more
than 200%.

In a statement, John Turner,
president and chief executive offi-
cer of NWNL, took issue with the
rating agency's assessment. “S&P's
belief that losses in the bond and
mortgage portfolio will exceed re-
serves and write-offs taken by the
company to date reflect S&P’s
broad economic assumption for fu-
ture loss experience.”

Recently, Moody's Investors Ser-
vices Inc. cut the financial strength
ratings for both NWNL and Prin-
cipal Mutual, citing exposure to
real estate losses (BI, Aug. 26). =

TAX
PROCESSOR
LOSSES

Is Your Insured Covered?

When a tax processor was
forced into involuntary bank-
ruptcy recently, its clients
found themselves on the hook
for $100 million in withhold-
ing taxes, penalties and inter-
est. (Bi% est single loss: $31
million. ey had all relied
on the tax processor's own
insurance to protect them. It
didn’t. But then, it wasn't de-
signed- to. GMB offers a
unique first party coverage
for clients of tax processors.
Either stand alone or part of
a crime insurance program.

GARDNER MOUNTAIN BARR

A DIVISION OF HOGO INSURANCE BROKERS LIMITED,
LLoyp's BROKEZRS

GMB INc.
17 STATE STREET
New Yorx, NY 10004
ATT: MiE FOGARTY
(212)514-8100 Fax: (212)514-8027

GMB (UK)

1 PORTSOKEN STREET
LoNDON, ENGLAND E1 8DF
ATT: TIM JAGGS
071 480-4683 Fax: 071 702-0544
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IRS safe harbor is
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too narrow for most m¥g‘ﬂ;ﬂ!‘fe£“5t got easier!

or are merely catching a dated pass-along copy now N e o

BUSINESS INSURANCE TODAY!

cash balance plans

By JERRY GEISEL

WASHINGTON—Clarifying pro-
visions in final Internal Revenue
Service pension rules will make

to be prorated for employees co-
vered for only part of the year.
Assume, for example, an em-
ployee joined a savings plan on
July 1. The plan allows employees

and then...you're missing important news and new
developments in corporate risk and employee benefits
management. Risky!

Make sure you have the business insurance news
you need.

Business Insurance gives you total news coverage of loss

It will make your life a lot easier.

CALL TOLL-FREE on 1-800-678-9595. Fax your
order in on 1-313-446-1650. Use the card in this issue,
or if it's gone, use the coupon below.

prevention, risk financing and benefit m 1. €

non-discrimination testing easier  to make aftertax contributions of waok. Annual mmﬁn@am) inU.S dotars. G el
for special pension plans created to  up to 10% of salary. During the last (Chock tasi) SurfsceMall By Alr G i
encourage workers to retire early. six months of the year, the em- USA O $80 O 8175

And other clarifications will ployee earned $200,000. The em- Canada 0sna 0O $185 ompany
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rules, designed to let cash balance
plans avoid non-discrimination
testing, may be of little benefit to
employers, benefit consultants
agree. The safe harbor is so nar-
rowly defined that very few plans
will actually qualify, they say.

“It is confusing. One has to won-
der why the IRS took the time to
develop a safe harbor for cash bal-
ance plans and then developed a
safe harbor that most plans won't
be able to meet,”” said Frank
Roque, a consultant at Hewitt As-
sociates in Lincolnshire, I11.

Even though most cash balance
plans will still have to run the
tests, benefit consultants did take
some encouragement from the final
IRS rules. At least the updated
version recognized their validity,
experts said; earlier rules did not
mention the rapidly growing plans.

“We have specific IRS recogni-
tion that the plans are viable and
legitimate,”’ said Gerry Bell, a
partner with Kwasha Lipton in
Fort Lee, N.J.

Benefit consultants are continu-
ing to plow through the 610 pages
of IRS non-discrimination regula-
tions, which are to go into effect
next January.

‘While it may take weeks to ana-
lyze them fully, consultants wel-
comed the portions of the new
rules that clarify ambiguous sec-
tions of the 1990 proposals.

One such clarification involves
early retirement window plans—
plans that offer enriched benefits
to encourage older workers to re-
tire before normal retirement age.
Such plans have mushroomed in
popularity in recent years as a
more humane alternative to layoffs
and firings.

The final rules on non-discrimi-
nation testing make clear that
these plans will be evaluated based
on the portion of high- and low-
paid employees who are offered the
option, rather than the portion of
employees in those groups who ac-
tually retire early.

Benefit consultants note that
tests based on who actually retired

“Elimination of proration makes
administration of a pension plan a
lot simpler,” said Richard Joss, a
consultant and actuary with The
Wyatt Co. in Seattle. ]
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The proposed rules didn’t make
clear, however, whether the com-
pensation limit had to be pro-rated
for employees who joined a pen-
sion program in mid-year.

The final rules, though, make
clear that the limit does not have
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State regulation

Continued from page 3
act in tandem to regulate guaranty
fund activities, the NAIC said.

® Improving the structure of the
existing guaranty fund system so
funds can coordinate their activities
and perform better.

That will entail discussing many
issues, including coverage amounts,
funding, capacity and communica-
tion.

The group also will explore alter-
native mechanisms like an interstate
compact.

“While the existing system of guar-
anty funds has performed admirably,
changes in the business of insurance
have prompted us to upgrade the en-
tire system to better address the
changed environment,” said Mr. Po-
meroy, who chairs the task force.

That action followed eight months
of study, including two public hear-
ings.

“Now it's time to roll up our
sleeves and hammer out some con-
crete solutions,” Mr. Pomeroy said.

Also at the quarterly meeting:

® The group approved amend-
ments to its Insurers Rehabilitation
and Liquidation Model Act that
would grant immunity to the receiver
of a financially troubled insurer and
some of his or her employees.

That immunity—both personally
and in their official capacity—would
cover lawsuits and liability for dam-
ages or personal injury due to “any
act, error or omission” in connection
with their duties, unless it was
caused by “intentional, willful or
wanton” misconduct.

These changes would permit use
of the assets of the insurer’s estate
to pay the receiver's and his staff's
defense and indemnity or settlement
costs. The estate would have to be re-
paid, though, if a court determines
that the damages were caused by the

receiver’s misconduct.

If all states adopt the amendments,
then governmental immunity would
apply uniformly to insurance com-
missioners and all of their employees
when they act as receivers.

Without a promise of immunity,
receivers and their employees may
be afraid to act in the best interests
of the insolvent insurer’s estate and
its policyholders, according to Vin-
cent Vaccarello, special deputy re-
ceiver for Mutual Fire, Marine & In-
land Insurance Co. (BI, June 3).

In response to criticism, drafters
somewhat narrowed the scope of the
protection provided receivers to pre-
serve the insurer's estate to pay poli-
cyholders.

Critics included Richard A. Brown,
an attorney with Spiegel & McDiar-
mid in Washington, D.C., and Wil-
liam H. McCartney, Nebraska insur-
ance director and NAIC vp.

Under the narrower version, “at-
torneys, accountants, auditors and
other professional persons or firms
who are retained by the receiver as
independent contractors and their
employees shall not be considered
employees of the receiver.”

® The NAIC asked staff members
to gather information about rating
agencies, including how they operate
and differ from one another.

Commissioners will use the infor-
mation in deciding whether the orga-
nization should rate the rating agen-
cies, Mr. Long said.

Just a month ago, the NAIC said
it did not plan to consider Mr. Po-
meroy's suggestion that the group de-
velop core criteria that rating agen-
cies would have to use in developing
ratings for insurers to become NAIC-
certified raters (BI, Aug. 19).

The NAIC may develop literature
to help educate consumers about the
role of rating agencies, said Mr. Po-
meroy, who favors rating agency
evaluations by the commissioners.

® The NAIC directed a working
group to present for final adoption at
its Dec. 8-12 meeting in Houston a
specific proposal to enhance con-
sumer participation in the NAIC's
decision-making process.

The Consumer Participation Work-
ing Group plans to discuss issues like
selection criteria for consumer repre-
sentatives. The group anticipates that
consumer representatives will vary
depending on the top:cs keing dis-
cussed, said its chairman, Mr.
McCartney.

The NAIC also expects to seek
funding from outside sources, pos-
sibly including trade associations and
foundations, to help cover the con-
sumer representatives’ expenses for
attending association meetings, he
added.

e The NAIC's Market Conduct
and Consumer Affairs Committee
agreed to again study a proposal
from an industry group to establish a
computerized data bank of uniform
information about the licensing of all
property/casualty and life/health in-
surance agents in the nation.

Centralized Insurance Services Inc.
of Atlanta, a unit of the Life Office
Management Assn., is proposing to
provide technical and financial re-
sources to develop the State Insur-
ance License Network.

But it asks that three or four state
insurance departments provide at
least two staff members ezch to help
develop the final system.

The system would not interfere
with the authority of individual
states to set licensing standards, ac-
cording to a CISI prospectus pro-
vided by Claire L. Stine, LOMA’s vp
of information services.

The group proposes passing the
costs on to insurers, agents and
agents seeking licenses.

NAIC subgroups previously con-
sidered such a proposal, but support
for it was lacking.

New NAIC fronting
proposal contains
‘major’ changes

By MEG FLETCHER

PITTSBUEGH—Captive insur-
ance company industry watchers
expect to receive a draft this week
of the National Assn. of Insurance
Commissioners' latest proposal on
fronting arrangements, which con-
tains “‘major” changes from earlier
versions.

The new version, which was still
being crafted last week, was
briefly outlined at the group's
quarterly meeting here earlier this
month.

Among other things, the pro-
posed model law would permit au-
thorized insurers to front programs
without pricr approval from regu-
lators.

And, while insurers would not
be allowed to delegate important
functions—like underwriting, set-
tling claims and establishing loss
reserves—to an unlicensed rein-
surer, they could delegate under-
writing authority to a captive rein-
surer.

The new draft is expected to be
available scmetime this week, ac-
cording to Vincent Laurenzano,
chief of the New York Insurance
Department’s Property Companies
Bureau and chairman of the NAIC
working group that is drafting the
model law.

Insurance regulators favoer a
model fronting law that would en-
sure the solvency of fronting insur-
ers. Unveiled in December (BI,
Dec. 10, 1990), their proposal came

under immediate attack. Policy-
holders, brokers and insurers said
it would have banned nearly all
fronting arrangements involving
captive insurers.

Since then, members of an indus-
try advisory group have met sev-
eral times with regulators in an ef-
fort to develop a workable
proposal (BI, June 24; April 29;
April 15; April 8).

The exchange of ideas has gen-
erally resulted in a softening of the
ban on fronting arrangements with
captive insurers and a firming up
of reporting requirements for
fronted arrangements.

“We were willing to make a con-
cession that self-insured programs
via captives are a reasonable busi-
ness arrangement,” Mr. Lauren-
zano said.

Significant progress was made at
a joint drafting session Aug. 13 in
Washington, D.C., several industry
sources said.

But many observers were sur-
prised when Mr. Laurenzano ver-
bally outlined new, “‘major”
changes to the proposal on Sept.
16, during the NAIC meeting in
Pittsburgh.

In addition to the rules on dele-
gation of underwriting tasks, the
proposal contains some measures
to ensure that the captive will not
cause a ceding company to become
insolvent. Mr. Laurenzano said the
proposal would require that the
captive either post collateral of
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HELP WANTED

CLAIMS MANAGER

CIRSA, a Denver based insurance pool providing prop-
enty, casualty, & WC coverage for 118 municipalities, seeks a
qualified Claims Manager. Candidates will possess college
degree, a minimum 10 years supervisory/management claim
experience and excellent written & verbal communication
skills. The successful candidate will be responsible for
creating an in-house claim facility. Atrractive compensation
and desirable location. Send resume and salary history to:

T&H SERVICES

Suite 1750 « 101 California Street * San Francisco, CA 94111

OUTSTANDING VALUE
PRIME LOCATION
Full Tower Floor
25,000 s.f, Sublease
Karen ). Fried (212) 980-0900
Peter R. Friedman, Ltd.

NATIONAL SALES

General Rehabilitation Services, Inc. the largest privately owned
Rehabilitation Management Company, is seeking a National
Salesperson for Medical Case Management to Employee Health
Benefits/Group Health Carriers and Vocational Rehabilitation to
LTD/Disability Management Groups. The successful candidate
should have experience/knowledge of Case Management Ser-
vices in conjunction with cost containment methods within the
Group Health, Employee Benefits and Disability Insurance
arenas.

The applicant will demonstrate ability to identify and work closely
with Claims Managers and Benefits Administrators within Insur-
ance Companies, Fortune 500 Companies, Self-Insured Com-
panies, Re-Insurance Companies, etc. Must have knowledge of
insurance coverages, claim administration practices, cost con-
tainment, early intervention and RTW rehabilitation methods.
Package includes attractive salary plus bonus, company car,
medical, dental, life and LTD insurance, 401(k), and profit sharing.
Please forward resume to: General Rehabilitation Services,
Inc., 700 Chesterbrook Blvd., Suite 200, Wayne, PA 19087,
Attention: Stan Jakubowski. EOE, M/F.

PART
TIME
WORK

B Our expanding National

business requires additional
insurance professionals, to
work with our clients, plaintiff
and defense law firms,
providing consultation and
expert testimony on insurance
claims and other insurance
litigation matters. Liberal fees
paid on a case by case basis.
B The Ideal Candidates:

1. Will be recently retired,
semi-retired or self employed.
2. Have extensive technical
knowledge and held responsible
positions in Underwriting or
Claims.

B We need experts in all
classes of insurance. If
interested, mail your resume
with a separate letter
highlighting speciality areas of
expertise or unigue experience
in any sub class to:

O'HARA & ASSOCIATES
B355 TOPANGA CANYOMN
BLVD., STE. 531
WOODLAND HILLS, CA
91367

Large Ohio Mfg. firm is expanding it's
staff and seeks an individual with
around 3-5 yrs. expr. dealing in cov-
erages, structuring programs, review-
ing policies and assisting in the whole
spectrum of risk management function.
Agency/brokerage bkgd. ok. Excellent
opportunity. Contact Howars Hafner,
(214) 361-9346, or fax 361-9325.
Gilbert-Hafner & Co.
Insurance Staffing Consultants
6060 N. Ceniral, 654, Dallas, TX 75206

INSURANCE SALES

Norwest Insurance Agency
Wisconsin is seeking experi-
enced commercial property and
casualty producers to add to
expanding staff in Milwaukee.
If you are interested in joining
an aggressive, growth oriented
agency with excellent compen-
sation and benefits, please
reply in confidence to: Box
#2697, Business Insurance,
740 N. Rush Street, Chicago,
Ilinois 60611-2590.

EXECUTIVE DIRECTOR
A rapidly expanding chiropractic man-
aged care organization is seeking an
Executive Director with ample experi-
ence in the managed health care field.
This person should be an active orga-
nizer and have a proven track record.
Experience would include financial
planning, marketing and sales. Salary
commensurate with experienze. Send
Resume to AlIA/COMP CARE, P.O. Box
11770, Daytona Beach, FL 32120

PRODUCER WANTED

Lamb, Little & Co., a 43 year old Chi-.

cago area Insurance Agency, now based
in Rolling Meadows, is looking for a
Producer to fill a vacancy in their
downtown branch office.

Producer should have an established
book of business and would retain ex-
clusive ownership of all expirations.
Most overhead expenses pzid for. Gen-
erous commission sp.it, plus profit
sharing. Send inquiries to:

LAMB, LITTLE & CC.
5301 Kaystone Ct.
Rolling Meadows, IL 60008
ATTN: Robert Power

NOTICES

Health Care Cost Management Com-
pany due to prior acquisition now
offers for sale 80% of name benefits.
Interested parties r upﬁ Box 2699 Busi-
ness Insurance, 74 Rush St. Chi-
cago, IL 60611-2590

Bl Classifieds

assure top quality
results!
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Circulation
Breakdown*

Commercial Consumers

Administrative:

CEO's Presidents, and Owners .2,500
Vice-Presidents, General Managers
and Other Administrative Pers:n;;;

Financial:

Chief Financial Officers and Vice-presi-
dents of Finance . ; 2,972
Secretaries, Treasurers contollers and
other Financial Personnel . .. ... 4,406

Risk/Employee Benefits:

Vice-presidents, directors, managers,
and other related department person-
nel of: insurance, risk, employee ben-
efits, personnel, compensation, pen-
sion, safety, security, industrial
relations, human resources and em-

ployee/iabor relations . . ...... 10,976
Sub-total ............... 25,117
Associations . . .. ............. 458
Government, Unions and Educational
Institutions . . ............... 1,234
Commercial Consumers

Sub-total ............... 26,809
Insurance Agents and Brokers . . 9,430
Insurance Companies......... 8,045
Accountants, Actuaries, Attorneys &
CONSURAMS " <o v, sy 3,405

Adjusters, Appraisers, TPA's, Caplive
Managers & Health Care Providers
.......................... 392

Others Allied to the Field . . . ... 1,518
TOTRLE o visie et s 50,599

+ Source Business/Occupational
breakdown of qualified circulation,
November 27, 1991 issue, as submit-
ted to BPA for June 1991 BPA Pub-
lisher's Statement.
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Fronting rule

Continued from previous page
125% of anticipated claims, main-
tain a surplus account of one-third
of its annual gross written pre-
mium, or have its parent promise
to indemnify the reinsurer for un-
paid losses.

The proposal also would limit
cessions to any one unauthorized
reinsurer to 5% of the ceding com-
pany's policyholder surplus, he
said.

This is “to ensure diversification
for fronting arrangements,” Mr.
Laurenzano said.

The model proposal would also
allow a fronted arrangement with
an unauthorized reinsurer in which
more than 50% of the premium is
ceded if the arrangement includes
certain minimum contract terms
and reporting requirements.

And, a ceding company may not
cede more than 50% of its total an-
nual book of business to unauth-
orized reinsurers without the prior
approval of regulators.

The model fronting proposal also
continues to exempt from all its
requirements intercompany rein-
surance or pooling arrangements
within the same holding company,
and those arrangements that are
already subject to state regulation.

The new proposals are “consis-
tent” with what the advisory group
discussed in Washington, contends
Mr. Laurer:zano, although he ack-
nowledged they contain a few more

restrictions than the group ex-
pected.

Other observers, though, dis-
agree.

“It is quite different from the
approach they were following be-
fore,” said Edmond F. Ronde-
pierre, senior vp, general counsel
and secretary of General Reinsur-
ance Corp. in Stamford, Conn.,
who chairs the industry advisory
committee on fronting.

“It sounds like they are starting
from a whole new concept,’” he
added.

Paul Brown, director of legisla-
tive affairs for the New York-
based Risk & Insurance Manage-
ment Society Inc., said after the
briefing, “I'm very disappointed. I
think it is a staggering step back-
wards from what we discussed in
Washington.”

Observers declined to comment
on specifics until they could exam-
ine the proposal.

The proposal will be faxed to ad-
visory group members when it is
available later this week, Mr.
Laurenzano said. Copies can also
be requested from the NAIC in
Kansas City, Mo.

Mr. Laurenzano said he would
accept comments on the proposal
through Oct. 15 and plans to meet
with the advisory committee Oct.
31 in Washington, D.C.

He hopes to have a final version
prepared for possible adoption at
an NAIC meeting Dec. 8-12 in
Houston. L]

Software offers NAIC data

PITTSBURGH—A new computer
software product will allow pur-
chasers to personally analyze in-
surers’ financial data.

The Lotus Development Corp. in
Cambridge, Mass., will offer “CD/
Insurance,”” which will provide
comprehensive data on the 4,700
property/casualty and life/health
insurers that file financial state-
ments with the National Assn. of
Insurance Commissioners.

“This is the first time someone
has packaged (NAIC data) into a
computer product for individual
analysis,’”” said Jim Rose, the
NAIC's director of information in
Kansas City, Mo.

The NAIC is selling the insurer-
supplied data to Lotus.

The current “turmoil” in the in-
surance industry is creating a need
for an alternative to rating agency
assessments to determine an insur-
ance company’s financial viability,
the computer company said in a
statement.

CD/Insurance, which will be
available only on computer com-
pact disc, could be used in research
on insurers conducted by brokers
and reinsurers, in merger and ac-
quisition research, in strategic
planning, in credit analysis and in
marketing research, a Lotus spo-
keswoman said.

The software product features a

NAIC targets comp plans
abused by leasing firms

By MEG FLETCHER

PITTSBURGH—Insurance regu-
lators hope their states will adopt a
new model law and a new regula-
tion to crack down on illegal or
unethical employee leasing ar-
rangements.

Regulators want to stem the
growth of disreputable leasing
firms that advertise they can help
client companies with poor work-
place safety records avoid high
workers compensation insurance
premiums.

Workers comp insurers complain
that leasing firms do that by mask-
ing a client’s poor loss experience
in a variety of ways, including un-
derreporting the number of em-
ployees in high-risk jobs and
losses.

Such leasing arrangements have
cost insurance companies, espe-
cially in residual markets, at least
tens of millions of dollars annually
(BI, June 25, 1990).

The National Assn. of Insurance
Commissioners adopted the mea-
sures at a recent meeting in Pitts-
burgh after months of hammering
out a compromise between regula-
tors, insurers and reputable leasing
companies.

The effort was overseen by Jo-
seph A. Edwards, who recently re-
signed as superintendent of insur-
ance in Maine.

If adopted by a state, the Em-
ployee Leasing Registration Model
Act will requ:ire each leasing firm
to register with the state insurance
commissioner or other appropriate
state official before it is eligible to
purchase workers compensation
insurance.

The leasing firm will have to
provide basic biographical infor-
mation. It must include the firm'’s
prior names and the names of every
person and entity that owns at
least a 5% interest in the firm or
has owned a 5% interest during the
preceding five years.

In addition, the firm must list
every instance in which a workers
comp insurance policy was can-
celed or was not renewed for it or
any predecessor company.

Any leasing firm whose workers

comp insurance has been termin-
ated within the past five years due
to efforts to avoid paying premi-
ums will be ineligible to register,
or remain registered, the model act
states.

The registration model act also
establishes eriminal penalties
against leasing firms, client com-
panies and executives of both who
“knowingly utilize or participate
in any employeé leasing agreement,
arrangement or mechanism for the
purpose of depriving one or more
insurers of premium otherwise
properly payable.”

Raton, Fla.

“This will facilitate auditing’ by
insurance companies, Jim Watford,
an actuary with the Florida Insur-
ance Department, told regulators
at the NAIC quarterly meeting in
Pittsburgh.

In addition, if a client company
leaves a leasing firm that pur-
chased coverage in the residual
market, the client company will
retain its own experience. Or if its
experience is not distinguishable,
it will assume the leasing firm's
experience.

The NCCI is willing to adminis-

The National Staff Leasing Assn. is willing to
accept the regulators’ proposal to quell ‘market
turbulence,’ says Gregory Hammond, general
counsel to the NSLA. ‘I think it's a fair

' compromise,’ he says.

Executives who violate the law
could be imprisoned for up to six
months. In addition, companies
could face fines of up to $5,000 and
individuals could be fined up to
$1,000.

The second measure, the Em-
ployee Leasing Model Regulation,
states that it is designed “‘to ensure
that an employer who leases some
or all its workers properly obtains
workers compensation insurance
coverage for all of its employ-
ees. . ;and that premium is paid
commensurate with exposure and
anticipated claims experience.”

Under the model regulation, if a
leasing firm obtains workers comp
coverage in the residual market, a
single servicing carrier would han-
dle all policies relating to a leasing
firm and its clients and would
issue them on a “‘multiple, coor-
dinated policies basis.”

For example, a leasing firm and
each of its client companies would
have individual insurance policies
with the same effective dates, ac-
cording to James Nau, vp-govern-
ment, consumer and industry af-
fairs for the National Council on
Compensation Insurance in Boca

“menu-driven software environ-
ment” and is fully integrated with
Lotus’ popular 1-2-3 spreadsheet
software, which will allow a user
to perform his or her own personal
analyses.

For property/casualty insurers,
the software comprises three data
bases featuring financial data on
more than 2,800 insurers.

The data bases will provide a
company’s financial information,
premiums and losses by line and by
state, as well as loss data over a
10-year period.

For more than 1,800 life/health
insurers, the software comprises
two data bases: financial informa-
tion and results by line and by
state. Historical loss data is not
available.

Lotus plans to have the software
system fully available by March
1992, containing 1991 and 1990
data.

Lotus already is offering ‘‘char-
ter” subscriptions to customers for
$10,000 for both property/casualty
and life/health databases or $6,000
for just one or the other.

However, the data currently is
‘‘very incomplete,”” because the

NAIC’s information from insurers’
annual statements is still being
input into.the system, a Lotus spo-
keswoman said.

Lotus will credit a subscriber’s
charter fee, though, toward the
$35,000 price of a full year’s sub-
seription for both software ver-
sions beginning in March 1992.

Subscriptions to each of the
three P/C and two L/H data bases
also can be purchased separately.
The rates are $12,500 for one data
base, $7,500 for a second, and
$5,000 for each additional data
base.

The subscription fee includes
monthly updates of financial in-
formation.

Once the system is fully opera-
tional, Lotus expects that there
may be only a two-week lag time
between the insurers’ filing of an-
nual statements with the NAIC and
subscribers’ access to it through
the software product, the Lotus
spokeswoman said.

Additional information on the
system can be obtained from Gary
Brach, Lotus’ product manager, at
617-693-7375.

—By Meg Fletcher

Insurance services guide

ter the program as proposed, Mr.
Nau.

In addition, the model regulation
calls for a leasing firm that obtains
workers comp coverage in the vol-
untary market to discuss coverage
arrangements with the insurer to
ensure that a client company’s loss
history will be preserved and that
it will pay an appropriate pre-
mium.

The model regulation also in-
cludes several other requirements
designed to help insurers identify
and track a leasing firm’s arrange-
ments with clients, including a re-
quirement that it provide copies of
financial data filed with the Inter-
nal Revenue Service.

The National Staff Leasing

* Assn., an Encino, Calif.-based

trade and standards-setting asso-
ciation, is willing to accept the
NAIC's proposals because some
regulations are needed to quell
“market turbulence,” said Gregory
L. Hammond, an attorney with
Hammond & Cunningham in
Akron, Ohio, who acts as NSLA
general counsel.

“I think it’s a fair compromise,”
Mr. Hammond said. [ ]
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PBGC premiums

Continued from page 3
decision.

In the courts, the PBGC is ap-
pealing the Sept. 13 decision by
U.S. District Court Judge Kevin
Duffy to the 2nd U.S. Circuit Court
of Appeals in New York.

At the same time, the PBGC will
seek emergency legislation to make
clear that companies must fund
their pension programs while in
bankruptcy, according to Mr.
Lockhart.

Mr. Lockhart did not say when
that legislation will be introduced,
other than “soon.”

Washington benefit observers
expect that the proposal will be in-
troduced sometime in October and
will be attached to other, unre-
lated legislation that must be
passed.

In addition, the PBGC is prepar-
ing comprehensive legislation that
would clearly give the agency pri-
ority status in bankruptcy pro-
ceedings.

Mr. Lockhart said he is aware of
the difficulties of passing such
comprehensive legislation, noting
that six different congressional
committees would share jurisdic-
tion over the proposal.

“It will be tough. But we can get
something through. We have a
case,” Mr. Lockhart said.

The LTV case, which was trig-
gered four years ago when LTV
tried to establish low-cost "‘follow-
on" pension plans to replace its
terminated underfunded plans, is
not the only development that

poses a threat to the PBGC's finan-

cial stability.

“Despite the fact that we alreacy
have huge deficits, there are those
who want us to shoulder even
greater burdens. They want us 1o
take on additional responsibili-
ties,” Mr. Lockhart told the NE3I
conference.

For example, legislation S. 243,
which could soon be taken up >y
the Senate, would require tae
PBGC to guarantee benefits—up to
$75 a year for each year of service
—for workers and retirees whcse
underfunded pension plans folded
before the PBGC was establisked
in 1974.

This proposal, which ultimatzly
would cost the PBGC $500 million,
is unfair to employers that pay
premiums to the PBGC, Mr. Loek-
hart said.

“There is no reason why PBGC's
premium payers should pay this
half billion dollar cost. It sets a
bad precedent to raid PBGC's trust
funds to pay for benefits we never
insured,” according to Mr. Lock-
hart.

The PBGC's executive director
also warned of the huge adminis-
trative burden the agency would
face in trying to track down indi-
viduals who retired, in some cases,
as long as decades ago.

At the same time, some legisla-
tors, most notably Sen. Howard

Metzenbaum, D-Ohio, believe the
PBGC should guarantee annuities
purchased by employers to replace
workers’ and retirees’ pension ben-
efits.

Those calls for PBGC annuity
guarantees were triggered earlier
this year when California insur-
ance regulators seized Executive
Life Insurance Co.

Under a conservator’s order, in-
dividuals covered under annuities
from the Los Angeles-based in-
surer now receive only 70% of pro-
mised benefits.

Mr. Lockhart said that requiring
the pension insurance agency to
guarantee annuities is the wrong
approach.

The “PBGC cannot afford the
additional $50 billion in exposure
that present annuities represent.
Furthermore, without federal reg-
ulation of the insurance industry, a
federal guaranty program would
constitute an unreasonable risk
that could not be controlled or lim-
ited,” Mr. Lockhart said.

The PBGC, however, is reviewing
comments in deciding whether new
standards are necessary for em-
ployers that want to purchase an-
nuities to replace workers’ and re-
tirees’ pension benefits.

The only current, clearly defined
requirement is that the annuity in-
surer be licensed in at least one
domestic state. ]
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Executive Life

Continued from page 1

$300 million into a new Calif-
ornia-based entity that would
take over Executive Life's busi-
ness.

Individual and group annuity
holders—including pension plans
that bought GICs—would recover
about 81% of the value of their
contracts under the Altus plan, and
might receive the remaining 19%
from guaranty funds.

Earlier this month, though, a
group of life and health guaranty
funds proposed its own plan. That
plan would create a new insurer,
GALICO, that would retain Execu-
tive Life's junk bond portfolio and
receive $300 million in new capita-
lization.

NOLHGA member guaranty
funds also would be prepared
to assess insurers up to $1 billion
to provide more capital, if needed.

If approved, the plan would su-
persede an earlier agreement under
which guaranty funds would assess
insurers up to $1 billion to supple-
ment benefits provided by the
Altus proposal (BI, Sept. 2).

Several other buyout proposals
emerged in the days following
the guaranty fund group’s an-
nouncement.

One is being developed on behalf
of muni-GIC holders by RRH Capi-
tal Management, a New York-
based investment adviser, and is
spearheaded by John J. Creedon, a
retired president of Metropolitan
Life Insurance Co.

An initial version of this plan
called for muni-GIC holders to for-
give 50% of the principal value of
their contracts, theoretically re-
lieving Executive Life of $900 mil-

lion in liabilities and leaving the
failed insurer with $500 million in
surplus, said L. George Rieger, an
RRH principal,

In exchange, the muni-GIC
holders would become the equity
owners of Executive Life, which—
as in the NOLHGA plan—would
retain its junk bonds.

Mr. Rubinstein, the California
department’s attorney, raised seri-
ous doubts about this plan’s viabil-
ity, though, saying that even if the
value of the muni-GICs is written
down to zero and $300 million in
new capital is pumped into Execu-
tive Life, the insurer will still be
unable to pay policyholders 100
cents on the dollar.

RRH last week came up with a
revised plan under which muni-
GIC holders would write off 100%
of their investments in exchange
for Executive Life's stock, which
Mr. Creedon said theoretically
would leave the insurer with $1.46
billion in surplus.

Neither RRH plan calls for a
cash contribution to Executive

Life’s capital, said Mr. Rieger, who -

added that he doesn’t believe it
would be needed.

RRH is discussing a possible
$300 million contribution from in-
vestors, but doesn't have commit-
ments yet, he said.

Mr. Creedon and RRH officials
were scheduled to meet with Mr.
Rubinstein on the revised plan late
last week, though Mr. Rubinstein
still sounded doubtful. )

“I'll believe that they've got a
real bid when I see it,” Mr. Rubin-
stein said. “They need to bring it
into this world (first), and then it
would have to have a lot more de-
tail.”

Details of the other potential

bids also remain scarce.,

An offer reportedly being pre-
pared by Mr. Rainwater, Mr. Gef-
fen and Bechtel is believed—like
the NOLHGA and RRH plans—to

be a ‘*bonds-in’’ deal that
would keep the bonds in the com-
pany. 3

Neither Mr. Rainwater nor Mr.
Geffen could reached for comment,
and Mr. Rubinstein declined to
say whether he has discussed the

‘NOLHGA doesn’t
have any money,’
says John Byrne of
Fund American. ‘They
can’t buy lunch.’

bid.

A fifth group was organized by
Hellman & Friedman, a San Fran-
cisco investment banking firm, and
includes Mr. Byrne and Chicago
investor Samuel Zell.

Mr. Byrne declined to discuss his
group’s plan in detail, but said it
would be a “bonds-in’’ deal that
would bring $800 million in new
capital to Executive Life and pro-
vide policyholders with ‘‘substan-
tially more” than the 81 cents on
the dollar estimated for the Altus
plan.

However, the group has with-
drawn rather than compete with
the guaranty fund group, Mr.
Byrne said.

“Their announcement was de-
signed to beat our offer to the table
by about one hour, which it did,”
according to Mr, Byrne, who com-
plained that the guaranty fund

group 1s using its assessment
power to compete with private
capital.

“NOLHGA doesn’t have any
money. They can’t buy lunch,” Mr.
Byrne said. “It just seems like a
strange adventure for NOLHGA to
use its assessment power this
way.” :

Meanwhile, while the deadline
for formal bids approaches, a bat-
tle is scheduled to begin today in
Los Angeles Superior Court over
whether the muni-GIC holders are
entitled to the same priority status
as other Executive Life policyhold-
ers in the conservation.proceed-
ings.

The muni-GIC holders argue that
their contracts are products of an
insurance company and that they
deserve to be treated as policy-
holders rather than lower-priority
general creditors.

The muni-GICs are recognized as
annuities and insurance policies
under California law and there is
no legal basis for them to be
treated less favorably than the
GICs pension plans bought or
other annuities, the muni-GIC
holders argue.

The California department, how-

ever, maintains that muni-GICs—
in which municipalities invested
the proceeds of bond issues—are
funding agreements as defined by

state insurance law and are not in-

surance.

While the muni-GIC holders
maintain that they transferred in-
vestment risk to Executive Life,
insurance regulators argue that
the GICs did not transfer any kind
of risk or exhibit any attributes of
insurance contracts or annuities.

Siding with the department are
various Executive Life policyhold-

ers, including pension plans that
hold group annuities.

For example, Stamford, Conn.-
based Xerox Corp.—whose pension
plans bought Executive Life an-
nuities—charges that the only pur-
pose of the muni-GICs was to
allow municipalities to engage in
interest rate arbitrage, collecting a
higher rate on the contracts than
they had to pay to municipal bond-
holders.

Only one loan from the proceeds
of all $1.85 billion in GIC-backed
municipal bond issues was used to
fund a public project, Xerox
charges.

In 1989, the California Legisla-
ture also specifically refused to
amend the state’s priority statute
to raise holders of funding agree-
ments to the same priority as in-
surance policyholders, Xerox
argues.

The trial on the muni-GIC prior-
ity issue could last several weeks,
though resolution of the issue isn't
necessary for the California de-
partment to seek court approval of
an Executive Life takeover bid,
Mr. Rubinstein said.

Any Executive Life deal will
have to be “formula driven,” pro-
viding—as the Altus proposal al-
ready does—for the possibilities
that muni-GIC holders may be
ruled policyholders or that the In-
ternal Revenue Service is suc-
cessful in pressing its claim for
$643 million in back taxes and
penalties, he said.

If these added liabilities emerge,
any plan must provide for lower
payments to all Executive Life pol-
icyholders.

“Everybody will get a haircut,
pro-rata,’” Mr. Rubinstein ob-
served.

Property/casualty guaranty funds faulted

By MARK A. HOFMANN

WASHINGTON—State prop-
erty/casualty guaranty funds are
not functioning as they were de-
signed to, charges a former federal
insurance administrator.

In fact, these guaranty funds—
designed in part to give regulators
“backbone” to deal swiftly and ef-
fectively with insolvencies—have
had the opposite effect, George K.
Bernstein last week told the House
Committee on Banking, Finance
and Urban Affairs’ subcommittee
on policy research and insurance.

Insurance commissioners do not
want to declare an insurer insol-
vent during their term of office be-
cause it looks like an admission of
failure, so they tend to delay tak-
ing action against troubled insur-
ers until it is too late, said Mr
Bernstein, a Washington attorney
who served as federal insurance
administrator in the Nixon admin-
istration.

The result of that “failure of reg-
ulatory will” is higher costs to the
guaranty funds and to taxpayers,
he said.

When asked by subcommittee
Chairman Rep. Ben Erdreich, D-
Ala., whether guaranty funds
might indeed act as a disincentive
to sound regulation, Mr. Bernstein

Health insurance

Continued from page 2

adoption of a single-payer system,
like a national health insurance
program, he said.

Such approaches, Dr. Sullivan
said, “simply finance additional
inflationary pressures on health
care from the taxpayer's wallet.”

In addition, a play-or-pay ap-
proach or national health insur-
ance would smother competition
and innovation as well as lead to
rationing and waiting lists, Dr.
Sullivan contends.

‘At the precise moment in his-
tory when the rest of the world is
moving away from the inefficien-
cies, distortions and shortages

replied, “That’s exactly what I'm
saying.”

Mr. Bernstein, also a former first
deputy superintendent and general
counsel with the New York Insur-
ance Department, advocated drop-
ping guaranty fund protection for
most commercial policyholders
and instituting a system of “‘risk-
based” assessments under which
state guaranty funds would assess
insurers in proportion to an in-
surer’s individual risk of becom-
ing insolvent.

Mr. Bernstein noted during an
interview after the hearing that he
has advocated this approach for
some time but that he does not ex-
pect it to be adopted anytime soon
(BI, March 27, 1989).

Rep. Douglas Bereuter, R-Neb.,
asked Mr. Bernstein what types of
insurance products should be co-
vered by the guaranty funds.

Mr. Bernstein replied that relati-
vely unsophisticated buyers of per-
sonal automobile, homeowners and
other personal lines coverage
should have that protection.

J. Robert Hunter, president of
the Alexandria, Va.-based Na-
tional Insurance Consumer Orga-
nization and a former acting fed-
eral insurance administrator,
stressed that although he could
support dropping guaranty fund

tax

protection for commercial policy-
holders to a certain degree, he
would not support cutting personal
lines protection.

However, commercial lines cov-
erages cannot be totally excluded
from guaranty fund protection, he
said. For example, the operators of
“mom and pop’’ businesses canr.ot
be assumed to be sufficiently so-
phisticated to always pick the
soundest insurer, he said.

Mr. Hunter said he also would
want some way to protect third-
party claimants, like victims of a
birth-control device, in cases
where a defendant’s liability in-
surer has been declared insolvent.

But, Mr. Hunter agreed that
risk-related guaranty fund assess-
ments make sense.

He also told the panel that the
insurance industry is not “on the
brink of another savings and loan
crisis,”” although he expects a pe-
riod of massive consolidaticn
among insurers of all kinds during
the next 20 or so years. Only 1,000
or so insurance companies may be
doing business in 2010, compared
with about 6,000 now, he said.

These anticipated consolidations
will involve mergers as well as in-
solvencies, with as many as 50 in-
solvencies annually between now
and 2010, he predicted.

Mr. Hunter questioned whether
current regulation is sufficient to
handle the transition to a more
consolidated marketplace.

He suggested that Congress em-
power the Federal Trade Commis-
sion to study the insurance indus-
try, repeal the limited antitrust
exemption granted insurers by the
McCarran-Ferguson Act, create
minimum guaranty fund standards
for all states to follow and move to
regulate offshore reinsurers.

He also said that the Kansas
City, Mo.-based National Assn. of
Insurance Commissioners should
release financial data about insur-
ers to the public, and that state in-
surance departments should set up
“SWAT teams” to uncover finan-
cially shaky insurers.

However, Mr, Bernstein argued
against greater insurer regulation.

The states ought to get out of
rate and form regulation for com-
mercial lines because commercial
buyers do not need or want that
protection, he said. States should
put the resources they save into
solvency regulation, Mr. Bernstein
said.

He also said that adequate stan-
dards for assessing solvency cur-
rently exist.

“The problem is insurance de-
partments didn’t act” when they

uncovered signs of financial prob-
lems that led to past insurer insol-
vencies, he said. Regulators should
have noticed insurers that entered
lines of business in which they had
no experience, that relied on du-
bious reinsurance and that gave
managing general agents wide-
ranging powers, he said.

Any federal intervention must be
approached carefully, Mr. Bern-
stein advised.

However, he added after the
hearing that he would support fed-
eral chartering and solvency regu-
lation of large commercial insur-
ance companies serving large
commercial policyholders.

Meanwhile, life insurance guar-
anty funds do not require federal
legislation, said Eden Sarfaty,
president of the National Organi-
zation of Life and Health Insur-
ance Guaranty Assns. in Herndon,
Va.

Without mentioning any recent
life insurance company failures,
Mr. Sarfaty said that the protec-
tion offered policyholders under
the life guaranty system is ‘‘re-
markably uniform,” and that “the
vast majority of policyholders
across the country have at least the
same high level of protection in
dollar terms as under the federal
banking guaranty system.” ]

characteristic of centrally-man-
aged economies, it is ironic that
some propose we go in the opposite
direction,” Dr. Sullivan said.

Benefit experts are not surprised
that the Bush administration ap-
pears to be leaning toward a cap
on the amount of tax-free health
coverage employers can provide to
workers.

“BEver since the Reagan adminis-
tration, the executive branch has
viewed a health care tax cap as a
way of controlling health care
costs and as a way of raising reve-
nue without new increases in basic
tax rates,” said Frank McArdle, a
consultant with Hewitt Associates

in Washington, D.C.

Some proponents of a health care
tax cap believe that if employer-
paid premiums—exceeding a cer-
tain level or cap—were included as
taxable income to employees,
workers would choose less expen-
sive health care plans with more
cost sharing to avoid the tax. These
workers, proponents of a tax cap
maintain, would become more
careful consumers.

In calling for a summit of health
insurers to explore ways to reduce
administrative overhead, Dr. Sulli-
van said that estimates of adminis-
trative costs are exaggerated.

The General Accounting Office

earlier this year said that more
than $66 billion in annual admin-
istrative costs could be saved
through the adoption of a single-
payer system like the Canadian

. program (BI June 10).

Still, examination of the admin-
istrative burdens of the health care
delivery system is warranted, Dr.
Sullivan said.

The Health Insurance Assn. of
America, an industry trade group
in Washington, D.C., welcomes the
opportunity to work toward a
meaningful solution to try to re-
duce administrative costs, a spo-
kesman said.

Some insurers, though, ques-

tioned what such a summit would
accomplish.

Summits tend to be for show
with a focus on getting a 30-second
sound bite on the evening news,
said Stuart J. Brahs, vp-federal
government relations in the Wash-
ington, D.C., office of the Principal
Financial Group, a diversified fi-
nancial services company based in
Des Moines, lowa.

Yet, a summit could be useful if
only to prove that the estimated
lower costs of running government
health programs compared with
programs administered by com-
mercial insurers are misleading,
according to Mr. Brahs. |
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Varity award
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attempted in 1985 ‘‘to rid itself
of the liabilities associated with
its combine and foundries division
through the creation of a new
legal entity, Massey Combines
Corp.”

In a transaction entitled “Project
Sunshine,'’ the combine and
foundry business that previously
was conducted by Des Moines-
based Massey-Ferguson Inc. and
Massey-Ferguson Industries Ltd., a
Toronto-based Varity unit, was
transferred to MCC in Brantford,
Ontario, according to court papers.

About 1,000 Massey-Ferguson
Inc. and Massey-Ferguson Indus-
tries Ltd. active employees and
4,000 retirees were transferred to
the new Canadian unit.

But the plaintiffs—233 Massey-
Ferguson Inc. U.S. employees and
retireees—asserted that Varity and
Massey-Ferguson Inc. ‘‘made
fraudulent or negligent misrepre-
sentations to induce plaintiffs to
accept employment with MCC.”

The companies ‘‘presented the
transfer of plaintiffs’ employment
to MCC as a fait accompli and as-
sured plaintiffs that their benefits
would be unchanged with MCC,”
according to the plaintiffs’ brief.

In 1986, MCC President Ivan
Porter sent a letter to the employ-
ees that “requested that each of the

MCC’s largest annual fixed cost,
the brief noted.

In addition, MCC carried $284.9
million Canadian ($215.8 million
at year-end 1985 exchange rates)
of Massey-Ferguson Inc.’s and
Massey-Ferguson Ltd.'s long- and
short-term debt.

Because of these alleged misrep-
resentations, the retirees and for-
mer employees ‘“‘were denied the
opportunity to make fully in-
formed decisions about” working
for MCC, the complaint states.
““Under these circumstances,
plaintiffs’ acceptance of employ-
ment with MCC does not constitute
a valid assent to the transfer of de-
fendants" obligations to provide
welfare benefits under the Massey-
Ferguson Inc. plan.”

MCC directors eventually filed
for bankruptcy in 1988 and, on
March 4, 1988, the Supreme Court
of Ontario appointed Peat, Mar-
wick Ltd. as MCC’s receiver. All
operations ceased and all employ-
ees were terminated without se-
verance pay.

In addition, all welfare benefits
formerly provided to retired and
disabled employees and their de-
pendents were terminated.

The underfunded pension plan is
still part of the receivership and
has not been terminated—a re-
quirement to trigger payments by
the Pension Benefit Guaranty
Corp.

‘The letter and information sheet also state that
there would not be any change in the pay levels
and benefits program or loss of seniority or
pensionable service with the transfer from
Massey-Ferguson to MCC,’ the plaintiffs charge.

employees sign a statement accept-
ing employment with MCC,” the
suit said.

An accompanying information
sheet did not give them an option
to remain employed by Massey-
Ferguson Inc., the plaintiffs’ suit
said.

The information sheet also de-
tailed employees’ benefit program,
pensions and employment condi-
tions.

“The letter and information
sheet also state that there would
not be any change in the pay levels
and benefits program or loss of se-
niority or pensionable service with
the transfer from Massey-Ferguson
to MCC,” the plaintiffs suit
charged.

However, the information sheet
did not address Varity or Massey-
Ferguson Inc.’s severance pay pol-
icy for employees who were trans-
ferred.

And, the employees who trans-
ferred to MCC *‘did not receive an
employee benefits handbook, sum-
mary plan description or annual
reports of the various benefits
plans of MCC," according to the
complaint.

The plaintiffs' brief also argues
that the “‘defendants failed to dis-
close to plaintiffs MCC’s unstable
financial condition and poor pros-
pect for survival. Defendants also
failed to disclose the effect that
MCC’s probable bankruptcy re-
ceivership or insolvency would
have upon the welfare benefits of
MCC employees. Finally, defen-
dants failed to offer plaintiffs the
option of early retirement or termi-
nation with severance pay.”

MCC started with nearly four
times as many retirees as employ-
ees and was saddled with between
$10 million and $12 miilion Cana-
dian (between $7.6 million and
$9.1 million at year-end 1985
exchange rates) of self-funded re-
tiree health care and pension ex-
penses.

“These retirees represented a
significant drain on Varity—until
they were shifted to MCC’s ledger
sheet,” the plaintiffs’ trial brief
said. In fact, retiree benefits were

Plaintiffs’ attorney Steven K.
Gaer, who is with the Des Moines
law firm of Ahlers, Cooney, Dor-
weiler, Haynie, Smith & Allbee,
said that evidence showed that
Varity and Massey-Ferguson Inc.
still controlled the benefits of the
former employees and retirees,
And, because Massey-Ferguson
Inc.’s plans had never been termin-
ated, the corporation still had a
contractual duty to provide bene-
fits to terminated, disabled or re-
tired employees, he said.

For example, in its services
agreement with MCC, Varity
agreed to provide MCC with “ac-
counting, legal and patent, tax,
treasury and internal audit ser-
vices,” the complaint said.

The complaint also points out
that MCC executives maintained
their executive status with
Varity.

But, Mr. Gaer said, “this is really
a notification case. From our view,
what was communicated to em-
ployees was that they would re-
ceive these benefits for life. The
jury in this case is saying if a com-
pany is going to provide these
types of benefits, it needs to com-
municate what the benefits are and
under what conditions these bene-
fits can be changed.”

Of the $9.8 million in compen-
satory damages awarded, about
$7.6 million was awarded to the
83 MCC retirees and $1.5 million to
the 140 employees who were ter-
minated without severance pay.

In addition, 10 workers who re-
tired from Massey-Ferguson Inc.
before MCC was formed were
awarded damages ranging from
$45,000 to $180,000 each.

The $36 million of punitive dam-
ages is to be allocated among the
233 workers and retirees involved.

Previously, Varity settled litiga-
tion brought in Canada by 718 Ca-
nadian employees and retirees.

Varity's attorney, Thomas J. Ka-
valer of Cahill, Gordon & Reindell
in New York, said Varity will seek
a reversal of the U.S. judgment
and, if necessary, will *‘vigorously
appeal.”

Mr. Kavaler maintains that the

fact that punitive damages were
awarded in an ERISA case is a
“complete error.”

“We'd appeal even if the puni-
tive damages award was $1,”" he
asserted.

In addition, Varity ‘‘argued
against the case being heard by a
jury and the judge ruled against”
that motion, Mr. Kavaler said.
“That’s part of the error that we
believe has occurred here."”

But plaintiffs’ attorney Mr. Gaer
said: “In the last year or two there
have been cases allowing the re-
covery of punitive damages under
ERISA.”

The jury in this case was in-
structed that if they found the de-
fendants guilty of three of the five
theories pleaded under ERISA—
breach of fiduciary duty, fraudu-
lent misrepresentation and inter-
ference with protected rights—
they could award punitive dam-
ages. e
“There has been a conftict among
the courts about whether an
ERISA case can be heard by a
jury,” according to Mr. Gaer.

But, he said, ‘‘our feeling was
that the more recent cases show a
preference for a jury trial for legal
causes under ERISA.”

U.S. District Court Judge Don-
ald O'Brien agreed in this case, he
said.

Consultants say this decision is
another warning to employers that
they should tread carefully if they
alter any of their benefit plans.

“Most of the courts look to the
language in employee communica-
tions materials given to employees.
If they don’t find a reservation of
rights clause allowing the company
to make changes, the courts are
finding that a contract exists” that
cannot be unilaterally broken by
the employer, said John Hoos, an
attorney with Hewitt Associates in
Lincolnshire, I11. ‘

1In the Varity case, the jury “sim-
ply did not find anything in the
handbook that would allow the
company to alter employees’ bene-
fits,” he said.

“This case is further evidence

~ that employers need to be ex-

tremely careful in the way they
word all of their communications
to employees about the future of
their benefits,”’ said Norman T.
Fowlkes, a consultan: with The
Wyatt Co. in Washington, D.C.

" Mr. Fowlkes pointed out that
“there have been cases where the
employer’s right to change benefits
was communicated to employees
and the decision still went against
the employer.”” In those cases,
courts have looked beyond em-
ployee handbooks and summary
plan documents and ruled that ex-
tenuating circumstances prohibit
the employer from cutting bene-
fits, he said.

Wyatt clients that are consid-
ering reducing medical care bene-
fits for current retirees are
“weighing the potential of any cost
savings against the pozential cost”
of litigation,” he noted.

While not surprised by the jury’s
decision, consultants questioned
the awarding of punitive damages.

“I would view this case with sus-
picion—it’s a bit of an anomaly be-
cause the plaintiffs were awarded
punitive damages,’”” said Chip
Kerby, a principal with William M.
Mercer Cos. Inc. in Washington,
D.C.

A 1987 Supreme Court case in-
volving Pilot Life Insurance Co.
questioned whether plaintiffs
could assert and recover punitive
damages under ERISA.

“There is language in that deci-
sion that says you can recover your
benefits and attorneys fees, but
nowhere is there language about
punitive damages,”” Mr. Kerby ex-
plained.

@
Charles Howe et al. vs. Varity
Corp. and Massey-Ferguson Inc,,
U.S. District Court of the Southern
District of lowa Central Division;
Civil File No. 88-1598 E.

Update

Emotional stress claim allowed

Continued from page 2
Damages also are being sought on behalf of the child.

The decision is unusual because it treats the birthing mother and
child as’a “family unit” and holds that because the child was injured
during birth, the mother as part of the unit can seek compensation for
her pain and suffering.

But in a dissenting opinion, Judge P.J. Kremer said the ruling “cre-
ates a new class of direct victims eligible to recover for emotional dis-
tress—mothers whose infants are injured by malpractice during birth.”

Settlement partially covered

CHICAGO—Directors and officers liability insurance will cover
about $20.5 million of a proposed $66 million settlement of a class-ac-
tion suit brought against several defendants by shareholders of eight
publicly traded real estate funds.

The $20.5 million of insurance represents the coverages of all defen-
dants, said a spokesman for Chicago-based Banyan Management Corp.,
which now manages the five real estate investment funds and three
limited partnerships.

However, neither Banyan nor New York-based Prudential Securities
Inc., which played a role in marketing the funds, would reveal the
names of the insurers, citing a confidentiality agreement. Prudential
Securities is a unit of Prudential Insurance Co. of America.

The suit stemmed from the 1990 suspension of payments to lenders
and to the funds by Chicago-based VMS Realty Partners Inc., which
was the initial sponsor of what are now the Banyan Funds. Sharehold-
ers sued, charging that, among other things, they had not received
enough information regarding the funds. The eight publicly traded
funds then cut their ties to VMS and hired their own managers.

The tentative settlement is subject to approval by the U.S. District
Court in Chicago. As part of the proposed settlement, no defendants
admit any wrongdoing.

In addition to the insured portion, the various Banyan funds will pay
roughly $24 million toward the settlement and Prudential Securities
will pay $10.5 million. The remainder will be paid by various apprais-
ers, VMS and other defendants,

Another benefits unit for sale

FORT WAYNE, Ind.—Lincoln National Corp. is trying to sell a major
portion of its group life and health insurance business, including its 25
health maintenance organizations, 59 preferred provider networks and
17 third-party administrators.

Talks have been held with several potential buyers, but Ian M. Rol-
land, president and chief executive officer of the Fort Wayne, Ind.-
based insurer, would not identify them.

Employers Health Insurance Co., Lincoln National’s small employer
health insurance business in Green Bay, Wis., is not for sale.

Despite “dramatic” improvement over the last two years, Lincoln
National is unsure of the future of group life and health business and
does not want to make further investments, Mr. Rolland said.

He would not reveal the asking price, but a spokesman said the
company hopes to make a return on the approximately $250 million
invested in its group life and health business.

Lincoln National is the latest insurer to pull back from group
health. Last year, for example, Equitable Life Assurance Society of the
United States withdrew from the market when EQUICOR, a joint ven-
ture, was sold to CIGNA Corp. for $777 million (BI, Jan. 22, 1990).

Asbestos removal study

BOSTON—Asbestos in buildings that are in good repair does not
pose a significant enough health risk to require removal, a study says.

“*Asbestos-containing material (ACM) within buildings in good repair
is unlikely to expose office workers and other general building occu-
pants to airborne asbestos fiber concentrations above the levels found in
air outside such buildings,” said the congressionally mandated study,
conducted under the auspices of the Health Effects Institute-Asbestos
Research, a non-profit organization in Boston. Thus, “there does not
appear to be sufficient justification on the grounds of risk to the health
of general occupants for arbitrarily removing intact ACM,” it said.

The study affirms “that too many years have been spent chasing too
little risk,” said John F. Welch, president of the Safe Buildings Alliance
in Washington, D.C,, an association of building product companies.

However, ashestos victims rights groups disagree with the report’s
findings. And, the National Assn. of Attorneys General questions the
objectivity of the panel. >

Briefly noted

Two U.S. members of Lloyd’s of London have persuaded a federal
magitrate to recommend the issuance of an injunction barring Lleyd’s
from calling on letters of credit until their action alleging securities
law violations is heard in federal court (BI, Sept. 16)....A group of
native Alaskans, fishermen and property owners have dropped the state
of Alaska as a defendant in its suit over the Exxon Valdez oil spill
after officials agreed to turn over government scientific studies consid-

‘ered crucial in continuing the litigants® case against Exxon Corp. The

native Alaskans also agreed to file claims only for damages to their
subsistence lifestyle, not for damage to natural resources. And, state
officials have resumed settlement negotiations with Exxon. .. .The
House Energy and Commerce Committee passed a banking reform bill
that would narrow insurance powers for banks (BI, Sept. 23). The bill
is expected to reach the Rules Committee for vote by late Octo-
ber. . . .Chicago Symphony Orchestra musicians were scheduled to
vote over the weekend on a proposed agreement with management to
end their strike over proposals that they assume a portion of their
health care costs and that a preferred provider organization be added to
their insurance plan. . . .Four more lawyers accused of being part of a
network known as the “Alliance,” charged with defrauding California
insurers by manipulating and prolonging litigation, have been sen-
tenced to between 37 and 46 months in prison, fined up to $100,000, and
ordered to pay millions of dollars in restitution’ (BI, Aug. 26).
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I Insider trading |

American International Group Inc.: Pa-
trick J. Foley, vp, exercised ‘an option for
3,250 shares and sold 3,250 shares of com-
mon stock at between $17.80 and $84.25 per
share from July 26 to Aug. 1, and now
directly and indirectly holds 15,531 shares of
common stock.

Starr International Co. Inc., beneficial
owner, indirectly sold 5,000 shares of com-
mon stock at $50 per share on Aug. 1, and
now directly and indirectly holds 33,895,090
shares of common stock.

AIG stock was trading at $82.75 per share
on Sept. 20.

Continental Corp.: Fred G. Marziano, vp,
disposed of by gift 200 shares of common
stock at an unreported price per share on
April 25, and now directly and indirectly
holds 5,145 shares of common stock.

John P. Mascotte, chairman, disposed of by
gift 600 shares of common stock at an unre-
ported price per share on April 22, and now

directly and indirectly holds 20,205 shares of
common stock.

Continental Corp. stock was trading at
$25.00 per share on Sept. 20.

Hartford Steam Boiler Inspection & In-
surance Co.: Donald K. Wilson, vp, disposed
of by gift 1,000 shares of common stock at an
unreported price per share on May 29, and
now directly holds 30,920 shares of common
stock.

Hartford Steam Boiler stock was trading at
$53.75 per share on Sept. 20.

Poe & Associates Inc.: William F. Poe,
chairman, indirectly sold 20,000 shares of
common stock at $11.50 per share on Aug. 9,

“and now directly and indirectly holds

1,261,991 shares of common stock.

W.F. Poe Syndicate Inc., beneficial owner,
sold 20,000 shares of common stock at $11.50
per share on Aug. 9, and now directly holds
454,969 shares of common stock.

William F. Poe, director, exercised an op-
tion for 5,375 shares and sold 5,375 shares of
common stock at between $6.60 and $11.38
per share on Aug. 15, and now directly and

indirectly holds 5,658 shares of common
stock.

Poe stock was trading at $11.75 per share
on Sept. 20.

SAFECO Corp.: Rodney A. Pierson, vp,
sold 4,500 shares of common stock at $39.50
per share on Aug. 22, and no longer holds
shares of the company.

SAFECO stock was trading at $39.13 per
share on Sept. 20.

Transamerica Corp.: James R. Harvey,
chairman, indirectly exercised an option for
13,445 shares of common stock at $22.57 per
share on Aug. 16, and now indirectly holds
68,718 shares of common stock.

Transamerica stock was trading at $37.50
per share on Sept. 20.

]

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

Approval sought for Integral Insurance rehab plan

JEFFERSON CITY, Mo—Missouri insurance
regulators and executives of Integral Insurance
Co. expect to ask a state court judge today to
approve a rehabilitation plan for the financially
troubled long-haul trucking insurer.

They plan to propose that Integral Transpor-
tation Services Inc, a newly formed subsidiary
of John Deere Insurance Group of Moline, 111,
take over Integral Insurance’s claims handling,
underwriting and market support services be-
ginning Tuesday.

Integral, which reported assets of $101.9 mil-

lion and liabilities of $94.2 million at the end of
March, is operationally sound but it does not’
have $2.4 million in approved capital and sur-
plus required to continue operating under Mis-
souri law, regulators and company spokesmen
say.

Though Integral operates from Brookfield,
Wis,, it is domiciled in Missouri.

Lewis Melahn, director of the Missouri Insur-
ance Department, praised Integral for its coop-
eration and added that “the financial strength”
of John Deere will provide Integral’s long-haul

trucking policyholders with needed stability.

In a related action, Re Capital Corp. of Stam-
ford, Conn., the parent of Re Capital Reinsur-
ance Corp., one of Integral Insurance’s rein-
surers, said it expects to take a $886,400 charge
to net income, or 12 cents a share, in the third

- quarter. The company said the charge would

reflect the anticipated commutation of some re-
insurance agreements with Integral and the is-
suance of a new, non-traditional reinsurance
agreement with John Deere.

—By Meg Fletcher

EPA may extend tank requirement deadline

WASHINGTON—The U.S. Environmental
Protection Agency may extend to December
1992 the approaching deadline for companies
with a small number of underground storage
tanks to show they can pay for damage caused
by the tanks.

The current deadline is Oct. 26 for petro-
leum marketers owning or operating up to a
total of 12 USTs located at multiple sites or
fewer than 100 USTs at a single site. The dead-
line also applies to non-marketers with less than
$20 million in net worth. That deadline had
been extended from Oct. 26, 1990 (BI, Oct. 8,
1990).

EPA regulations require businesses to pur-

chase environmental impairment liability in-
surance or show that they have some other
mechanism to assure financial responsibility for
damage caused by leaking tanks. Larger com-
panies have had to comply with the financial
responsibility requirement since January 1989,

The EPA recently proposed extending the
deadline for small companies by 14 months,
because it is “concerned about small busin-
esses’ ability to obtain financial assurance by
Oct. 26.”

The agency is now reviewing comments on
its proposal. “We hope to have a rule by Oct.
26,” said Sammy Ng, branch chief of the Un-
derground Storage Tank Division at the EPA.

Stock Report
; Enamaenza m*l 'rHaoum-l semmaea 27,1991

Though insurance markets “have yet to focus
on the smaller owners,” some insurers have tai-
lored products for smaller UST risks, said James
Cox, asmstant vp at Johnson & Higgins in New
York.

For example, Agricultural Excess & Surplus
Insurance Co., @ subsidiary of Great American
Insurance Co. in Cincinnati, is offering a basic
UST policy for smaller risks, said Richard Ko-
scielak, senior vp and general manager. The
basic policy would cost 20% to 30% less than
AESI's regular tank coverage. Agricultural Ex-
cess policyholders on average pay $750 per tank
for UST coverage. .
—By Louise Kertesz
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Insurance industry stocks flattened last week
as the Business Insurance Index rose 0.6 point

" to 657.7 on Sept. 27, from 657.1 on Sept. 20.

Advancing insurance issues for the week were
led by Frank B. Hall, up 14.3%; Chandler Insur-
ance, up 12.5%; and SCOR U.S. Corp., up 9.5%.
Declining insurance issues for the week fol-
lowed Seibels Bruce Group, down 17.2%; Ar-
gonaut Group, down 9.9%; and United Fire &

Casuaity, down 5.6%. The most active insur-
ance issue for the period was U.S. Healthcare,
with 2.5 million shares traded. The Bl Index was
up 0.1%; the Standard & Poor's 500 dropped
0.5%; the Dow Jones 30 Industrials were down
0.4%; and the New York Stock Exchange Com-
posnte fell 0.4%.

{ | CommiUnion 508 NM 307 60 519508
| | GenlAccident 533 NM 357 67 544533
| GanRoyslExch 185 NM 159 85 189185 | |
Rayal 364 NM 347 95 374364
/| Sun Aliance 345 NM 187 54 350345 |
! | Brokers
|| Bradstock 166 189 60 36
i | CEHeath 521 182 345 66
| | Hogg Group 222 132 107 48
{ | LoydThompson 430 216 120 28
| LowndesLmbrt 326 166 153 47 -
[ | PWSHoldings 78 96 47 60
4 Sedgwick Grp 257 244 160 62
|| SwelBmJones 338 177 163 48
Wills Corroon 303 160 176 58
i
\.Saiice

Weekly Year to Date
Price % change % change

NAC Re Corp. OT1C 2375 306 -28.03
Navigators Group 0] 10] 33.00 -1.49 51.15
Nobel Insurance LTD, oTe 3.63 357 2083
NWHNL Companies NYS 28.25 +5.04 67.41
Ohio Casualty Corp. oiC 4438 193 8.23
Old Republic Int'l NYS™ 30.63 041 3388
Orion Capital Corp. NYS 31.25 0.00 7857
Phoenix RE Corp. o1c 950 256 2258
Pratective Lite Corp. o1c 22.00 0.00 47.90
Providen! Lite o1c 1975 -247 12.86
Re Capital Corp. ASE 14,38 0es 11.65
Relisnce Group Holdings NYS 500 000 8.1
AL Insurance Corp, NYS 1488 083 2.59
St Paul Campanies orc 61.00 -543 -2.79
SAFECO Carp, atc 3725 479 13.31
SCOR U.S. Corp. NYS 15.88 9.48 28.28
Seibets Bruce Group (0] (e] 600 -17.24 41.18
Selective Ins. Group Q1C 17.00 423 28.30
Statesman Group Inc. 01C 513 250 227.90
Tokio Marine & Fire o] (o} 5163 198 926
Torchmark Corp. NYS 4575  -1.00 1.79
Transamerica NYS aras  -067 14.18
Transattantic Holdings NYS 3325 185 2146
Traveters Corp. NYS 19.00  -4.40 14.29
Trenwick Group Inc. o1c 2625 094 1351
United Fire & Casualty oTC 4413 581 2562
USF&G Corp. NYS 700 000 -6.67
UNUM Corp. NYS 61.50 061 3190
USLIFE Corp. NYS 40.88 083 45.98
Unitrin orc 3775 086 22.76
Washington National NYS 1513 254 39.08
USLICO Corp. NYS 17,75 -4.05 11.81
Zenith National Ins. NYS 1538 -238 t2.84

INSURERS/REINSURERS AVERAGE 0.7 282

HEALTH MAINTENANCE ORGANIZATIONS

FHP Intemational oTc 19,50 8.33 2787
HMO America Inc. oT1C 13.13 7.14 101.92
Pacificare Health Sys. o)1} 2125 3M 67.69
Safeguard Health Enter, oT1C 7.50 T.14 57.89
Sietra Heallh Services ASE 1383 522 0.91
United Healthcare Corp. el (o] -52.00 4.00 123.66
United Medical Corp. ASE 700 175 -12.50
U.S. Healincare oTc 2738 1.39 6.81
HMOs AVERAGE 22 449
ALL COMPANIES AVERAGE 02 268

Annual

Migh  Low Vol(000) § Div. % Yield P/E Book valus value!
2834  17.66 147 016 067 13 18,80 126 |
3500 16.50 2 000 000 19 13.52 244" |
438 250 4 000 000 5 1.76 047 §
3288 1175 376 140 496 7 4273 0.66 |
5025 2675 150 248 559 9 36,38 122 |
3188 17.38 189 072 235 7 33.09 093 |
3150 13.00 125 092 2% 9 20,42 153 |
1025 500 25 020 21 1 13.30 o7
2250 1150 21 084 082 9 16:29 135 |
2450 12,00 190 100 506 5 25.88 078
1863 11.75 12 020 1.2 10 15.05
750 425 14 032 640 -8 1.32 !
1638 975 10 048 323 8 14.41 i
74.25 4800 512 280 426 7 52,00 197 |
4475 2513 1143 148 397 9 31.50 118 |
1588 838 46 024 151 10 11.19 1.42 ?
888 425 7 036 600 120 7.35 082 |.
1800 1250 44 104 612 9 18.91 090 |
588 125 251 000 000 -256 248 207 i
5650 36,00 4 000 000 - 7093 073 !
5850 3800 183 160 322 12 16.70 298 |
3838 23.25 468 200 837 14 36.56 102 |
39.38 2025 50 020 060 1" 1838 1.61
2538 1150 761 160 842 9 41.44 D.46
3000 1625 6t 060 229 10 2.7 121 b
5800 2875 2 132 2% 1 35.39 125
1925 613 1246 020 286 1 11.96 059
7025 3213 200 104 169 1 ar.2s 165 &
4275 2325 128 164 401 9 60,34 068 -
4150  26.00 81 100 265 14 30,70 1.23
1675 938 28 108 7.4 5 26,86 056 |
2100 1475 31 100 583 10 29.44 060 !
1850 988 168 100 650 -81 13.14 117 |

35 63 i

I

2975  aes 809 000 000 14 544 358
17213 425 771 000 000 15 061 2152
4250 12,50 462 000 000 14 655 416
750 400 31 000 000 26 353 212
2950° 613 155 000 000 6 1.78 7.85
5525 1343 1484 006 0.2 bl are 1383
1088 663 7 000 000 10 879
3800 1000 2527 032 117 16 338

0z 16

29 7

e
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|
i
l . Weel Year to Date - Annual Mit/B.
I BROKERS Price %chalf\yge % change High  Low Vol{00O) § Div. % Yield P/E Book vale value
I | Alexander & Alexander NYS 2038 181 1189 2763 1613 276 100 491 17 977 2.00
| | Gatlagher Arthur J. & Co. NYS 1950 0,00 1613 2888 19.00 41  0B4 328 16 5.88 332
| Frank8. Hal NYS 400 14.29 10,34 438 200 103 000 0.00 8 -5.24 0.76
i | Hilb, Rogal & Hamilion o1C 1425 179 339 1750 11.28 67 036 253 22 356 400
{ | Matsh&McLennan NYS 7613 -1.62 240 8725 6075 496 260 342 18 14,77 5.15
} | Poe & Associates oTe 11.75 000 8359 1250 625 31 032 272 14 2.29 513
{ | ®BROKERS AVERAGE 18 86 - 24 i .
¥
| | CONGLOMERATES & HOLDING COMPANIES
| | Berktay WA, Corp. orc 2425 000 4533 3225 2075 43 03 182 4 2amd 102
.3 Barkshitg Hathaway Inc. NYS 885000 351 3258 885000 171.88 1 000 000 -32 461200 1.92
L} ITT {Hartford Group) NYS 5525 286 1510 6300 4025 1483 172 AN 8 64.01 0.86
! Sears (Allstate) NYS 3838 223 5123 4350 2200 2104 200 521 13 37.38 1.03
| CONGLOMERATES AVERAGE 0.4 159 24 1
| INSURERS/REINSURERS
| Aetna Lite & Casualty NYS 3325 -1.88 4374 4913 2900 2149 276 B30 7 64.23 052
| American General NYS 3988 000 29,67 4113 2350 932 200 502 9 31.14 1.07
| American Heritage NYS 2938 173 39.88 3225 1963 ° 2 108 368 13 19.25 1.53
| American Indemnity/Fin'l Q1 7.25 741 123.08 7.5 2758 4 0.08 1.10 4 . 1293 0.56
| American Intemnational NYS 8288 018 7.80 10200 5850 1352 048 058 12 45.34 1.83
" 1 | #onComp. NYS 3675 -0.68 576 4175 2675 254 160 435 10 18,50 1.99
L | Argonaut Group orc 2275 990 664 3338 1775 3 068 2% 7 48.26 0.47
1| AVEMCO Corp. NYS 2500 929 4851 2500 1413 19 040 160 19 9.55 282
F 4 Baldwin & Lyons Inc. o1C 2300 000 . 2267 2525 17.00 0 028 122 7 24.29 095
| Belvedare Corp. ASE 313 388 25.00 338 175 2 004 128 21 7.65 0.41
| Chandler Insurance or1c 281 1282 -59.08 725 213 25 000 000 2 5.95 047
i | Chubb Corp, NYS 61.75 276 1382 7525 3463 939 148 240 9 35.19 175
- | CIGNA Comp. | ONYS 4475 192 948 5675 3325 452 304 679 1 7315 081
| CNA Financial Corp, NYS 85.13  -2.44 2404 9250 4950 81 000 000 12 70.23 1.21
| Continental Corp. NYS 2500 000 050 3083 1575 401 260 1040 9 a7.83 0.66
| Durham Corp. orc 025 397 . 804 3425 2300 42 100 AN 17 2804 © 108
- | Fund American Corp. NYS £5.38 175 2602 6538 4263 12 068 104 19 36111 1.81
| Fremont General Corp. (o} (¢} 2450 -2.49 6897 2525 1013 61 083 35 7 19.13 1.28
| | Frontier Insurance Group NYS 2475 -0.50 3026 2588 1569 13 000 000 10 11.20 221
| | Gainscoine: ASE | 1250 204 6393 1288 425 28 004 032 16 337 amn
| General RE Corp, NYS 8B.O0 014 538 10250 7338 1089 168 191 13 37.50 235
| Hanover Insurance Co. Lo} (0! 2875 377 843 3075 21.00 27 044 153 10 3744 0.77
| Harleysville Group Lo} (o4 2925 541 2787 8200 1425 23 064 219 9 2299 1.27
Hartford Steam Bailer NYS 5600 233 1282 6375 4383 107 200 364 15 17.05 3.23
Kansas City Life Ins: oic 3400 286 10.12 3650 30,00 7 120 353 8 3922 0.87
Kemper Corp. NYS 3213 1.8 3526 3925 173 367 092 288 8 3420 084
Lawrence Insurance Group ASE 913 000 30.38 950 638 3 048 526 14 an 1.94
" | Libeny Corp. NYS 4188 030 1.82 4800 39.00 19 092 220 13 2386 1.76
Lincoln National NYS 4826 253 1221 5525 3075 182 272 584 10 4516 1.07
L. Markel Corp. oTc 1900 270 6170 1925 1025 62 000 000 9 322 590
| Mutual Risk Mgrmt, Ltd. NYS 2575 000 - 275 1700 21 000 000 % - -

G




Many happy returns.

It’s only an empty chair. Except when the person who’s usually in
it happens to be on disability leave.

In which case that empty chair could cost your company untold
thousands in disability benefits. Not to mention the loss in productivity:

Which happens to be where the CIGNA companies come in.

We’ve been in the
LTD business ever since
there’s been an LTD
business.

And, from day one,
dlsablhty management
services for both short-
term and long-term
products have always
been an integral part of
our program.

In fact, over the past
twenty years, our
rehabilitation specialists
have led the entire
industry in returning
people to productive
lives. While helping to
cut costs for countless employers. Saving an average of $20.00 for
every $1.00 invested in cost-reduction programs.

If you would like to learn more about our short- and long -term
disability programs, contact Gordon Murphy, President, CIGNA
Special Benefits, Dept. D, Fax (215) 761-5585.

You'll find that no one has matched our experience or our record.

And returned so many people to their seats.

Policies are underwritten by Life Insurance Company of North America and Connecticut General Life Insurance Company.

We get paid for results: [&[€,1.}



