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Airlines’ rates
could increase

250% to 300%
upon renewal

By STACY SHAPIRO

LONDON—Airline hull and li-
ability insurance rates are ready
to take off when major world air-
lines begin to renew their cover-
age on Oct. 1.

Although no airline has yet
completed its autumn renewal,
underwriters and brokers say that
rates could climb as much as
250% to 300% compared with last
year’s renewals.

Rates have been steadily rising
all year, but no airline has been
hit with increases of this magni-
tude.

In addition, airlines that renew
their coverage in November could
see even more severe rate in-
creases, some brokers say.

All told, airlines representing
77% of the world's fleet value
renew their insurance programs
in the fourth quarter.

While the size of the potential
rate increases is attracting the at-

tention, insurers are focusing on
the increase in the actual premi-
ums paid by the airlines. Premi-
ums for airlines are based not
only on the rate but also on the
value of an airline’s fleet and the
number of revenue passenger
miles it logs.

Cash-hungry aviation un-
derwriters are seeking sharply in-
creased premiums to help them
pay for their year-end excess-of-
loss reinsurance placements,
many sources agree. Aviation ex-
cess-of-loss reinsurance costs are
expected to rise 400% to 500%
compared with a year ago, if the
coverage is available at all.

Not only are rates rising, but
aviation insurers, to ensure they
have the cash needed to buy rein-
surance, are insisting that airlines
pay their premiums more quickly.

The Oct. 1 aviation renewal
season “is going to be painful,”
summed up Geoffrey Hargreaves,

Continued on page 37

Agency halts
rate rollbacks

Garamendi plans to appeal blockage

By LOUISE KERTESZ

SACRAMENTO, Calif.—Cali-
fornia Insurance Commissioner
John-Garamendi's plan to invoke
emergency regulations imple-
menting Proposition 103 this
week and order more than $2.5
billion in refunds to policyholders
is again stalled.

The California Office of Ad-
ministrative Law, which reviews
state regulations, last week
blocked Mr. Garamendi's emer-
gency request to approve for-
mulas that would implement the
controversial initiative, including
his proposal to allow insurers
only an aggregate 10% rate of re-
turn in determining rate roll-
backs. The OAL said no emer-
gency exists.

In addition,

insurers’ legal

challenges t® Mr. Garamendi's.

regulations are increasing.

More than 100 insurers have
joined a state court action begun
in April by 84 companies that
seeks, among other things, a halt
to hearings implementing Propo-
sition 103.

And several insurers last week

filed challenges to the Proposi-

tion 103 regulations in federal
court, contending the regulations
would violate their constitutional
rights.

Mr. Garamendi likened the in-
surers and their attorneys to “the
plotters of the botched Kremlin
coup’ and called the OAL's deci-
sion to block Proposition 103 re-
funds “misguided.” He said he
would appeal the OAL's decision
to Gov. Pete Wilson.

Continued on page 38
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Federal judge bars offsets
in Transit Casualty liquidation

KANSAS CITY, Mo.—A reinsurer of
Transit Casualty Co. cannot offset
amounts it owes the now-defunct in-
surer by amounts Transit owes the rein-
surer in unpaid premiums, a federal
court has ruled.

The decision could allow Transit’s lig-
uidator to recover between $150 million
and $300 million in reinsurance pro-
ceeds, said Burleigh Arnold, Transit’s
special deputy receiver.

Transit was placed into receivership

Continued on next page
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but health profits up
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Combined ratios
jump sharply

By DOUGLAS McLEOD

Commercial property/casualty
insurers’ results continued their
long, slow decline in the second
quarter with no signs of improve-
ment on the horizon.

Unabated rate competition,
weather-related losses and other
factors combined to produce more
of the same sad song: stagnant or
falling premium volume, widening
combined ratios and flat earnings.

For the first six months of this
year, the 30 U.S. property/casualty
insurers tracked by Business In-
surance reported a 1.8% drop in net
premium volume, a sharp increase
in their combined ratio to 111.1%
from 109.9% and a 0.9% decline in
net income, even after profits were
boosted in some cases by signifi-

cant capital gains.

“It was somewhat disappointing.
We were hoping for improvement,”
said Alan Levin, senior vp with
Standard & Poor’s Corp. in New
York. “‘Clearly, the industry is not
engaging in very restrictive under-
writing. They are still competing
too much.”

“Basically, I saw a continuation
of the trends that have been in
place in 1990 and through 1991,”
including low rates, increasing
weather-related claims and disap-
pointing underwriting results, said
Michael Lewis, first vp with Dean
Witter Reynolds in New York.

“There’s basically nothing new.
It's the same old story,” agreed
Gloria Vogel, first vp with Lehman
Bros. in New York.

Continued on page 31

Health
insurer
competition
may return

By LORI BLOCK

Group health insurers are plea-

santly surprised at how well their

bottom lines held up during the
first six months of the year, espe-

“cially in light of predictions that

1991 could mark the start of a

_competitive market.

Three factors in part:cular.
helped stave off a downturn for
health insurers: actual expenence
has been lower than the insurers’
trend factors, xmproved ‘earnings
within many insurers’ managed
care operations and growth in
some insurers’ administrative-ser-
vices-only business.

However, benefit managers look-
ing for relief from huge premium
increases also are gettmg some
good news: There are signs of in-
creasmg competition among group
health insurers, which could trans-
late into lower insurer profits, per-
haps as early as 1992.

_“It's clear that health results
held up more positively than ex-
pented ** said Mike Touhy, a man-
aging director in New York wi ;
Tillinghast, a division of Towers,

‘Perrin, Forster & Crosby Inc “It s

been a surprise.’ :
*We’'ve been expectmg the wnrst
Thank God we haven't realized it

‘yet,” said Jim Galasso, vp and ac-

tuary with Metropolitan Life In- .
surance Co. of New York.
T guess I would have expected

to see a slowdown of results by

now,” said Dave Young, a consul-
tant in the Washington, D.C., office
of The Wyatt Co. Instead, the num-
bers look decidedly good, he said.
In fact, five of the seven major

group health insurers contacted by

Business Insurance reported that
proﬁts rose in the first half.
Commued on page 32
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Transit reinsurer denied offset

Continued from previous page
in December 1985.

U.S. District Judge D. Brook Bartlett's Aug. 28 rulmg came after
American Re-Insurance Co. of Princeton, N.J.,, requested that such
offsets be made. American Re claimed that the reinsurance con-
tract states the contract is subject to New York law, which allows
reinsurance offsets.

However, Judge Bartlett ruled that Missouri law applied because
Transit was incorporated and domiciled there.

Applying Missouri law, the judge found that there was no statu-
tory or common law right to reinsurance offsets.

American Re is considering appealing the decision, said Robert
M. Hall, general counsel and secretary. “We think the decision is
wrong. A broad right of offset is appropriate in these circum-
stances.”

Lioyd’s acts to boost capacity

LONDON—Lloyd’s of London is reverting to its old way of
calculating syndicates’ gross premium capacity to increase the
market’s real capacity next year in anticipation of rate increases.

The Council of Lloyd’s last week agreed with an interim recom-
mendation by a task force that syndicates should be allowed to
exceed their allocated premium capacity by 25% next year.

However, this allowance will be granted only if the syndicate
proves that 25% of its business is ceded to reinsurers on quota-
share basis, said Lloyd’s Chief Executive Alan Lord.

If Lloyd’s total allocated capacity drops nearly 10% next year, as
expected, to about 10 billion pounds ($16.95 billion at current
exchange rates) from 11.1 billion pounds ($21.42 billion at applica-
ble exchange rates) this year, then allowing syndicates to exceed
their allocated premium capacity will enable the market to write up
to 2.5 billion pounds ($4.23 billion) of additional premiums.

Syndicates were allowed to exceed their allocated capacity by
30% until 1988, after which they were restricted to writing up to
their allocated limits (BI, Aug. 29, 1988).

Mr. Lord said speculation that record member resignations will
leave Lloyd’s short of capacity next year has been “‘overdone.” This
action will “make sure that the capacity we have is better used,” he
said.

“In my considered judgment, Lloyd’s will have more than enough
capacity in 1992, he said.

Mr. Lord also responded to.allegations that Lloyd’s has violated
requirements of the U.S. Securities and Exchange Commission (see
earlier story, page 29). Lloyd’'s held “extensive” discussions with
the SEC in 1988, he noted. ““We are perfectly clear that what we’ve
done to recruit members in the United States is within SEC re-
quirements.”

A federal judge in Denver has ruled that he lacks jurisdiction to
hear a U.S. member’s suit alleging that Lloyd's breached U.S. se-
curities law by not registering with the SEC. Lloyd’s maintains that
members can sue only in British courts.

Work comp insurer insolvent

HARRISBURG, Pa.—A Pennsylvania state judge has ordered the
liquidation of Rockwood Insurance Co., a workers compensation
insurer based in Rockwood, Pa., that regulators say is insolvent by
$81.4 million.

Rockwood—which had been placed in rehabilitation July 27—has
3,436 open claims in 33 states, including 1,427 in Pennsylvania. Of
the Pennsylvania claims, 1,130 stem from workers comp policies
and 297 are stem from other property/casualty policies, the Penn-
sylvania Insurance Department announced.

The liquidation order does not affect Rockwood Casualty Co., a
Rockwood subsidiary that continues to write business, the Insur-
ance Department said.

Separately, the Pennsylvania department has obtained a lig-
uidation order against Building Industries Exchange of Pottstown
& Vicinity Group Health & Disability Plan, an unlicensed Pott-
stown, Pa.-baced group health insurer. BIE Plan wrote group
health coverage for about 220 small businesses in the Pottstown
area, the department says.

Pennsylvania regulators ordered BIE Plan to cease operations in
May and filed a liquidation petition June 5.

Lloyd’s moves Gooda members

LONDON—LIloyd’s of London is appointing a substitute agent to
handle the affairs of 240 members now managed by members agent
Gooda & Partners Ltd. who have been hit with losses by syndi-
cates managed by sister agency, Gooda Walker Litd.

Lloyd’s last week announced that it would create Additional Un-
derwriting Agencies (No. 6) Ltd. to take over the management of
Gooda & Partners. AUA (No. 6) will be operated by Oxford Mem-
bers Agency Ltd., a subsidiary of Sturge Holdings P.L.C.

The fate of Gooda Walker Ltd. remains unclear. Although at-
tempts have been made to sell the underwriting agency, no an-
nouncements have yet been made Lloyd’s Chief Executive Alan

Continued on page 38

Errors and omissions

® A story and chart in the Sept. 2 issue incorrectly reported the
market value of the Old Republic International Corp. stock owned
by Chief Executive Officer A.C. Zucaro. Mr. Zucaro actually held
56,246 shares with a value of $1.7 million. The story and chart had
included stock that is held by Old Republic pension and other bene-
fit programs under Mr. Zucaro's name.

® An article in the Sept. 2 issue incorrectly reported that Phil
Gallagher, a U.S. member of Lloyd’s of London, would join litiga-
tion against Feltrim Underwriting Agencies Ltd. if such an action
were filed.

GOP health proposal

Republicans may revive cap on tax-free benefits

By JERRY GEISEL

WASHINGTON—A Senate Re-
publican task force is resurrecting
a Reagan administration proposal
to tax employees on a portion of
their benefits, but it also is propos-
ing to strip tax breaks from em-
ployers that offer expensive health
care plans or that do not require
employee copayments.

Under the draft proposal, em-
ployees would be taxed on em-
ployer-paid health care premiums
that exceed a certain—but not yet
specified—level. And employers
would not be allowed to take tax
deductions on health care expenses
that exceed that level.

Employers also could not take a
tax deduction for any health care
costs if their health care plans did

HMO/PPO
information
requested

Business Insurance will
publish its fifth annual Man-
aged Care Market Report in
December, listing health
maintenance- organizations
and preferred provider orga-
nizations nationwide along
with reports on the stats of the
alternative health care mar-
ket.

The report will be published
as a special issue in addition
to the regular weekly edition
of BI. All subscribers will re-
ceive this issue free of charge.

In addition to addresses and
phone numbers, the direc-
tories will provide informa-
tion on individual HMOs and
PPOs, including federal and
state qualification; model
type; number of participating
physicians, hospitals, pharma-
cies and diagnostic labs; ser-
vice areas; services offered
and rating options; znd the
number of employers con-
tracting with the organiza-
tions.

The directories are pub-
lished as an editorial service.
There is no charge to be in-
cluded, but HMOs and PPOs
must complete and return a BI
questionnaire by Sept. 30.

HMOs that have not yet re-
ceived a questionnaire should
contact Editorial Assistant
Karen Armaganian at 312-
280-3195. PPOs should con-
tact Directory Editor Sarah
Polster at 312-649-5279.

Inside

not require employees to pay at
least 20% of claims for physician
expenses.

However, the draft proposal
would exempt some small employ-
ers from laws requiring insured
health plans to cover specific pro-
cedures. Small employers would be
exempt if they form special group
purchasing cooperatives and pur-
chase health insurance with a cer-
tain—but not yet specified—level
of coverage.

In addition, the proposal would
exempt certain managed care plans
from state laws regulating the
plans (BI, Aug. 19).

The draft proposal also would
revamp medical malpractice laws
to limit the size of malpractice
awards against physicians and
hospitals. And, it would increase

tax incentives for the self-em-
ployed to buy health insurance.

Finally, the proposal calls for
states to establish new programs to
provide health care plans for peo-
ple earning less than 200% of the
federal poverty level. It does not
specify how such programs would
be funded.

The draft proposal, which bene-

fit experts say could be changed

considerably before it is officially
released, is being prepared by a
task force of about a dozen Repub-
lican senators chaired by Sen. John
Chafee, R-R.I.

Benefit observers say the draft
proposal is an effort to reduce the
party’s potential political vulnera-
bility on health care issues.

Both Senate and House Demo-

Continued on page 18

Liberty Mutual
covers workers
in N.C. plant fire

By DOUGLAS McLEOD

HAMLET, N.C.—Liberty Mutual
Insurance Co. writes the workers
compensation coverage for the
food processing company whose
North Czrolina plant was the site
of one of the nation’s worst indus-
trial fires.

Twenty-five people died and at
least 54 were injured Tuesday in a
flash fire that swept through an
Imperial Food Products chicken
processing plant in Hamlet.

The fire was caused by a leak of
pressurized, combustible hydraulic
fluid that vaporized and ignited
after splattering against the side of
a 26-foot-long deep frying vat, ac-
cording to Dave Campbell, an
arson investigator with the North
Carolina State Bureau of Investi-
gation.

A high-pressure hose that helped
drive a hydraulic motor had re-
cently been replaced and came un-
coupled, creating the leak, Mr.
Campbell said.

The fire, he added, ‘‘was strictly
an industrial accident” and was
not caused by any safety violation
or crime.

A carbon dioxide fire extin-
guishing system installed above
the fryer, designed to put out
grease fires, was not activated by
the fire, said Mr. Campbell.

The building had no sprinkler
system. And though Mr. Campbell
said the state building code did not
require one for the plant, state of-

ficials are investigating whether
the lack of sprinklers violated
building and fire safety codes, said
Tim Bradley, a deputy North Caro-
lina insurance commissioner and
head of the Insurance Depart-
ment's fire and rescue services di-
vision.

Mr. Campbell expressed doubts
that sprinklers could have extin-
guished the fireball that rapidly
filled the building with smoke.

The 25 people killed died of car-
bon monoxide poisoning.

Fire exits were not marked, and-
two doors leading out of the build-
ing were locked, according to Mr.
Bradley.

He added that the lack of marked
fire exits ‘‘apparently’ was a vio-
lation of fire safety codes, though
the nature and extent of the viola-
tion is still under investigation.

The state building code would
require a similar plant built today
to have a sprinkler system, while
the fire code requires regular
maintenance and inspection of
such systems, Mr. Bradley said.

Safety and health inspectors
from the state Department of
Labor never inspected the Imperial
Food plant because of a lack of
manpower, a department spokes-
man said.

North Carolina is one of 23 states
that operates its own workplace
safety inspection program with ap-
proval from the federal Occupa-
tional Safety and Health Adminis-

Continued on page 37
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House could act on fraud bill this fall

By MARK A. HOFMANN

WASHINGTON—A bill that
would create federal criminal pen-
alties for insurance fraud could
become part of broader legislation
expected to be considered by the
House of Representatives later this
fall.

The bipartisan House measure is
drawing a positive response from
regulators and insurance trade
groups, both of which earlier had
praised similar, though not identi-

cal, insurance fraud legislation
passed by the Senate.

The House bill, H.R. 3171, was
introduced last month by Reps.
John D. Dingell, D-Mich., and Jack
Brooks, D-Texas. It was referred to
the House Judiciary Committee,
which is chaired by Rep. Brooks.

A spokesman for the Energy and
Commerce Committee, which
drafted the measure, said it is
“likely” that H.R. 3171 would be
attached to an omnibus crime bill
sponsored by Rep. Brooks.

Insolvencies
prompt firms
to reconsider
safety of GICs

By CHRISTINE WOOLSEY

COLORADO SPRINGS, Colo.—
Employers
whose savings
plans purchase
guaranteed in-
vestment con-
/] tracts are more
closely scrutin-
izing the insur-
ers that issue
GICs amid growing concern over
insurer solvency, a survey shows,

However, the vast majority of
benefits executives surveyed say
they are confident their firms' de-
fined contribution plan fiduciaries
are fulfilling their duties in eva-
luating, selecting and monitoring
GIC issuers.

Registrants at the annual Inter-
national Foundation of Employee
Benefit Plans’ Corporate Benefits
Conference last month responded
to an informal IFEBP survey on

GIC issuers.

Of the 139 respondents, 71—or
51.1%—said their companies spon-
sored participant-directed defined
contribution plans that offer a GIC
investment option. Of those people,
45% said that their companies had
conducted additional evaluations
of issuers within the past three
months specifically because of sol-
vency concerns.

“I think there's a lot of nervous-
ness out there on the part of em-
ployers,” said Craig J. Davidson,
an IFEBP research associate who
prepared the survey.

“You've got employers out there
that have contracted with a GIC
provider back when that provider
was rated triple-A. Then the em-
ployer goes back to making wid-
gets or whatever and next thing
you know, a company like Execu-
tive Life goes under.”

Emgployer concern over the fi-

Continued on page 12

Appeal planned
after judge hikes
bad faith award

By STACY ADLER

SAN DIEGO—Maryland Ca-
sualty Co. says it will appeal a bad
faith judgment awarded to a for-
mer policyholder as well as the de-
cision of a San Diego trial judge
to more than triple the size of his
original award.

Characterizing the insurer’s ac-
tions as “‘vile, despicable and
loathsome,” San Diego Superior
Court Judge Donald Meloche on
Aug. 26 increased an insurance bad
faith award against Maryland Ca-
sualty to $7.9 million after the
plaintiff’s attorney sought review
of the award. Judge Meloche had
awarded the plaintiff $2.4 million
when he issued his original verdict
in June.

The amended award includes
$375,000 in compensatory damages
and $7.5 million in punitive dam-
ages.

Maryland Casualty is appealing
the award. “We feel very strongly
that our position will be upheld on
appeal,” the company said.

The award came in a case in
which the Baltimore-based insurer

was accused of bad faith in refus-
ing to defend a commercial auto-
mobile and comprehensive general
liability policyholder sued for neg-
ligence.

While judges have the power to
increase or reduce a jury award
based on the facts of the case, it is
highly unusual for a judge to in-
crease an insurance bad faith
award, attorneys say.

In fact, several attorneys who
specialize in insurance bad faith
litigation said they have never be-
fore seen a judge triple a bad faith
award.

“This is very unusual,” said Mi-
chael O'Connor of Christensen,
White, Miller, Fink & Jabobs in
Los Angeles.

“While judges do have a lot of
discretion at the trial level, be-
cause this is so unusual the appel-
late court will look at it closely,”
Mr. O’Connor predicted.

“It's hard for insurers to com-
plain too loudly when a judge ex-
ercises his discretion to increase a
damage award,” said Royal Oakes
of Barger & Wolen in Los Angeles.

Continued on page 18

That is the same approach used
in the Senate, where insurance
fraud provisions closely parallel-
ing the House bill were attached to
S. 1241, an omnibus anti-crime
measure. That bill was passed in
July (BI, July 15).

Like the Senate measure, the
House bill would make several acts
a federal crime, including:

® Knowingly filing a fraudulent
financial statement or report with
a state insurance regulator:

® Falsifying company records

with the intent to defraud an in-
surer or policyholder.

@ Tampering with proceedings
before state insurance regulators.

But the House and Senate mea-
sures differ in several areas:

® Maximum penalties under the
House measure would be a
$500,000 fine per organization per
violation or a $250,000 fine per in-
dividual per violation/and or 10
years in prison. Under the Senate
bill, the maximum penalties would
be $§1 million in fines/and or 30

years in prison.

In explaining the lighter penal-
ties contained in the House pro-
posal, a House Energy and Com-
merce committee staff
memorandum accompanying the
draft version of the bill said that
the Senate penalties, drawn from
federal standards dealing with
bank fraud, ‘“‘are grossly out of
sync with regular eriminal fraud
penalties (typically five years).”

The House measure also would

Continued on page 10

Risk Manager of the Year

Ten independent judges to select 1992 winner, honor roll

Ten independent judges from all sectors of the
risk management profession and the insurance in-
dustry will select the 1992 Business Insurance Risk
Manager of the Year and the Risk Management
Honor Roll.

The winners of the awards, presented annually by
Business Insurance to recognize excellence in risk
management, are selected based on the 10 judges’
assessments of the risk managers as detailed in
their nominations.

Candidates for the 1992 awards can be nominated
now. Nomination forms are available from Busi-
ness Insurance’s Chicago office.

Nominations must be submitted by Nov. 19.

The 10 judges who will select the 1992 honorees
include the 1991 Risk Manager of the Year, the
three members of the 1991 Risk Management Honor
Roll, two insurance company executives, two bro-
kerage executives, a risk management consultant
and an insurance professor.

The judges for the 1992 competition are:

® Donald D. Batchelor, risk manager for Union
Planters Corp. in Memphis, Tenn. Mr. Batchelor
was named to the 1992 Risk Management Honor

® Percy Chubb III, vice chairman of Chubb Corp.
in Warren, N.J. Mr. Chubb is serving on the panel of
judges for the first time, representing a stock insur-
ance company.

® Arnold L. Davenport, vp-risk management for
Marriott Corp. in Bethesda, Md., and the 1991 Risk
Manager of the Year.

® Mary L. DeCampli-Stewart, risk manager for
the Metropolitan Washington Airports Authority in
Washington, D.C. Ms. DeCampli-Stewart was
named to the 1991 Risk Management Honor Roll,
representing government entities.

® Larry D. Gaunt, professor of risk management
and insurance in the College of Business Adminis-
tration at Georgia State University in Atlanta. Mr.
Gaunt, who is serving on the panel for a second
year, represents the academic community.

¢ H. Felix Kloman, a vp and principal with Til-
linghast, a division of Towers, Perrin, Forster &
Crosby Inc. in Stamford, Conn. Mr. Kloman, who
also is serving on the panel for a second year, repre-
sents risk management consultants.

® John A. Kohler, chairman of Brandow Howard
Kohler & Rosenbloom Inc. in Minneapolis. Mr.

Mr. Chubb

Mr. Kloman Mr. Kohler

Roll representing finaneial institutions.

Ms. DeCampli-
Stewart

Mr. Trowbridge

Mr. Umscheid

Continued on page 28

Mr. Gaunt

Mr. Wallace

Stung by alleged fraud, they increase vigilance

Labscam jolts insurers

By LOUISE KERTESZ

LOS ANGELES—Health insur-
ers—stung for tens of millions of
dollars in allegedly fraudulent
claims by a Southern California
rolling medical lab scheme alone—
are building their arsenal against
similar schemes.

Operations patterned after the
Smushkevich rolling labs in
Southern California are operating
nationwide, though on a smaller
scale, insurers say. They add that
health insurance fraud is generally
on the rise.

But, beefed-up fraud detection
staffs are tipping off health insur-
ers to possible fr?ljdulent claims,
AT ERANL T -
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preventing the payout of millions
of dollars in phony claims, insurers
say.

And, the fraud detection staffs
are now using computer programs
—designed to spot irregularities
involving providers’ tax identifica-
tion numbers on claim forms,
among other things—to flag possi-
ble fraudulent claims.

Insurers say they are now more
alert to the problem of rolling labs,
but they believe employers, em-
ployees and lawmakers can do
more to combat health care fraud.

For example, insurers want poli-
cyholders to ask their employees to
be alert for fraud and to report it.
Indeed, several insurers have es-

tablished toll-free numbers indi-
viduals can call to report suspected
fraud.

Some insurers are paying ‘boun-
ties” to employees and dependents
enrolled in group health insurance
plans who report questionable
billing practices.

Meanwhile, a bill is wending
through the California Legislature
that calls for taxing health insur-
ers and employers that self-insure
their health care plans to pay for
increased investigations and prose-
cution of health care insurance
fraud.

A federal grand jury in Los An-
geles on July 8 returned a 175-

Continued on page 35
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Court orders NFL pension contributions

By LORI BLOCK

RICHMOND, Va.—Nat:onal
Football League owners mus: con-
tribute $36.6 million into a players’
defined benefit pension plan to
make up for payments taey refused
to make to the overfunded plan, a
federal appeals court has ruled.

However, the 4th 1J.S. Circuit
Court of Appeals on Aug. 30 tuled
3-0 that NFL. management trustees
did not breach their fiduciary duty
in how they handled the pension
funding dispute wizh the NFL
Players Assn.

The decision centers on the Bert
Bell National Footbal. League Re-
tirement plan, a Taft-Hartley plan
established in 1969 that covers
players active through the 1983
season. The plan, which was
funded by some player cont-ibu-
tions, is jointly administered by

management anc player trustees.

Beginning wita the 1989 season,
players have been covered by the
Pete Rozelle NFL Pleyer Retire-
ment Plan, a defined benefit plan
funded and administered solely by
team owners.

Both plans offzr ider.tical retire-
ment. disability and death bene-
f:ts. Tke Rozelle plan succeeded
the Eell plan following negotia-
t:ons between owners and players
in 1988 and 1989.

The dispute—in which both sides
f:led suits and countersuits begin-
ning :n 1987—arose ovar the inter-
pretation of the 1982 collective-
bargezining agreement between the
owness and the players. The con-
tract requires owners o make an-
nual contributions of $12.5 million
=0 the Bert Bell plan.

Hoewever, in 1987, NFL owners
sought a ruling that would allow

them to defer contributions be-
cause the plan was overfunded.
They argued that since the plan
was overfunded, their contribu-
tions would not be tax-deductible.
The 1982 collective bargaining
agreement specified that the con-
tributions would be deductible.

Trustees representing the players
argued that the owners should in-
crease monthly benefits to elimi-
nate the surplus. Doing so would
allow the owners to receive a tax
deduction for their contributions,
the player trustees contended.

But the owners countered that
the collective bargaining agree-
ment does not authorize them to
change plan benefits.

When the owners refused io im-
prove the plan’s benefits, the play-
ers trustees charged that they had
breached their fiduciary duty.

The appeals court upheld a fed-

eral district court ruling that the
owners had to continue contribut-
ing to the plan. The appeals court
explained that the club owners
misinterpreted a section of the Bert
Bell plan that reads: “The employ-
ers guarantee that contributions
will be paid into the trust on or be-
fore the last day of each plan year,
provided that such contributions
are allowable as deductions under
the applicable provisions of the
(Irternal Bevenue) Code.”

The appeals court said: “The
clubs assert that this provision ob-
ligates them to pay only those con-
tributions that are allowable as
deductions when paid. We agree
with the district court, however,
that the term ‘allowable as deduc-
tions' contains no temporal limita-
tion. Because under the Internal
Revenue Code the clubs can carry
forward any contributions not de-

We can help land
the bigger accounts.

If you're out to land the big ones,
we're equipped to help you reel

Agurance
yyal nsul an

them in.

Clients with substantial
assets to protect need to feel safe

them.

office.

At

N |

about the carrier that’s covering

For that matter, so do you.
With Royal’s strengths and more
than 140 years of financial and
operational stability, you can.

As a major multi-line prop-
erty and casualty underwriter,
we have a reputation for insur-
ance and related programs of
quality and value.

Complemented by expert
engineering and loss control,
prompt. fair claims service and
competitive rates.

And that's no fish story.

For more information,
contact your local Royal branch

% Royal Insurance

ductible in the year they are paid,
the plan requires that the full $12.5
million be paid each year.”

The court also ruled that the
hoard of trustees has authority to
increase plan benefits, ‘““‘and the
exercise of that power would
largely resolve the problem of
which the clubs complain’: that
their contributions are not deduct-
ible because the plan is over-
funded.

However, the 4th Circuit over-
turned a portion of the district
court’s decision and ruled that the
management trustees did not
breach their fiduciary duty in re-
fusing to improve plan benefits.
The court, in refusing to order the
benefits be improved, ruled that
“it is for the trustees and not for
the courts to determine the extent
of any benefit increase.”

An NFL spokesman stressed that
the appeals court in this portion of
its ruling sent a message to the
players’ union that increases in
benefits should be negotiated, not
sought in the courts.

“After four years of litigation, no
benefit increases have been or-
dered’ by the court, the NFL
spokesman observed.

Neither side plans to appeal the
decision.

The $36.6 million award includes
the $17.8 million in principal that
club owners said in their 1987 law-
suit they did not have to contribute
to the plan because it was over-
funded, according to players’ at-
torney Joseph A. Yablonski, a part-
ner with Yablonski, Both &
Edelman in Washington, D.C.

The rest of the judgment repre-
sents inferest and attorneys’ fees,
Mr. Yablonski said.

The funds will be paid from an
escrow account established by the
league when the dispute initially
arose, according to the NFL
spokesman.

In the meantime, the owners and
players still are litigating over the
owners’ refusal to make a nearly
$1.2 million contribution to the
Rozelle plan for the same reasons
they stopped contributing to the
Bert Bell plan.

The federal district court ruled
for the players in the Rozelle case,
and the owners appealed. How-
ever, both sides agreed to a stay of
the litigation until the 4th Circuit
ruled in the Bert Bell case.

‘““The player trustees are now
armed with a ruling” supporting
their position, Mr. Yablonski said.
“I would imagine that the manage-
ment trustees. ..will go along”
with the decision, he said.

In a related case settled in June,
NFL owners agreed that the ad-
ministrators of the Rozelle plan
will comply with the Employee Re-
tirement Income Security Act and
provide plan information to the
players. This suit was filed in Feb-
ruary (BI, Feb. 25).

®

William V. Bidwill et al vs. Na-
tional Football League Manage-
ment Council et al, U.S. Court of
Appeals for the 4th Circuit; No.
91-2308.

New Bl bureau
in California

Business Insurance Associate
Editor Judy Greenwald, who has
been based in BI's New York bu-
reau since 1984, will open a new
Northern California bureau this
week.

Ms. Greenwald, who will con-
tinue to report on insurance anc
reinsurance industry topic:
among other subjects, can be con-
tacted starting Sept. 11 at 540 La.
timer Circle, Campbell, Calif
95008; 408-379-1790; fax: 408
379-3257. [=
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Opinions,

WO “RIGHTS” CAN make a “wrong,” as a recent

California Supreme Court ruling proves. The rul-
ing, which requires evidence of a defendant’s wealth to
be introduced before punitive damages can be assessed,
could result in large, financially strong companies
being hit with even larger punitive damage awards.

The first “right” was a March U.S. Supreme Court
ruling that held that the Constitution requires proper
jury instruction in cases involving punitive damages
and significant judicial review of punitive awards,
thereby signaling Congress, judges and state legisla-
tures that unbridled punitive damages is a problem
ripe for reform.

The second “right” came last month as the Cali-
fornia high court, in responding to the Supreme Court’s
decision, ruled that plaintiffs must introduce evidence
of a defendant’s wealth before punitive damages can be
awarded by a jury (BI, Sept. 2). Judge Marvin Baxter,
in writing for the majority, noted that even if a puni-
tive award is entirely reasonable in light of the defen-
dant’s misconduct, “the award can be so dispropor-
tionate to the defendant’s ability to pay that the award
is excessive for that reason alone.”

We agree with Judge Baxter’s reasoning. We do
not believe that defendants that have behaved abhor-
rently should get off the hook for only the cost of that
behavior, but we also do not believe that juries should
have the right to punish companies for small trans-
gressions by assessing multimillion-dollar punitive
awards—and possbily bankrupting the companies.

While agree with the spirit of the decision, we have
doubts that it will be applied in that spirit. Rather
than protect companies from excessive punitive
awards, we believe that mandatory introduction of
information about defendants’ wealth will be used
to determine the depth of the defendants’ pockets. The
wealth of the defendant—rather than its actions—will
be the determining factor in assessing a punitive
award.

While evidence about a defendant’s wealth already is
introduced by plaintiffs’ attorneys in most cases in
which punitive damages are sought, in order to iden-
tify deep pockets, the California court’s ruling will
just formalize this injustice.

We also are disturbed that the California court did
not define how a defendant’s wealth should be as-
sessed. We're convinced that creative plaintiffs’ attor-
neys will stress the indicator of a defendants’ “weal

Rulings don’t add up

Letters

<THE DUSTICE OF SOALES* I

that will result ir. the largest award for their clients,
whether that be revenues, profits, net worth, etc.

We believe the size of the punitive damage award
should be in proportion to the wrongfulness of the
defendant’s conduct, not the depth of his pockets.
Defendants should not be assessed large punitive dam-
age awards simply because of their size.

Finally, the Ca’ifornia court may have intended to
help defendants, but we wonder what benefit they will
derive from the requirement to have their bank account
balances, loans, real property values, stocks, bonds and
other investments probed. As Judge Stanley Mosk said
in his dissenting opinion: “If this requirement, this
compulsory invasion of privacy, is being fundamentally
fair to defendan:s, one wonders what the majority
would consider to be unfair.”

Both the U.S. and the California supreme courts’ rul-
ings—while well-intended—will result in even more
unfair punitive damage awards. The rulings further
underscore the need for state and federal laws strictly
limiting the size of punitive awards.

Judge Baxter admitted in the California ruling that
“the determination of whether an award is excessive is
admittedly more zrt than science.” We think it’s time to
remove this artistic interpretation from the punitive
damage process.

Federal regulation would end many MEWA problems

To the editor: I read with interest the
article “Federal Certification of MEWAs
Proposed” in the July 22 Washington col-
umn.

H.R. 2773 is long overdue, and we com-
mend Rep. Thomas E. Petri, R-Wis., for
his initiative and leadership in introduc-
ing this legislation. The Self-Insurance
Institute of America Inc. supports federal
regulation of self-funded multiple-em-
ployer welfare arrangements and is
pleased to have played an early role in
developing a federal approach to the
MEWA problem, which led to the intro-
duction of H.R. 2773.

Passage of H.R. 2773 will eliminate the
current confused regulatory climate that

1

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 Letiers to the Editor,
Business Insurance, 740 N. Rush
St.. Chicago, lil,, 60611.

threatens the existence of thousands of
viable MEWAs that provide affordable
health coverage to small businesses. H.R.
2773 also will eliminate abuses in the
practices of certain MEWA operators
who lack the knowledge to manage such
plans on a sound ongoing basis.

However, we take objection to several
comments made by Wisconsin Insurance
Department General Counsel Fred Nep-
ple.

The states have had the right to regu-
late self-funded MEWAs since the pas-
sage of the 1982 amendment of the Em-
ployee Retirement Income Security Act of
1974. However, few states have taken re-
sponsible regulatory action.

Instead, many states have taken the po-
sition that such arrangements were un-
authorized insurance and have attempted
to shut them down rather than develop
proper regulation that recognizes the
right of financially sound MEWAs to
continue to operate. Federal action will
go a long way to solve the problem.

In addition, the National Assn. of In-
surance Commissioners was invited to
participate in a joint federal and state
approach to regulation of MEWAs under

an earlier draft of the proposed bill; how-
ever, we understand it rejected the offer.

With the passage of H.R. 2773, legiti-
mate MEWAs sponsored by associations,
chambers of commerce or other multiple-
employer business groups that can meet
federal certification requirements will be
able to operate free of state regulation
and fill a very important need for the
small business community. Those
MEWAs that fail to meet the require-
ments will fall squarely on the shoulders
of state regulators, thus ending the juris-
dictional debate.

Hundreds of industry associations and
employers, administrators and excess in-
surers support Rep. Petri’s federal ap-
proach. We would hope that state regula-
tors and the NAIC will join in support
of this legislation, too. By doing so, we
should be able to weed out the “bad
guys” and provide an opportunity for the
‘‘good guys” to continue to provide a
much-needed service.

James A. Kinder
Executive Vp
Self-Insurance Institute
of America Inc.
Washington, D.C.
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At issue

Kevin M.
Bolion
Senior Director-
| Employee Ben-
| efits/Contract
Plans
Greyhound
Lines,

Dallas

Some non-highly compensated em-
ployees stopped contributing to our
401(k) plan when we filed for Chapter
11. However, response has been good
since we changed our match to 100%
for the first $1,200 contributed, from
50% for the first 6% contributed. We
also contribute $100 into every em-

Ellen C.
Lobato
Bl Manager-

{ Berefits &
Cormpensation
Guaranty Na-
tional Insur-
ance Co.,
Englewood,
Caolo.

We offer employees a m2ans of saving
for retirement via a 401{k) plan. Em-
ployees can contribute 2% to 10% of
their pretax eamings annualy. They
have the choice of tweo investment
funds, & fixed fund and a civersified
equity fund. Our high par cipation ratio
is associated with the match we pro-

Tom
Harrison
Manager-Cor-
porate Benefits
& Services
Stratus Com-
puter Inc.,
Martboro, Mass.

Participarion in our 401(k) plan is cur-
rently at 71%. I'm committed to im-
proving “hat number to an 80%-plus
level by =ducating non-participants. Al
employess will receive a personalized
leter showing their total if they had
been participating at 3% of their pay for
four years. If our young employees re-

How do you encourage 401(k) plan participation?

Y

Beverly E.
Khosh
Manager, Em-
ployee Benefits
l| American Res-
taurant Group
Inc.,

B.| Newport Beach,
£l calit.

We have offered a 401(k) plan for
three years. We made several signifi-
cant changes to our plan this year:
daily valuation, a loan feature and a
company match. Enroliment has in-
creased by almost 30% in the past six
months! For a comparatively small
berefit expenditure, we have been

ployee account so that non-participants | vide, wkich for the past fve years has alize the match money they're losing, | able to offer a successful “win-win"
receive a quarterly statement. been 100% up to €%. maybe they will join the plan. program to our employees.
Compiled by Sara Harty

Creativity is a Risk.

In today’s arena, an advertising agency’s
creative product can easily spark a lawsuit.
Ad agencies are hot prospects for the court-
room, and changes in precedent have left
them vulnerable to a whole new set of legal
liabilities. Unfortunazely, most insurance
companies haven't kept pace, and ad
agencies are finding themselves under fire
without adequate protection.

application.

Only Media/Professional Insurance, Inc.
has the broad protection ad agencies
require. Backed by A+-rated SAFECO, our
advertising agency liability coverage pro-
vides the broadest form available to protect
an agency from legal hot water. Including
affirmative coverage for punitive damages.

Dorit let your clients get burmed. Compare
our policy, and then sign them up with
advertising agency liability coverage from
Media/Professional. Call us for an

Ask about our special new program
endorsed by the American Association
of Advertising Agencies, with discounts
available for A.A.A.A. members.

Media/Professional Insurunoe Inc.

Two Pershi e 800 - 2300 Main
mmaw"gumum &li4?l-&l|8
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Fraud legislation

Continued from page 3

impose a maximum prison term of
15 years for cases of fraud that
jeopardize the safety and sound-
ness of an insurance company.

@ The House bill would levy civil
penalties for violations of the law,
whereas the Senate did not address
civil penalties. H.R. 3171 would
authorize the imposition of a civil
penalty of up to $50,000 for each
violation, or an amount equal to
the amount of compensation that
person received or offered for the
illegal conduct, whichever is
greater.

Also under the House bill, “if the
offense has contributed to the in-
solvency of an insurer which has
been placed under the control of a
state insurance regulatory agency
or official, such penalty shall be
remitted to the regulatory official
of the insurer’s state of domicile
for the benefit of policyholders,
claimants and creditors of such in-
surer.”

® The House bill would require
that any act of embezzlement co-
vered by the proposal involve at
least $5,000 to qualify as a federal
crime. The Senate version sets a
$100 minimum.

According to the staff memo ac-
companying the draft version of
H.R. 3171, the lower Senate
threshold could clog federal courts
with minor cases best dealt with by
state courts.

Despite their differences, the
House measure has attracted wide-
spread support from regulators
and insurers, both of which also
supported the Senate legislation.

“We're very supportive of either
the House or the Senate bills,” said
James Long, North Carolina insur-
ance commissioner and president
of the National Assn. of Insurance
Commissioners. The Senate insur-
ance fraud provisions were based
on an NAIC model law introduced
earlier this year.

Mr. Long downplayed the signif-
icance of any differences between
the House and Senate legislation.
“What we're interested in is the
overall thrust” of the legislation.

“We stand ready to work with
the House and the Senate to re-
solve the differences to enact a law
that makes insurance fraud a fed-
eral crime,”” Mr. Long said.

“We do prefer the House bill
over the Senate version,” said Me-
lissa Wolford, director of federal
affairs for the American Insurance
Assn. in Washington, D.C.

“It’s a much tighter bill. It has a
civil cause of action that provides
that the return of funds would be
to the insurer,” said Ms. Wolford.
She noted that the original NAIC
model bill on which the Senate
measure was modeled also lacked
civil recovery provisions.

David M. Farmer, vp-federal af-
fairs for the Alliance of American
Insurers in Washington, D.C., also
praised the House measure. “We
believe that the general concept of
an insurance crime bill is a good
approach in that it is a targeted
approach to specific problems.”

The provision in the House bill
that specifies that civil penalties
assessed against those deemed re-
sponsible for an insurer’s insol-
vency be paid to the insolvent in-
surer’s estate is ‘‘an interesting and
novel idea,” Mr. Farmer said.

The AIA’s Ms. Wolford said that
provision was particularly attrac-
tive because “‘we’re trying to make
the policyholder as whole as possi-
ble.”

“QOverall, state regulation is im-
proving by the day. This proposal
would be a key companion to the
overall state-federal cooperative
venture,” said Mr. Farmer, refer-
ring to proposals that would give
the federal government a role in
the regulation of insurers. He
added, however, that the Alliance
continues to believe that the states
should have the primary responsi-
bility for insurance regulation. =
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NINE HONEST
INFORMATIVE, HELPFUL,
CONTROVERSIAL AND
UITIMATELY UPLIFTING
CONVERSATIONS
DEALING WITH
SUBSTANCE ABUSE
INTHE VORI

Please send for your free reprint of The Argonaut
Forum—a series of nine conversations in which
Argonaut clients, brokers, and executives frankly discuss
substance abuse in the workplace. And offer concrete
suggestions on how to deal with it.

THE SET IS YOURS, FREE.
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For your free reprint of the entire Argonaut Forum series, mail this
coupon to: Mr. Michael Crall, President, Argonaut Insurance |
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CARRIERS/DIRECT WRITERS/LARGE PRODUCERS

STOP LOSING MONEY!

® PAY UP TO 25% LESS CLAIMS

e ELIMINATE TIME WASTING — NO PROFIT RISKS
® |[NCREASE CASH FLOW TO BOTTOM LINE

® DUMP FAILING PRODUCERS

® BE AS CLOSE AS POSSIBLE TO A SECURED
CREDITOR

® SIMPLE SYSTEM — NOTHING COMPLICATED
e A CHARM FOR COMP WRITERS
® HELP ELIMINATE BAD DEBT

® SYSTEM APPLICABLE PRIMARILY TO 9
CONTIGUOUS WESTERN STATES

IF YOUR COMPANY/AGENCY WROTE OFF
OVER 1 MILLION DOLLARS IN BAD DEBT LAST YEAR,
LET’S VISIT.

R. H. Ashburn, President

INSURANCE INTELLIGENCE, INC.
7024 N. 3rd Street
Phoenix, AZ 85020
(602) 371-1720
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ou're invited to a Sneak Preview of our Membership Services. Join now
for 1992 and you'll receive 3 months of membership FREE beginning
October 1, 1991!

Our Lineup of Services Includes:
% %%k % Information Services. %% % % CEBS Program.

Free access to the world's largest employee  Be a star. Attain the standard of exzellence
benefits library containing the most com- in employee benefits through this ten
plete collection of benefits.information. course certification program.

% % % % Publications. %% % % Research.

Stay informed on issues and trends through Leam the latest trends through surveys
monthly and quarterly publications. covering health care and pension topics.

%% % % Educational Programs. % %% LF. Intemns,

Attend any of the 50 programs offered an-  Educate the benefits professicnals
nually ranging from fundamentals of bene-  of tomorrow and fulfill your need for
fits to retiree health care, experienced, entry level recruits.

Make your big debut today!

Join now for 1992 and receive the last 3 months of 1991 FREE!
For more information, call our Membership Dept., (414) 786-6700.
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Benefit managers take
the ‘life span’ approach

By CHRISTINE WOOLSEY

COLORADO SPRINGS, Colo.—
Meeting the needs of an increas-
ingly diverse
workforce is the
newest chal-
lenge facing em-
ployee benefit
professionals, a
human resources
consultant says.

A number of
workforce changes are affecting
the four R's of human resources,
which are: recruiting, retention,
retraining and retirement, accord-
ing to Victor S. Barocas, president
of Strategic Management, a New
York-based consulting firm that
focuses on aging, benefits and
human resource management.

For example, women and older
workers comprise an increasingly
larger portion of America's work-
force.

In addition, the emergence of a
global marketplace is forcing U.S.
benefit managers to examine what
their overseas competitors are
doing in the area of benefits and
compensation.

Moreover, ‘“‘the complexion of
American businesses is changing,”
Mr. Barocas said. “The 1980s saw
mergers and acquisitions. Now in
the 1990s, we're in an era of res-
tructuring and downsizing,” which
has caused many employees to be-
come disillusioned, he said.

However, several human re-
sources strategies are available to
help employers cope with those
workforce changes, Mr. Barocas
said during a session at the third
annual Corporate Benefits Confer-
ence sponsored by the Interna-
tional Foundation of Employee
Benefit Plans in Colorado Springs
last month.

American businesses that want
to maintain employee loyalty and
morale must begin thinking in
terms of “a life span approach to
human resource management,”
which includes offering employees

L i
S

GIC issuers

a choice of work arrangements, Mr.
Barocas said.

For example, some employers
may wish to offer alternative work
arrangements like flextime or
working at home, he said.

Flextime allows full-time em-
ployees to complete work responsi-
bilities on a schedule other than
the standard 9 a.m. to 5 p.m., but
usually requires employees to work
a set number of hours, he said.

Work-at-home programs typi-
cally allow employees to complete
their full- or part-time responsibi-
lities at home and-may or may not
involve computers or other elec-
tronic ties to the office, he said.
Working mothers, in particular,
favor this flexibility, he added.

Another strategy—the “life plan-

‘Now in the 1990s,
we’re in an era of
restructuring and
downsizing,’ says
Mr. Barocas.

ning” approach—allows employees
to develop personal, flexible “‘blue-
prints” to achieve their work and
retirement goals, Mr. Barocas said.
Companies that have embraced
this human resources approach
educate employees on financial
planning, health and welfare bene-
fits, career development and legal
and estate planning, he explained.

“Employers are saying to em-
ployees, ‘We can no longer be pa-
ternalistic, but we can provide you
an education so you will be se-
cure,' " he said.

If taking the life planning ap-
proach, employers must differenti-
ate among the needs of early-ca-
reer, mid-career, late-career and
retired employees, he said.

For example, younger employees
could require education about fi-
nancial planning, he said. An

early-career employee ‘‘will proba-
bly change jobs seven times before
he retires. He is likely to have one
or two divorces, he is highly mort-
gaged, living on credit and is
highly dependent on the employer
for benefits,”” Mr. Barocas ex-
plained. As a result, employers
should ‘‘teach these employees
good saving habits and stress the
importance of starting early.”

Mid-career employees, on the
other hand, may have to care for
‘“dependent parents or children,”
Mr. Barocas said. ‘‘They are
stressed and strapped financially,
but they are in their peak earning
years." Employers should focus on
ways to help this group save money
and should offer them benefits like
child care and elder care, he said.

Late-career employees may want
advice on how to make the nest egg
they have saved over their working
lives last through retirement, ac-
cording to Mr. Barocas. This type
of guidance is extremely useful,
especially in an era of uncertain
economic times, he said.

For example, “retirees who say
that their home is their nest egg
may have to be counseled about the
soft real estate market,”” he ex-
plained. “Old homes aren't neces-
sarily selling, so maybe these re-
tirees should think about
relocating.”

The life planning approach also
enables corporations to communi-
cate their human resources philos-
ophy to employees, enhances the
corporate image and improves em-
ployee relations, he noted.

Phased retirement is another
strategy available to employers.
Mr. Barocas defined this strategy
as ‘‘a discrete and voluntary
human resource practice allowing
active employees to reduce their
regular work schedule prior to re-
tirement.”’

Phased retirement “hasn’t been
used in the United States much;
it’s much more popular in Europe,”
Mr. Barocas said. However, “it

Continued on next page

Continued from page 3

nancial stability of GIC issuers has
been triggered by the collapse of
Los Angeles-based Executive Life
Insurance Co., which California
regulators seized in April (BI,
April 22).

Executive Life sold about $1.9
billion of GICs to savings plans,
generally 401(k) plans.

A proposed agreement between
the National Organization of Life
& Health Insurance Guaranty
Assns. and the California Insur-
ance Department that would make
whole most individual policyhold-
ers of Executive Life Insurance Co.
will offer no relief to holders of the
insurer's GICs, who could receive
only an estimated 81 cents on the
dollar (BI, Sept. 2).

Several employers whose savings
plans purchased the Executive Life
GICs are being sued by partici-
pants, who are demanding that the
employers cover any benefit losses
resulting from the insurer’s col-
lapse (BI, May 27).

Still, 31% of the respondents said
their companies had not evaluated
GIC issuers in the past three
months. “You have to wonder why
they didn't, or if they know some-
thing you don’t,” Mr. Davidson
said.

Fourteen percent of respondents
did not know whether such evalua-
tions had been made, and 10% did
not answer.

“Some have suggested the con-
troversy surrounding a small seg-
ment of the insurance industry will

prompt organizations to change
their policies toward sponsoring
GICs," according to Mr. Davidson.

Eighty-two percent of the bene-
fit executives said their companies
fulfilled their fiduciary duties of
monitoring their GIC issuers’ fi-
nancial condition by periodically
evaluating those issuers. Seven
percent said their companies did
not conduct periodic evaluations,
3% did not know and 8% did not
respond.

Of those conducting periodic
evaluations, 14% said they were
conducted monthly; 38% said
quarterly; 7% said semiannually;
22% said annually; and another 7%
of the respondents said evaluations
were conducted at time intervals
other than those listed.

Twelve percent of respondents
whose companies did conduct peri-
odic evaluations of their GIC is-
suers’ financial condition either
did not know how often their com-
panies conducted the evaluations
or did not respond.

Mr. Davidson pointed out that
despite concerns about the sol-
vency of insurers that issue the
contracts, 85% of respondents said
they were satisfied that their orga-
nization's defined contribution
plan fiduciaries are fulfilling their
responsibilities for evaluating, se-
lecting and monitoring GIC is-
suers.

Four percent expressed dissatis-
faction, and 11% either did not re-
spond or did not know.

Many benefit executives also re-

ported using a variety of ways to
choose among the insurers that
issue GICs. Most—63%—said their
companies took into consideration
the recommendations of outside,
independent advisers.

Other popular strategies in-
cluded using published ratings
from independent ratings agencies,
used by 51% of the respondents,
and relying on assessments by in-
house staff, used by 48%.

Only 8% of the respondents said
their companies used information
shared with other plan sponsors.
Another 8% cited other methods,
and 3% said they were unsure how
their companies selected GIC is-
suers.

Nearly one-fourth—23%—of
those surveyed said their com-
panies had changed or planned to
change their policies regarding
GIC contracts because of recent in-
surance company failures.

One respondent wrote: “We have
recently purchased a company
with GICs and plan to move away
(from them) as they become ma-
ture.”

Another commented that it had
“decreased (the) number of GICs
held from 20 to one.”

®

A free copy of the survey, “Fiduci-
ary Responsibility: The Plan Fidu-
ciary/GIC Provider Relation-
ships,” is available from the Public
Relations Department, Interna-
tional Foundation of Employee
Benefit Plans, P.O. Box 69, Brook-
field, Wis. 53008; 414-786-6700.
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Self-insuring: Is it good
for what ails work comp?

By CHRISTINE WOOLSEY

Surplus Underwriters Casualty Inéurance Company:

Specialists in all areas

the top risk management issue of
the 1990s,” said James A. Swanke

COLORADO SPRINGS, Colo.—
Employers should consider self-in-
suring their

Jr., director of risk management
services for The Wyatt Co. in Bos-
ton.

of miscellaneous

workers com-
pensation risks
to contain sky-
rocketing costs
77 and to guard
against the lack
of commercial
workers comp

“The workers compensation sys-
tem is no longer accomplishing the
goals set out” when it was created,
he said during a workshop at the
third annual Corporate Benefits
Conference sponsored by the Inter-
national Foundation of Employee
Benefit Plans last month in Colo-

health care malpractice

Surplus Underwriters is a unique market for
miscellaneous health care malpractice cover-
age. We are a stable, financially sound, 21 year-
old company supported by A.M. Best “A™rated

For more information or a quote, call today:

713/522-6533

insurance in some states, a risk
management consultant suggests.

However, employers that self-
fund workers comp risks must set
up comprehensive loss control and
claims management programs to
control costs, he added.

“Workers comp is fast becoming

‘Life span’ benefits

Continued from previous page

may be an approach we have to look
at with the aging workforce,” he
said.

By allowing workers to reduce
their hours, rather than entirely end
active employment, phased retire-
ment allows a company to retain ex-
perienced workers for a longer pe-
riod, which can minimize the
negative impact and skiil losses that
result from mandatory retirement or
workforce reductions, Mr. Barocas
said. In addition, it “provides an on-
the-job mentor to train a prospective
replacement,” he said. And, keeping
older workers as active staff mem-
bers provides added contributions to
the company’s pension plan, he
noted.

Employees favor phased retirement
because it often provides a smoother
transition into retirement and also
enables retirees to explore different
post-retirement work or leisure op-
tions before actually becoming a “re-
tiree,” Mr. Barocas said.

However, this strategy also poses
some disadvantages both to employ-
ers and to employees, he said. For ex-
ample, employers may find book-
keeping and timekeeping more
complex if the program is not well-
managed. And, coverage problems
may arise if employers do not estab-
lish a clear benefits policy for phased
retirees. Among other things, em-
ployers must decide whether these
workers will receive full or pro-rated
benefits, Mr. Barocas said.

Employees, on the other hand, may
suffer reduced income, reduced So-

rado Springs.

A hard workers comp insurance
market haunts employers across
the country, Mr. Swanke said.
““Workers comp premiums on a
percentage basis have outstripped
the Consumer Price Index” in the

Continued on next page

reinsurers, and this is the only class of business
we write. Because it is our specialty, we often
write services and professions other companies
refuse. Surplus Underwriters is an approved
surplus lines insurer in most states.

SURPLUS UNDERWRITER.

CASUALTY INSURANCE COMPANY

3131 Eastside ® Suite 545 ® Houston, Texas ‘77098

Fax: 713/639-6330
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agree to phased retirement, he noted.
In addition, some phased retirement
programs compress rather than re-
duce the job responsibilities so that
employees end up doing the same
amount of work in less time, he said.
And, a phased program can lower an
employee’s perceived job status, since
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duce expenses associated with tem- -~ sales or information caill 313/446-1625. =
porary services and recruitment, he ‘ e 2
said. And, because the retiree knows
the company, he will provide techni- company
cal and project-specific expertise that
an outside temporary worker could address
not provide. i

In addition, retiree skill banks pro- ity state p
vide part-time employment for re- : i
tired workers who desire meanin,
activity but prefer to work soﬁ Mail to: phone

where more rewarding than the local
discount store, Mr. Barocas said.
Richard P. Day, executive vp of
business development at Ameritas
Life Insurance Corp. in Lincoln,
Neb., moderated the session. [ ]
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AlG Life taps O’Connell as president

Robert J. 0’Connell named presi-
dent and chief sxecutive officer of
AIG Life Insurance Co. of Wilming-
ton, Del., the domestic life branch of
American International Group Inc.

Since joining AIG two years ago
from New York Life Insurance Co.,
Mr. O’Connell had been senior vp
of its international life insurance di-
vision. Mr. O'Connell replaces Paul
A. Finkel, who resigned.

Also at AIG, Ron Judd, the long-
time executive director of the Risk &
Insurance Management Society Inc.,
joined the insurer as a consultant.

And Robert Patterson promoted
to vp in the poliution legal liability
division of AIG subsidiary Commerce
& Industry Insurance Co.

Other insurer changes:

Walter E. Farnam appointed
chairman and chief executive offi-
cer of General Accident Corp. of
America, a Philadelphia-based unit
of General Accident Fire & Life As-
surance Corp. P.L.C. of Scotland. He
replaces James C. Corcoran, who is
retiring after 15 years as chairman.
Succeeding Mr. Farnam as president
and chief operating officer is Frank
J. Coyne, who had been executive
vp.
At Blue Shield of California,
Charles W. Stewart named to suc-
ceed Thomas C. Paton as chief ex-
ecutive officer. Mr. Paton has an-
nounced he will retire as CEO at
year end. Mr. Stewart is now presi-
dent and chief operating officer.
Other appointments have not been
announced.

Ronald F. Wilkins named man-
ager of the Toronto branch of un-

l Comings & goings: industry

derwriting manager Wrm. H. McGee
& Co. of Canzda Ltd. Patricia Bod-
kin and Teri Bourne were naraed
claims manzgers at the Toroato
branch.

Gary Pingel appainted vp-under-
writing at Ficneer State Mutual In-
surance Co. of Flint, Mich.

Fireman’s Fund Esurance Co., an
Allianz A.G. Foldings unit in Novzto,
Calif., announced these changes: Joe
Stinnette, formerly head of the per-
sonal insurance division, named ckief
administrative officer; and John
Meyer, who Lad becn sznior vp and
chief financ:al officar for Firemen's
Fund's personal insarance division,
named chief financial officer and 2x~
ecutive vp.

Thomas D. Nimmo elected serior
vp and contrcller for Ranger Insur-
ance Co., an American Ranger Inec.
unit in HousZon.

Elaine Netz promoted to vp of
commercial underwriting admiris-
tration at Guaranty National Insur-
ance Co., an Orion Capital Corp. unit
in Englewood, Colo.

Zurich-American Insurarce
Group, a Zurich Insurance Co. unit
in Schaumburg, Ill., announced thase
changes: Jeanne H. Eddy, who had
been an executive vo with USF&G
Corp., named presideat of the group’s
national accounts division; Richard
C. Brady namad to k2ad reverse flow
operations az a new Zurich office in
Glendale, Cali”.; and Vincent A. De-
Conti named directc: of field opera-

tions for reverse flow business.

Continental Corp. of New York an-
nounced these changes: Timothy L.
Mitchell named senior vp and chief
underwriting officer in Continental’s
Special Operations Group; succeed-
ing Mr. Mitchell as president of the
group's Continental Insurance
Healthcare division is Joan Wilson;
Allan B. Pooler named vp-under-
writing for the special cperations
group; and Bonnita Boone named
senior vp-underwriting in the health
care division.

Leland H. Beman promoted to
vp in the financial division of Orion
Capital Corp. in Farmingion, Conn.
Orion Capital, where Mr. Beman will
be responsible for corporate ceded
treaty reinsurance and pool and as-
sociation run-off obligations, is the
parent of five speciality property/ca-
sualty companies.

Richard W. Caby promoted to
resident vp in Tampa, Fla., with Fi-
delity & Deposit Cos., a Baltimore-
based Swiss Reinsurance Co. unit.

Herman J. Hebbeler, the national
underwriting manager for property
and commercial multiperil coverage
in the commercial lines division,
named a vp at Chubb & Son Inc, a
Chubb Corp. unit in Warren, N.J.

John H. Pritchett named vp of
casualty underwriting with Alliance
General Insurance Co. of Chicago.

Donald B. Sharp elected vp at
Crum & Forster Corp. of Basking
Ridge, N.J., where he will be respon-

FOR BETTER
CONTROL OVER
RISK MANAGEMENT,
IT PAYS TO KNOW
THE RIGHT PEOPLE.

Our people.They have the
time-tested, hands-on experi-
ence to deliver the quality ser-
vice you need today. And they
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You'll be served by a team
of experts, not just one.They'll
handle vour account exactly
the way you wish...giving you
better service and more con-
trol of the claims process.
With better information made
possible by the most
advanced technology.

For more information
including our Claims Directory,
please contact:

George H. Czerwonka, Jr.
Assistant Vice Presicent
Conzinental Loss Adjusting
One Continental Drive
Cranbury, NJ 08570-0001

Tel: (609) 395-2045
Fax: (609) 395-6303

Continental
Loss Adjusting..

There when it counts.

sible for corporate ceded treaty rein-
surance and corporate risk manage-
ment.

Harrison Rose named senior vp
with The Navigators Group Inc. of
New York, where he will be responsi-
ble for the ceded reinsurance opera-
tions of Navigators’ insurance units,

Dennis M. Hyland named vp of
underwriting for Harleysville Mutual
Insurance Co. of Harleysville, Pa.

Nationwide Mutual Insurance Co.
of Columbus, Ohio, announced these
changes: Jerry D. Daughtry, a vp
who had been in charge of Virginia
operations, will run the Canton,
Ohio, office, succeeding Larry
Nightingale, who is retiring after 36
years with Nationwide. Replacing
Mr. Daughtry in Lynchburg, Va., will
be James P. McCormick; Reuben
A. Gainey will replace Ralph A.
Rhodes, who is retiring, as vp and
manager of the New England opera-
tions in Wallingford, Conn,; replac-
ing Mr. Gainey, who had been vp-
manager of the Gulf States region is
C. Thomas Starr; and Thomas L.
Crumrine, who has been vp of
agency services, named manager of
a consolidated office in Columbus.

Steven S. Zeitman promoted to
executive vp and chief underwriting
officer and Mary Jane Robertson to
executive vp and chief financial offi-
cer with United Capitol Insurance
Co. of Atlanta.

Agents/brokers

Frank B. Hall & Co. Inc. an-
nounced these changes: Thomas E.
Reed joined Frank B. Hall & Co.
Inc. of Fairfield/Westchester as vp;
and Frederick W. Lydic joined
Frank B. Hall & Co. of Missouri Inc.
of St. Louis as a vp and manager of
loss control services.

Mare Federman joins Near North
Insurance Brokerage Inc. of Chicago
as senior vp in its Beverly Hills,
Calif., office.

Sedgwick James Ltd. announced
these changes: George Siekielski,
who had been vp of Sedgwick James
of Houston, appointed regional direc-
tor of Sedgwick James' Sedgwick
Power & Nuclear Services division;
and, in the Houston office, Steven B.
Steinberg joined as vp of risk man-
agement services and James P. Han-
cock joined as vp.

Lionel McCray promoted to vp
of Jardine Insurance Brokers Arizona
Inc. in Phoenix.

Alexander & Alexander Services
Inc. of New York announced these
changes: Daniel J. McCutcheon
named managing vp of the A&A Inc.
office in Philadelphia; and Warren J.
Mula appointed managing vp of the
Lyndhurst, N.J., office.

Reinsurance

Laurence W. Cheng named se-
nior vp and chief financial officer
of Centre Reinsurance Holdings Ltd.
of Bermuda. Mr. Cheng had beer
president and chief executive officer
of Zurich International (Bermuda)
Ltd., a unit of Zurich Insurance Co..
which is a major Centre Re share-
holder.

Edward J. Stanco, who had been
a vp with Balis & Co. in Philadelphia,
joined Reliance Reinsurance Corp. of
Philadelphia as senior vp. And
James C. Clausing named vp with
Reliance Re.

Paul A. Giacobbe joined National
Reinsurance Corp. of Stamford,
Conn., as vp/account executive in the
treaty marketing department.

David A. Buzen appointed chief
financial officer of Capital Re Corp.
of New York, succeeding Raymond
J. Krepfle, who is resigning.

Jean M. Stalcup promoted to vp
and manager of the facultative medi-
cal/professional department with
Employers Reinsurance Corp. of
Overland Park, Kan.

Michael J. Schell appointed se-
nior vp-domestic underwriting for St.

Paul Re, a unit of The St. Paul Cos.
Inc. in St. Paul, Minn. Succeeding
Mr. Schell as vp-ceded reinsurance is
John J. Coderre Jr.

Roy B. Pomerantz and George
R. Nebel promoted to senior vps at
the management unit of Security Re-
insurance Co., an Orion Capital Corp.
unit in Farmington, Conn.

American Re-Insurance Co. of
Princeton, N.J., announced these
changes: Kenneth J. LeStrange,
who will remain executive vp of sub-
sidiary Am-Re Managers Inc., pro-
moted to senior vp; Joseph O'Dowd
named vp in the claims division; Fre-
derick Roe named vp in the faculta-
tive division; Akiharu Amano
named vp of Afro-Asian operations
in Tokyo; Thomas Vicenik pro-
moted to vp in the Chicago office;
and Diana Wiebers appointed vp of
underwriting management services.

Diane V. Bistany was promoted
to vp with General Reinsurance Corp.
of Stamford, Conn.

Lawrence P. Johnsen named vp-
contract wording in the treaty ca-
sualty department of Prudential Re-
insurance Co. of Newark, N.J.

Other suppliers

Marilyn J. Willenbrink named vp
at Crawford & Co., a risk manage-
ment services and claims adjusting
firm in Atlanta. She will also be
director of Sentinel Medical Review
Services, a division that sells a soft-
ware program for auditing doctors’
bills for work-related injuries.

Andrew McComb named senior
vp-client services for Alexander In-
surance Managers Ltd. in Hamilton,
Bermuda, a captive management
subsidiary of Alexander & Alexander
Services Inc.

Olwen Maher has been appointed
development manager in Continental
Europe for Alexander Insurance
Managers. He will be based in the
Dublin, Ireland, office.

Stephen D. Linehan appointed
chief executive officer with Ameri-
can PsychManagement Inc. of Ar-
lington, Va., a managed health care
subsidiary of Value Health Inc.

Francis J. Lattanzio joined Price
Waterhouse as managing partner in
the actuarial consulting services
group in Hartford, Conn., part of the
accounting firm's insurance services
group.

Deborah D. Gould has joined
Carolyn Davis Associates Inc. of
White Plains, N.Y., a professional
search firm for the insurance indus-

try.

Donald W. Goon named president
of Benefits Consultants Inc. of Eden
Prairie, Minn,, an employee benefit
consulting firm that Mr. Goon helped
found.

Dr. Edward H. Lipson joins Emst
& Young as director of its Northern
California actuarial, consulting and
benefits practice. Dr. Lipson, who
had been a principal and head of
managed care network consulting
with William M. Mercer Inc., will be
based in San Jose.

Dr. H.G. Whittington named
medical director of Managed Health
Network Inc. of Los Angeles. Dr.
Whittington had been program exec-
utive with the managed mental
health division of Prudential Insur-
ance Co. of America.

Robert W. Webb joined A. Fos-
ter Higgins & Co. Inc. as a manag-
ing consultant and retirement income
practice leader for the Central region
in Cleveland.

Pagnani, Ruderman, Semel & Ro-
senblum, a White Plains, N.Y., law
firm that maintains an insurance de-
fense practice, named two new part-
ners: James B. Rosenblum, for-
merly a partner with Wilson, Elser,
Moskowitz, Edelman & Dicker of
New York; and Patrick J. Filan.

Henry C. Drews joined Insurance
Consulting Services Inc. of North-
brook, Ill., as principal and claim
consultant. 2
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CIGNA Special Benefits Division products are underwritten by Life Insurance Company of North America and other CIGNA companies.

We get paid for results: [@[e3\V.
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Bad faith award

Continued from page 3

“Plenty of carriers have benefit-
ted from the exercise of judicial
discretion in the other direction. In
this case, though, the idea of tri-
pling an award that started out
in excess of $2 million seems irre-
sponsible,” Mr. Oakes said.

Maryland Casualty contends in a
statement that Judge Meloche
“made significant errors of law
and fact” in reaching his decision.

“There is a strong body of law in
California and other states that
supports our position that there is
no coverage,” the insurer said. It

would not comment beyond the

GOP health care proposal

Continued from page 2

crats have been aggressively push-
ing their own health care reform
proposals. For example, Senate
Democratic leaders in June intro-
duced legislation that would re-
quire employers to offer health
care coverage or pay new taxes (BI,
June 10).

And a new bill introduced by
House Ways and Means Committee
Chairman Daniel Rostenkowski,
D-Ill., also would impose new
taxes on employers that do not
offer health care plans. The Ros-
tenkowski bill also would gradu-
ally lower the age at which retirees
would be eligible for federal Medi-
care benefits to 60 from 65. Em-
ployers and employees would be
hit with new taxes to fund a new
public health care plan for the un-
insured as well the costs created by
lowering the Medicare eligibility
age (BI, Aug. 19).

With Democrats promoting these
plans, “Republicans feel a need to
respond. It isn't enough for Repub-
licans to say, ‘We oppose national
health insurance or mandated cov-

prepared statement.

The policyholder's attorney,
Bruce Sulzner of Sulzner & Belsky
in San Diego, refused to return re-
peated phone calls after issuing a
press release announcing the
amended award.

The policyholder, James E. Eth-
eridge, owner of Etheridge Truck-
ing Co., was one of several people
named in a civil lawsuit brought in
1985 by the family of a 5-year-old
boy who was seriously injured
when he was crushed by a concrete
slab in a dump where the defen-
dants—including Etheridge Truck-
ing—had been hauling dirt and de-
bris. Mr. Etheridge eventually
faced a judgment of $4.4 million

stemming from the case, according

to Mr. Sulzner’s press release.
Maryland Casualty alleges that

Mr. Etheridge failed to pay premi-

‘Tripling an award
that started out in
excess of $2 million
seems irresponsible,’
says Mr. Oakes.

ums and that the comprehensive
general liability and commercial
automobile policy had been can-

celed months before the accident.
However, despite Mr. Etheridge's
failure to pay his premiums, Mary-
land Casualty still provided him
with a “rigorous defense” for more
than a year, the insurer said.

When advised by outside counsel
that the claim was probably not
covered, Maryland Casualty then
filed a lawsuit in San Diego Supe-
rior Court seeking a declaration
that it did not owe any coverage.

“There was an order entered by
(a Superior Court judge) that ab-
solved Maryland Casualty of any
obligations whatsoever toward Mr.
Etheridge based on a finding that
his claim was not covered,” ac-
cording to the Maryland Casualty

statement.

That order was later set aside,
but the insurer still believed that it
did not owe Mr. Etheridge a de-
fense.

Mr. Etheridge subsequently sued
Maryland Casualty for bad faith
refusal to pay the claim.

The day before the bad faith trial
began, Maryland Casualty paid the
injured boy’s family $3.3 million to
settle the $4.4 million judgment
against Mr. Etheridge.

Maryland Casualty noted in its
statement that no efforts were
made to obtain the money from Mr.
Etheridge until all efforts were ex-
hausted to obtain the money from
Maryland Casualty. |

erage.’ They need an alternative,”
said Frank McArdle, a consultant
in the Washington, D.C., office of
Hewitt Associates.

“Republicans feel they need a
positive program rather than just
being negative,” agreed Dr. Roger
Taylor, a consultant and national
leader for health care at The Wyatt
Co. in Washington, D.C.

But one element of the Republi-
can draft proposal—taxing em-
ployees on a portion of employer-
paid health care premiums—is not
a new idea. In 1984, as part of tax
reform legislation, the Reagan ad-
ministration proposed that em-
ployers’ health care expenses that
exceeded $175 a month for family
coverage and $70 a month for indi-
vidual coverage be included as
taxable income to employees.

That proposal later was with-
drawn amid a barrage of opposi-
tion from employers, insurers and
labor unions.

The latest proposal by the Re-
publican Senate task force does
not yet specify at what level the
taxes would begin.

And, unlike the Reagan adminis-
tration plan, the Republican task
force plan also would bar employ-
ers from taking tax deductions for
health care expenses that exceed
this benchmark.

Employer opposition, which
helped kill the earlier tax cap, has
not abated.

Business groups contend that the
proposal would penalize employers
and employees simply because they
are located in areas with high med-
ical costs. For example, two com-
panies could offer health care
plans that provide identical bene-
fits. One company—located in the
area of the country with relatively
high costs—would be affected by
the provision because the cost of
its plan exceeded the limit in the
proposal. But the other, located in
an area with lower costs, would be
unaffected.

“It is impossible to have a health
care tax cap that is rational and
equitable,” asserted Ellen Gold-
stein, director of health care policy
at the Assn. of Private Pension and
Welfare Plans in Washington, D.C.

Other benefit experts say em-
ployees could be exposed to big
medical bills under a provision
that would bar employers from
taking tax deductions on their
health care plan expenses unless
their plans required at least a 20%
copayment for physician expenses.

“Unless there would be a stop-
loss provision capping out-of-
pocket expenses, there would be a
point in time where the costs
would be too much for employees,”
said Henry Saveth, a principal
with A. Foster Higgins & Co. Inc.
in New York.

Other observers say, however,
that the GOP draft proposal does
contain some features that would
benefit employers, like pre-empt-
ing state laws regulating managed
care plans.

“This does some positive things
for managed care,” said Stuart J.
Brahs, vp-federal government re-
lations in the Washington, D.C.,
office of The Principal Financial
Group, a diversified insurance and
financial services company.

The malpractice reform propos-

als were also well received by ben-
efit experts.

Among other things, the draft
proposal would cap medical mal-
practice awards for non-economic
damages at $350,000, while peri-
odic payments would be required
for all awards exceeding $100,000.

In addition, joint and several lia-
bility would be eliminated for non-
economic damages in cases involv-
ing multiple defendants. Each de-
fendant’s liability for damages
would be limited to his or her per-
centage of fault.

The draft proposal also would
cap attorneys fees in medical mal-
practice cases to 25% of the first
$150,000 of an award or settlement
and 15% on amounts exceeding
$150,000.

“Getting a handle on malprac-
tice costs is vital if you want to try
to control health care expenses. If
you can control costs, you can im-
prove access to health care,” Mr.
Brahs said.

“A lot of frivolous suits could be
eliminated,” said Wyatt's Dr. Tay-
lor. [ |

: : 212/210-0228 - Fax: £12/210.0
cmcago- 312/649-5276 - Fax: 31

i On October 7 m the Int.ernatmnal Ben
Management feature i lssue BI’s editors Will v
perty and hablhty i‘nsurance prograg{ls

A e Ay

-—-.-...J._______.

11O |

04 ﬁ;&

 Los Angeles. %51 -3710 - §'a§ ':%Iar%?ﬂ&

&-q‘, '_
A

Sl 3 i 25

On'

repn
r"f'he risks faced b§
% forelgn«e’mpioyee heneﬁt/s/

eJncregsmg glofﬁt’t fioi
,Excomprehm dlrectory uf;ﬁ.’fématmual msurers

o vdivem:en

T readers, BI's ( £

supphers worldmd?n\ ;

Advertnsers w, o want. to. be'mﬂ entlal m=these chang'mg times
#i-will want to re

%

global&

! J’t‘.ht—:- permanent

-'.'-n.

Lag on

JT T

Inciudes pass-along readerahlp .plus extra digtribution to attendees of
AL/RIMS in Monhe Carlo ea‘d NACSNN ACSI

-oliber AL
ENKNOEN L

stpacé éaﬂ)@,in the one pubhcatlon that is
rd for international'news on. the
" commerdial i insurance markeb«Busmess Insurance.

. in Greenbriar. ..
Lw = ',n..r":.

» T
yEd- 1T

ol

A

EId




~WORKING HARDER THAN T}
~ . COMPETITION HAS ALWAYS

for us to respond to facultative submissions.

When you ask NAC Re for a prompt, thoughtful response, you get it. In fact, a quality response
is just the first step in creating a strong, long-term partnership. One in which our superior service
helps you meet your clients’ needs. And puts our capacity to work for them: $5 million for casualty
and $35 million ($15 million PML) for property.

The end result of our effort: satisfied clients. So put your next facultative quote in our court.
We'll work harder to serve you.

P 4 _.We’ll be there when you need us.
7 NAC Reinsurance Corporation

¢ GREENWICH HARTFORD 4
(203) 622-5200 (203) 293-6200+”

CHICAGO SAN FRANCISCO
(312) 876-7200 (415} 616-8200

FAX: (203) 622-1494 FAX: (203) 247-3734 FAX:(312)876-1399 FAX: (415)616-8275




When The Basket's
As Solid As US.Hea
It Makes Sense
To Consolidate Your

Sure, we have a national reputation as the HMO experts.

But did you know that our managed care expertise can work for your s

Are you aware that we offer an HMO that covers out-of-network care?

Did you know that many of our cost-saving systems for health mainten:
contracted 1nd1v1dua]lv7

Or that your entire work force could conceivably be covered by a varie
care options under the U.S. Healthcare umbrella?

US. Healthcare can provide any product, perform any service that you
need from a health benefits company. And we can probably do it better
than your present health benefits Drowder More efficiently.
With cost savings that are real, not imagined.

Put all your eggs in one basket? Absolutely. When the basket is as

strong and as n@ﬂy woven as U.S. Healthcare, it can really pay off.
For specific information on how your company can consolidate its

health care options call 1-800-338-USHC and ask for Scott Murphy,
Senior Vice President, Marketing.

The Total Health Care Company. P

® 1991 U.S. Healthcare, Inc., Blue Bell, PA 19422
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But We Found A Way To Say Yes

We didn’t go looking for day-care
liability—it came looking for us. So we
studied the problems and developed
the expertise to put together programs
that work better for everybody.

Day-care Liability Isn’t Kids’ Stuff! Now we're writing primary coverage

for state-licensed day-care centers in
22 states—and even providing training
seminars to help their staffs reduce
potential liability.

But we're not just kidding around.
We've developed a strong expertise
and attractive programs for other
unique and specific risks, like

* Underground storage tanks
® Horse shows
* Excess police professional
*E&O
* Movie/entertainment production
* Summer camps
* Racing teams
So when you're looking for a better
way to cover a tough risk, look to
General Star. We'll find a way to say yes.

GENERAL

& STAR

* Financial Strength
* Underwriting Quality

General Star Management Company, Stamford, CT

Specialty underwriting for primary and excess risks

through appointed surplus lines brokers

Atlanta (404) 239-6777 Chicago (312) 207-5400

Dallas (214) 890-7300 Hartford (203) 297-4100

Los Angeles (213) 383-7734 New York (212) 770-0150
©General Star Managerment Company 1991 y Stamford (203) 328-5700




ASK A BENEFITS MANAGER

Flexible accounts offer
rare win-win situation

Flexible spending accounts
appear to be fairly popular.
My company currently does
not offer such a plan. Keeping
in mind that we do not want to
incur additional cost, should
we consider offering a flexible
spending account plan?

Flexible spending accounts are
one of the few plans that can be a
win-win situation for both
employers and employees.

From a cost perspective, there
certainly will be initial start-up
costs to the employer to cover
legal documentation and

communication expenses, but most ongoing
administration expenses can be offset if the plan is
designed to have expenses paid by employee
forfeitures. Additionally, employees do not pay
FICA taxes on any amounts deferred in an FSA.
Since the employer matches the FICA taxes paid by
the employee, the employer saves the expense of
those FICA taxes. .

An FSA can be a substantial positive for
employees who have eligible dependent care
expenses and/or health care expenses not
reimbursed by a medical plan. The benefits to the
employee are the taxes not paid on both dependent
care and health care expenses. For example, if an
employee is incurring $5,000 of dependent care
expenses plus $1,000 of health care expenses, this
employee could save up to $2,319 in taxes annually.
This assumes a federal tax rate of 28% ($1,680), a
state tax rate of 3% ($180) and the FICA tax rate of
7.65% ($459). Employers, too, will undoubtedly
react positively to saving additional tax dollars.

To see the positive aspects of an FSA plan, it is
helpful to compare it to a 401(k) savings plan. Most
emplcyees appreciate the value of 401(k) plans as
demonstrated by high participation rates. One of the
key elements of a 401(k) plan is that it saves the
employee current tax dollars and defers the taxation
of income to a time (retirement) when the employee
is in a lower income bracket. An FSA plan takes the

tax savings one step further—you never pay taxes
on amounts deferred in an FSA.

In the above example the employee avoids $2,319
in taxes. If the employee were to defer the same
$6,000 of income in a 401(k) plan, the employee
could defer only the payment of $1,860 in taxes,
since FICA taxes must be paid on amounts deferred
in a 401(k) plan. Therefore, in an FSA the employee
is avoiding taxes that would have been paid on the
amount deferred, compared with the 401(k) plan in
which the payment of taxes is deferred and the
amount of taxes lowered—but not eliminated.

Why offer an FSA?

Acccrding to a Hewitt Associates survey on this
issue, the most common reason employers gave for
offering a health care FSA was to ease the impact of
employee cost sharing in group medical plans. As
health care costs continue to escalate, many
employers have shifted the increasing burden of
health care costs through increased deductibles and

copayments. Since the deductible and copayment
amount paid by the employee can be reimbursed
through an FSA, the impact of these larger costs can
be minimized. The net result is that the employee is
paying for a portion of his or her medical cost on a
pretax basis.

The most common reason employers gave for
offering a dependent care FSA was to meet the
demand for a day care benefit, the survey found. As
the number of dual wage earner and single-parent
families continues to increase, the demand for day
care also rises. Since daycare costs are reasonably
high, employees are looking for some relief from
these expenses. A dependent care FSA provides the
opportunity for employees to pay for their
dependent care expenses on a pretax basis.

Both health care and dependent care FSAs are
well appreciated by those employees who use the
plan. In today's competitive marketplace, having an
FSA to offer to employees provides employers with
another vehicle to attract and retain the high
quality employees they desire,

How does a health care FSA work?

Employees are give the opportunity annually to
decide to participate in the health care FSA and, if
so, at what level. Plans will generally specify a
minimum and maximum amount that employees can
contribute to an FSA health care account.
According to surveys, the average employee
contribution is $564, while the average maxirmum
contribution for a health care FSA is approximately
$2,900. Contributions to the FSA are taken from
each paycheck throughout the year.

Once an employee makes a decision regarding the
amount to contribute, that amount cannot be
changed nor can contributions be suspended unless
there is a change in *“family status.” A family status
change includes: marriage or divorce; death of
spouse or dependent; birth or adoption of child; a
significant change in health coverage of the
employee or spouse due to the spouse’s
unemployment; or an unpaid leave of absence taken
by the employee or employee’s spouse.

Any change in FSA contributions must be
consistent with the specific family status change.
For example, if a child is born, one would expect the
amount contributed to the account to increase,

Expenses that may be reimbursed from the health
care FSA are medical expenses incurred during the
specific plan year that are not reimbursed by an
insurance plan. Expenses also must meet definitions
outlined in Section 213 of the Internal Revenue
Code. These regulations have been interpreted to
mean those expenses incurred primarily for the
prevention or alleviation of a physical or mental
defect or illness.

(Although it may not sound appealing, reviewing
the IRS regulations can be entertaining. For
example, I found that an eligible covered medical
expense is “clarinet and (clarinet) lessons for
alleviation of severe teeth malocclusion.” At the
same time, I found that a ‘‘fallout shelter for
prevention of disease” was denied eligibility.)

Employers must decide whether their plan will
reimburse all expenses as outlined in Section 213, or
an employer may choose to be more restrictive in
defining the items to be reimbursed.

Typical items employees may consider as eligible
expenses include:

® Medical and dental plan deductibles and
copayments.

@ Eye exams, contact lenses and eyeglasses.

® Expenses for hearing care.

@ Prescription drugs.

©® Uncovered orthodontia or other dental
expenses.

Examples of items that would not be considered
covered medical expenses include non-prescription
drugs and vitamins, health club memberships or
programs not prescribed by a doctor for health
reasons.

Once an employee incurs an eligible expense, the
proper documentation would be sent to the plan
administrator for reimbursement. IRS guidelines
provide that employees be reimbursed on at least a
monthly basis and when the total amount of
reimbursable expenses equals a specified reasonable
minimum amount (e.g., $50).

A key element of an FSA—and one that concerns
many employees—is the “use it or lose it" rule.
What this means is that employees who don’t use all
of their FSA funds by the end of the coverage period
forfeit any remaining funds.

These forfeitures can be used to offset the
employer’s expenses of administering the plan, to
reduce a participant’s contribution to the plan in
the following year or may be returned to all plan
participants as dividends or premium refunds.

When making such refunds, though, the allocation
to employee accounts cannot be based on actual
claims experience of the participants. According to
a study conducted by the Employers Council on
Flexible Compensation and William M. Mercer Inc.,
16% of participants on average failed to use the
entire amount available in their accounts in 1990,
with an average forfeiture of $102.

It is interesting to note the approach taken by
employers regarding what was done with the excess
in the plan. The survey found that the most common
practice by far was to pay administrative expenses
(53%), and “‘keeping it’’ was the second most
common practice (19%). Various other uses included
returning it to participants.

A recent change in the regulations for health care
FSAs (revised IRS regulations became effective for
1990 plan years) now provides for what I call a
“deficit account,”” which also is called the ““uniform
coverage’ requirement. What this means is that
employees must be entitled to their full amount
elected annually on the first day of the plan year.
Employers may no longer limit reimbursements to
the amount actually contributed to date. A deficit
account is best explained by an example.

An employee enrolls in the company’s health care
FSA plan for an annual amount of $1,200. Fifty
dollars is deducted from each paycheck and
contributed to the employee’s reimbursement
account. During January, the employee incurs $800
of unreimbursed medical expenses and submits
those expenses to the FSA plan administrator in
early February. At this time, a total of only $100
had been contributed to the employee’s account.
However, the employer is obligated to reimburse the
employee for the full amount of expenses (in this
case, $800) up to his annual projected contributions.

When the regulations regarding deficit accounts
were announced, employers with FSA plans
promptly announced their concerns about the
potential of absorbing additional costs under these
plans. Some actions taken by employers in response
to these regulations included:

® Reducing the maximum allowable contribution
to the plan.

® Limiting those items that may be reimbursed
under the plan.

® Implementing waiting periods for participation
in the FSA.

According to the ECFC/Mercer study, the actual
impact of the regulations during the first full year of
operation was very favorable. Ninety-four percent
of companies reported that financial results were

Continued on next page




Flexible spending accounts

Continued from previous page

equal to or better than they expected when the
regulations were proposed. The main reason for
excess reimbursements was due to employees
terminating employment.

How does a dependent care FSA work?

A dependent care FSA generally works in the
same manner as a health care FSA. The major
differences between the health care and dependent
care FSA are:

® Annual maximums fo a dependent care plan
generally are higher.

® The ‘“deficit account” does not apply to the
dependent care plan.

® An employee can spend the accumulated funds -

in a dependent care account after the employee’s
termination.

The annual maximum amount that can be
contributed to a dependent care account is $5,000,
or $2,500 if an individual is married and filing a
separate tax return. If an employee and spouse both
participate in dependent care reimbursement
accounts, the total maximum contribution to both
accounts is $5,000. For example, if an employee
contributes $3,000 to a dependent care FSA, the
spouse could not contribute more than $2,000.

According to IRS guidelines, an employee and
spouse must be at work during the time the eligible
dependent is receiving care. Expenses must be for a
dependent claimed on one’s federal income tax
return. Eligible dependents include:

® A child, under age 13, who the employee claims
as a tax exemption.

® A dependent who is physically or mentally
incapable of caring for himself or herself. This
includes an elderly parent who is handicapped or ill.

Another requirement is that the dependent must
spend at least eight hours a day in one’s home.

Although the “‘use it or lose it”’ concept also
applies to dependent care FSAs, there is a difference
as to how these accounts operate. In the health care

FSA, an expense must be incurred while an
employee is employed in order to be eligible for
reimbursement from the account. With the
dependent care account, expenses can be incurred
after termination of employment and still be
reimbursed from the account.

Another significant difference with the dependent
care account is that the deficit account requirement
does not apply. Therefore, reimbursements are
limited to the amount actually contributed to the
employee’s account.

Implementing the FSA plan.

If you are interested in implementing an FSA, you
need to keep in mind that the IRS regulations in
Sections 125 and 129 determine most of the plan
design. The IRS code determines: eligible expenses;
maximum contribution for dependent care ($5,000);
‘‘use it or lose it” rules; and “‘deficit account” or
uniform coverage requirements. Key plan design
decisions that must be made include:

® How soon employees can participate. The key
decision for enrollment is if you have a single
annual enrollment or if you will allow new
employees to enroll when hired.

® Plan minimum contribution. You usually would
want to set a minimum to avoid very nominal
amounts, like $120 per year.

® Frequency of reimbursement. Under a
dependent care FSA, weekly reimbursement is the
norm since the employee is dependent on the
reimbursement to make the payment to the
dependent care provider. Twice a month or monthly
is more common for health care FSAs.

® How excess funds will be disposed. As indicated
earlier, use of these funds to pay for the plan’s
administrative expenses is the norm.

If you do decide to implement an FSA plan, do not
expect significant participation levels in the plan,
particularly in the dependent care FSA. According
to the ECFC/Mercer survey, 20% of eligible
employees on average participated in a health care
FSA. According to a separate TPF&C survey,
approximately 18% participated in health care

FSAs, while only 3.3% participated in dependent
care FSAs.

Keep in mind that many of your employees
probably incur very little health care expense on a
regular basis. The same is true of dependent care.
The one item employees are more concerned about
with an FSA is the “use it or lose it” rule. Most
employees are generally conservative and do not
want to put their money at risk. However, those
employees who do utilize an FSA greatly appreciate
the benefit. What other benefit plan can we offer to
employees where they can totally avoid paying taxes
on a portion of their income? ]

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

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

This month’s column on employee benefit

; Err| management issues is written by
| Dennis J. Nirtaut, manager of
employee benefits at Continental
Bank Corp. in Chicago. Susan M.
Werner, director of risk management
at Hardee’s Food Systems Inc. in
Rocky Mount, N.C., answers questions
N on risk management issues. William J.
Miner, an actuary with The Wyatt Co.
in Chicago, answers actuarial
questions on benefits issues. And,
Richard E. Sherman, a principal with
Coopers & Lybrand in San Francisco, answers
actuarial questions in the casualty field.

Mr. Nirtaut’s and Ms. Werner’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. Nirtaut’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, title and employer; however, Business Insurance
will consider unsigned letters.

Mr. Nirtaut

In case of fire, read the law

Fire legal liability has a much broader meaning overseas

By Douglas N. Smith

could be:

under the code. His or her defense

exposure. In general, a tenant in a
large multitenant building must

MULTINATIONAL company
ents space for a sales office in an

office tower in Paris. The office
manager secures seemingly sufficient
insurance for the perceived exposure
to contents and for the potential
liability resulting from operations.
However, when a fire starts on his
premises and spreads to several other
floors, he is startled to learn that not
only must he reimburse the landlord
for damage to the space the sales
office occupies, but for the entire
structural damage caused by the fire!
What happened?

“Fire legal liability,” to an
American, is used to describe the
responsibility to others for property in
one’s care, custody and control.
However, in many countries in the
world, the term has a much broader
meaning that assigns legal
responsibility for all fire damage
(including explosion) to a landlord’s
property to the tenant in whose space
the fire started. This is referred to as
tenants liability.

A duty can also be owed to
neighboring tenants for fire damage.
In effect, this means that the tenant
who only occupies a small portion of a
building could be held liable for the
fire damage to the entire building both

to the owner and any damaged
tenants.

Therefore, when leasing premises for
business operations, risk managers
must give careful attention to the loss
exposure that civil codes and lease
agreements impart. “Fire legal
liability” is not as straightforward as
it may sound.

European countries primarily base
their commercial codes on civil law. In
general, civil law is very specific about
when liability for damage is incurred
and where responsibility lies; this
differs from the common law system in
the United States, which follows
precedents and allows some latitude
for court interpretations. The
Napoleonic Code of France, for
example, under Articles 1733, 1734
and 1302, itemizes a tenant’s liability
to a building’s owner. Except for the
United Kingdom, which also adheres
to common law, other European
countries have similar civil codes.

The Napoleonic Code assigns
responsibility for any damage caused
by fire to the lessor’s (or owner’s)
property to the tenant in whose
premises the fire started. The burden
is on the tenant to prove that he or she
is not liable for circumstances allowed

® That force majeure applies; i.e.,
the cause of the fire was beyond the
control of the tenant.

® That the fire was a result of a
defect in the building’s construction.

® That the fire started on other
premises in the building or in an
adjacent structure.

Civil laws also can impose liability
for damage to third parties. The
codification of neighbors liability may
not be as explicit as tenants liability
and, therefore, may be resolved
around common law principles. That
is, it must be proven that:

® The cause of the fire was a result
or fault of negligence.

® The fault or negligence resulted in
loss.

It is important to realize the
implication of civil codes. In France,
for example, the landlord need not
prove fault or negligence, because the
Napoleonic Code has already assigned
to the tenant responsibility for fire
damage.

Landlords may not always include
in a tenant’s lease agreement the
responsibilities outlined in the
Napoleonic Code or other civil codes.
Thus, an understanding of the civil
law and insurance practices may be in
order to fully understand the

account in his or her company’s risk
planning for damage to or destruction
of the entire building. If it is unclear
where the fire starts, the tenants may
be found jointly and severally liable.

Since tenants are faced with the
prospect of insuring a liability under
the code that includes not only their
own leased space but the entire
building, risk managers are best
advised to negotiate a reduced
liability in the lease agreement. In
many cases, lease agreements are
standard packages offered without
much opportunity to change
provisions. However, depending on
circumstances, it may be possible to
incorporate some of the following
lease provisions, which could reduce
exposure to the financial consequences
of fire damage in countries with civil
liability based on the Napoleonic
Code, by:

® Assigning the responsibility of
insuring the real property of the
premises (including attached fixtures)
to the landlord.

® Agreeing to restrict liability to the
leased premises.

® Specifying a limited amount of
liability that equates to a foreseeable
loss. Limiting the amount of liability

Continued on page 26




!‘.

v

r‘ s

OUR ANS\Y/ER ISN'T JLIST ANOTHER PLUC.

Todays employee health care system is shot full of holes Unnecessary surgical
procedures, extended hospital stays, inappropriate diagnostic testing, over-utilization of
psychiatric and substance abuse benefits, code gaming and the rubber stamping of claim
payments can seriously drain a company’s profits.

Insurers that address only one or two of these problems won't stem the flow.

At ITT Hartford, we take a total approach to cost containment. Managed care
networks, utilization management (including psychiatric and substance abuse review),
hospital bill audits, health care provider profiling and careful attention to monitoring
and managing claims are all part of our process.

Everybody’s plugging cost containment these days. The [T T Hartford
difference is a strategy thats as comprehensive as it is conscientious. Y.L
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Fire coverage

Continued from page 24

may also be accomplished by
excluding responsibility to the extent
of any insurance claim collectible by
the landlord.

In the first case, the landlord may be
willing to provide insurance (as few
landlords are willing to rely on the
actions of tenants for their insurance),
but may require the tenant to be
responsible for damage within the
deductible. It may be desirable,
therefore, to specify an agreed
deductible level or maximum liability
amount in the lease.

When relying on lease provisions to
assign insurance responsibility to
another party, a tenant must make
proper provisions for potential
subrogation by the insurance
company. It is usual, but not required,
that an insurer’s right of subrogation
will be waived—if such waiver is
granted by the policyholder before a
loss. Thus, if the landlord’s policy is
relied upon to provide protection, it
should be confirmed that the waiver of
subrogation is allowed.

Absent any lease provisions to the
contrary, it may be problematic for the
occupant of a building with multiple
tenants to estimate the proper amount
of insurance. Furthermore, it is
impractical for each tenant to insure
to the full value of the building
(although in its strictest construction
that is what is required under the

Napoleonic Code). Therefore, in some
countries, notably France, a multiple
of the rent is used as the property
value for reporting to insurers and
establishing policy limits.

As for tenants liability, it is often
difficult to estimate the amount of
insurance necessary to cover liability
vis-a-vis neighbors. An office
exposure may present quite a different
limit requirement than occupance of a
multitenant warehouse.

Since other countries use civil codes

similar to the Napoleonic Code, the
question of which policy should
account for a tenant’s obligations must
also be reviewed. Thus, whereas in
France it is usual to account for fire
legal liability in property forms, other
countries may follow a different
practice. For example, in:

® Denmark, they are covered under
the general liability policy (with legal
obligations defined in common law).

® Germany, they are covered under
the liability program either as part of
the liability policy or as a separate
placement.

® Greece, tenants’ and neighbors’

How to stay out

“Professional Liability Insurance”

By Robert A. Bregman and Jack P. Gibson
Published by International Risk Management
Institute Inc., 12222 Merit Drive, No. 1660,

Dallas, Texas 75251-2217
$195.00

By Kevin M. Quinley

SK ANY PROFESSIONAL, “What's new?” and
you are liable to be shown a summons and

New reference manual
on professional liability
sets standards for field

obligations are covered under the fire
policy.

@ Italy, obligations are covered
under the fire policy and liability
policy.

® The Netherlands, obligations are
covered under the general liability
policy.

® Spain, tenant obligations are
covered under either the fire policy or
the liability policy.

® Switzerland, obligations to
neighbors are insured under the
general liability policy, whereas
special arrangements for tenants
liability must be made usually with
restrictive terms and conditions.

The civil codes of some countries
like Sweden make no provision for
tenants and neighbors liability. In
others, like Denmark and the United
Kingdom, liability for fire damage
may be based on common law similar
to that of the United States.

In countries where tenants legal
liability is covered under ihe fire
policy, there is no specific provision
for bodily injury or death. Thus,
liability coverage and limits must be
separately evaluated based on the
exposure of neighboring tenants.

Tenants and neighbors legal liability
as defined in civil codes extends
beyond European countries. Japan, for
example, has embodied in its civil
code provisions for legal liability, but
only for cases of gross negligence. In
Japan it is usual to endorse the fire
policy for tenants liability and for

neighbors liability to be included in
the liability policy as
premises-operation hazard. The actual
cash value is used as a limit for
tenants liability and is calculated at
one-third of the building’s property
rate subject to negotiation.

Thus, for legal liability resulting
from fire starting in occupied
premises, multinational companies
face a patchwork of civil codes. Not all
assign a strict liability to the tenant
for the landlord’s property, but in
Napoleonic Code countries, the
responsibility of the tenant can be
burdensome. It is best for risk
managers to review civil codes in some
countries where they have operations
to determine the extent of a tenant’s
obligations. Although difficult to
accomplish, negotiation of lease
agreements to reduce exposure may be
considered. Adequate coverage for and
accounting of liability to neighbors
must be included in liability or
property programs. If these actions are
taken, there should be no surprises
if a tenant is involved in a “‘towering
inferno.” u

Douglas N. Smith is vp
and manager of
» | Johnson & Higgins’

" | International
Department. His

.| column usually appears
the first Monday of the
month.

of the headlines

Brokers, agents and buyers will benefit from the
coverage checklists that the authors provide for
each policy provision.

Given today’s legal mine field, an overlooked or
missed coverage opportunity can spell financial
doom to an individual or firm. This weighty
(figuratively and literally) work by IRMI provides
the ammunition to address these exposures before
. losses occur and to maximize recovery after a loss.

The glaring omission in this text is the absence of
any discussion of medical professional liability.
After all, medical malpractice is what most

complaint, along with directions to the courthouse.

A review of current news headlines shows vividly
that professional liability remains a significant risk
for many businesses. Risk managers, insurance
buyers and anyone exposed to professional liability
can help stay out of the headlines by reading and
heeding the advice contained in this two-volume set
on professional liability coverage by Jack Gibson
and Robert Bregman.

Mr. Bregman and Mr. Gibson work for the
International Risk Management Institute Inc., a
Dallas publishing company. Among the
professionals whose insurance they discuss are:
directors and officers, accountants, lawyers,
architects and engineers, insurance professionals,
and government and non-profit employees.

One of the useful sections in the book pertains to
insurance markets. It nicely combines the
theoretical with the practical. Mr. Bregman and Mr.
Gibson not only describe what to look for in
professional liability insurance, but they also list
specific companies writing the coverage.

Aside from its usefulness to risk managers, no
broker or agent placing professional liability
coverage should be without this book. Retail agents
and brokers can use the manual to sell to prospects
and retain clients by arranging the best insurance
protection for premium dollars. Surplus lines
brokers will love the competitive edge this manual
gives in identifying markets and superior policies
for specific types of professional liability coverage.

The manual’s strengths lie in:

e Evaluating and choosing among policy forms.

® Spotlighting areas within which to negotiate
modifications in a particular insurer’s policy.

® Deciding whether a particular policy covers a
claim made against a risk manager’s company.

® Avoiding embarrassing and costly coverage
gaps when buying claims-made professional
liability policies.

The book is divided into two main sections.
Volume one deals with general information like
underwriting considerations, the marketplace,
coverage triggers and policy provisions common to
professional liability, errors and omissions and
D&O policies. Volume two addresses specific
coverage analyses of particular professions.
Following these is a detailed provision-by-provision
dissection of significant similarities and differences
among insurers’ forms.

The book gives specific underwriting and loss
control considerations and examines the
peculiarities of the market for each line of coverage.
The practical tie-in benefits from having a sample
policy form and application included for each line.

immediately comes to mind when one thinks of
professional liability. With the loose-leaf format,
however, IRMI will fill this gap with supplement
issued in mid-1991.

The ponderous size of this set may intimidate
some users, and its weight may send others to a
hernia specialist. However, a book like this is meant
to be used more as a manual for reference rather
than something to be read from cover to cover. The
authors have done their best by using tabbed
sections to make this 900-page tome as user-friendly
as possible, and it would be a shame if potential
users were daunted by its heft. For anyone working
with professional liability coverages, not having and
using this reference would seem to border on
professional negligence.

For practicing risk managers and insurance
professionals, “Professional Liability Insurance” is
now the standard by which other references in this
field will be compared. Companies using and
heeding the advice in these pages will improve their
odds of remaining in business and out of the news
headlines. =

Kevin M. Quinley is vp of risk services for
MEDMARC Insurance Co. Risk Retention Group
Inc. and subsidiary Hamilton Resources Corp., both
of Fairfax, Va. Mr. Quinley holds the Chartered
Property & Casualty Underwriter and Associate in
Risk Management designations.




Undaunted.

The difference . . . is service. For one company required to maintain environmental insurance
coverage, time had almost run out. The company hadn’t obtained its certifications, and regulators
threatened to close it down. ECS Underwriting/Reliance National stepped in, and cut the problem down
to size. On behalf of the company, ECS assured regulators that insurance had been applied for and certification
would be processed and issued quickly. ECS’s credibility won the day. Regulators gave the company extra
time, and while ECS expedited the paperwork, the company continued operating . . . and profiting.

Unbelievable? No . . . ECS Underwriting. Exceptional service is nothing new to ECS. Even when
it's business-as-usual, the level of service we provide customers is a cut above anything else in the industry.
Pracessing is smooth, deadlines are met, follow-up phone calls are made and handled intelligently.

And whenever a client is faced with a sudden emergency or business opportunity, we're ready with
fast, all-out response. Doing whatever it takes to help clients grow.

The fact is, in today’s tangle of regulations
and environmental technologies, insurance protection
means more than a policy that lies in a drawer.

It means a company actively looking out for your

V

interests, ready to leap into action on your behalf. EL:S

Call ECS at 800 ECS-1414. THE CHOICE
Because when it comes to environmental Underwriting, Reliance National
insurance, Service is one corner Inc.
you can't afford to cut. - An ECS Company

Environmental insurance protection for American industry.

One East Uwchian Ave. Suite 300 Exton, PA 19341 Or calll (800) ECS-1414 (In PA (215) 269-6731) FAX (215) 524-5354
© Copyright 1991
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Judges

Continued from page 3
Kohler, who is serving on the panel
for the first time, represents regional
insurance brokerages.

® Edward K. Trowbridge, chair-
man and chief executive officer of
Atlantic Mutual Insurance Co. of

Madison, N.J. Mr. Trowbridge is
serving on the panel for a second
year, representing mutual insurance
companies.

® Rod Umscheid, risk managemeni
director for the University of Califor-
nia in Berkeley. Mr. Umscheid was a
member of the 1991 Risk Manage-
ment Honor Roll, representing non-
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MARINE INSURANCE PROBLEMS??
...CALL G&M MARINE, INC.

$25,000,000 IN HOUSE LIABILITY CAPACITY
A & A+ RATED AMERICAN COMPANIES
NO PROHIBITED CLASS OF BUSINESS - 40 YEARS EXPERIENCE

G&M MARINE, INC.

600 MARITIME BLDG. - NEW ORLEANS, LA 70130
(504) 588-9044 - FAX 504-588-9397

A SERVICE OFFICE FOR AGENTS AND BROKERS

profit institutions.

® J. Bransford Wallace, chairman
of Corroon & Black Corp.’s Bro-
kerage Services Group, a unit of
Willis Corroon P.L.C., based in
Nashville, Tenn. Mr. Wallace is serv-
ing on the panel for the first time,
representing national insurance bro-
kerages.

“We're pleased that such a dis-
tinguished panel of experts will se-
lect the Risk Manager of the Year
and the Risk Management Honor
Roll,” said Kathryn J. McIntyre,
Business Insurance’s associate pub-
lisher and editor.

“The four past honorees on the
panel have a first-hand kncwledge
of risk management excellence. And
the other members of the panel will
judge the nominees from a variety of
viewpoints,” Ms. McIntyre said.

The judges score each of the can-
didates on 10 criteria (see belcw). The
candidate with the highest score after
the judging is completed is named
Risk Manager of the Year. Then, the
remaining nominees are separated by
employment category:

® Corporations with sales exceed-
ing $300 million,

® Corporations with sales of less
than $300 million.

Judges to use
10 standards

Ten criteria will be used to score
nominations for the 1992 Business

‘Insurance Risk Manager of the Year

Award.

The 10 independent judges will
score each candidate according to
how well he or she:

® Established and implemented an
effective risk management drogram
within the organization.

® Solved one or more major prob-
lems for his or her organization.

® Innovatively applies the diverse
tools of risk management and insur-
ance.

® Creatively and effectively uses
the insurance markets to structure
an insurance program that serves the
needs of the organization.

® Establisned a workable intelli-
gence system inside and outside the
organization, culminating in a flow
of information about events and acti-
vities that affect the organization's
risk management and insurance.

e Skillfully performs the functions
of management in the overall organi-
zation and within the risk manage-
ment/insurance department.

® Achieves the most effective pro-
gram at the optimum cost over the
long term.

e Developed technical expertise in
any or all of the broad categories
included within risk management,
leading to a better managerial grasp
of the operations aspects of the job.

e Exhibits an attitude and per-
forms activities fostering the ad-
vancement of the risk maragement
profession.

® Develops in his or her career. ®

SEPTEMBER
CLOSINGS

issue:

closing:

editorial feature:
demographic section:

editorial feature:
demographic section:

SET YOUR DATES

September 16 — Reader Service
September 3

Workers Compensation — Directory: Safety Consultants & Rehabilitation Services
Insurer Topics: Compensation & Benefits

issue:  September 23
closing: September 10
editorial feature:  Reinsurance: Monte Carlo Rendez-Vous Repaort
issue:  September 30 Bonus Distribution: (IAA
closing: September 18
issue:  October 7
closing: September 24

International: Benefits & Risk Mgmt. — Directory: Intl. Insurers & Benelit Networks
Agent/Broker Topics: Contracting For Services

i i A e ﬂ‘%s' nﬁg
(212) 210-0228 (312) 649-5276 (213) 654-3710
Fax: (212) 210-0704 Fax: (312) 280-3189 Feoc (213) 655-8157 o publication of Croin Communi

Bonus Distribution: AEAI/RIMS & NACSA-NACSE

® Government entities.

® Tax-exempt or non-profit insti-
tutions.

@ Financial institutions.

® Self-insurance funds and pools.

The highest-scoring candidate in
each of the categories not represented
by the Risk Manager of the Year is
named to the Risk Management
Honor Roll, subject to the judges’
discretion.

As many as five other nominees
can be named to the Risk Manage-
ment Honor Roll.

The 1992 honorees will be an-
nounced in the March 30, 1992, issue
of Business Insurance, which will
coincide with the Risk & Insurance
Management Society Inc. conference
to be held in Anaheim, Calif.

A candidate also need not handle
risk management functions full time,
but he or she must be a full-time em-
ployee of the organization for which
he or she directs the risk manage-

ment program.

A candidate can be nominated by
anyone familiar with the candidate’s
work. Nominations of risk managers
based anywhere in the world are in-
vited. )

In addition to the completed no-
minating forms outlining the candi-
date’'s accomplishments, each nomi-
nation must include a letter from the
sponsor nominating the candidate
and a letter of endorsement by an ex-
ecutive of the candidate’s organiza-
tion, who may be the candidate’s su-
perior or any higher officer. The
letter must certify the accuracy of the
information submitted.

All nominations will be kept in
the strict confidence, with only the
award winners' names announced.

To request a nomination form,
contact Karen Brown, Assistant to
the Editor, Business Insurance, 740
N. Rush St., Chicago, I1l. 60611-2590;
312-649-5398. [ ]

Risk Management Honor Rolls

Donald D. Batchelor
Union Planters Corp.
Financial Institution

Mary L. DeCampli-Stewart

Government Entity

Eit-fo -Profit Institution
spResiha i

Metropolitan Washington Airports. Authority

Rod Umscheid
University of California

Josephine Goode Johnson

Roger D. Oaks
Tennessee Farmers Cooperative
Small Corporation

Untversny of Maryland Medical Service Syslem

e

M. Michael Zuckerman
Thomas Jefferson University
Not-for-Profit Entity

John A. Lindquis

Large Corporation

«JzDouglas Higley
(_State of L@__uts:ana

Browning- Ferns Ing:luslng&l@ ]

overnment Entity

Gregory L. Daniels
American National Red Cross
Not-for-Profit Entity

Timothy G. Galarnyk
Lunda Construction Co./
Phoenix Steel Inc.
Small Corporation

ET > D
e b e >

Stephen A. Finley
City of Lakewood, Colo.
Government Entity

Edward G. Weiss
First of America Bank Corp.
Financial Institution

Susan M.-Werner
Hardee's Food Systems:Ine==
Large Corporation

« Mark E Wilson™>
< (Ftrst Mississippi-Corp.

Small Corporation

Delmer Ison
Washmgton MetropohtaQArea
Transit Authority._
Government Entity

aConemaugh Valley i )

William E. Rogers

MemeruaI‘Hosplla
Not-fot-Profit Entity

Government Entity

Susan N. Weiner 3 <
Dade County Publuc Schools= Q_ClncrnnaLEiectmr]g::js Corp.

Eva:F-Goodrich=

Small Corporation

Sidney D..Blatt
Holloyvay Cos -] g)

Small Corporation

Gene Snyder
State of Omgon
Governrnenl Entity

Jerri Nelson MacMillian
Aetna Life"8 Casualty Cos.C_)
Real Estate Investment-Department
Large Corporation

< Met ropolitan Governiment of
QNaéhwi e‘and~DawdsU‘on County

Robert L. Sinclair.

Government Entity

Spencer J. Traver
BF Goodrich Co.
Runner-up

Orange County, Fla.
Government Entity

= t &X -"—'175/ >
| - e
George N. Pierce Q C‘G(’e_t'—\)e“‘lﬁ-i. Marsh—

Paul B. Harvey
Ponderosa Homes
Small Corporation

General Conference of
Seventh-day Adventists
Not-for-Profit Entity

Robert Bieber _
Westchester-Gounty
Government Entity

(Wllllam Ryan

< Wniversity-of Michigan
(Not-forProfit [Entity

GRAPHIC BY HOLLY SEGUINE
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U.S. court dismisses suit
by member against Lloyd’s

By GAVIN SOUTER

LONDON—The first round of a
legal action brought by a U.S.
Lloyd's of London member against
the corporation has been won by
Lloyd's.

Last month U.S. District Judge
Jim Corrigan of Denver ruled that
he lacked jurisdiction over a suit
filed by the member seeking dam-
ages from Lloyd’s.

The member, Ronald Riley, said
he will appeal the dismissal of his
suit to the 10th U.S. Circuit Court
of Appeals in Denver.

In his suit, Mr. Riley alleges that
Lloyd’s has breached 11.S. securi-
ties laws by not registering under
the Securities Exchange Act.

A Lloyd’s member since 1980,
Mr. Riley acknowledges that his
losses have been ‘‘substantial.”
Much of his losses stem from his
participation on syndicates man-
aged by Feltrim Underwriting
Agencies Ltd. and Gooda Walker
Ltd.

The dismissal of Mr. Riley’s ac-
tion will not affect a group of
about 100 U.S. members planning
to sue Lloyd’s in federal court New
York. The members, who allege
similar vioiations of the Securities
Exchange Act, have collected
about $250,000 of the $500,000
they need to finance the litigation
(BI, Sept. 2).

Had Lloyd's registered under the

LONDON

securities law, the members allege,
more information would have been
available to potential investors and
Lloyd’s would have been more
closely regulated in the United
States.

‘‘New members are coming
forward every day saying they
want in,” said Steve Feigenbaum, a
lawyer with Proskauer, Rose,
Goetz & Mendelsohn, the New
York firm representing the mem-
bers.

Lloyd’s is seeking an injunction
against one of the New York mem-
bers, Dale Jenkins, to prevent a
suit in U.S. courts.

Since 1987, Lloyd’s says, all
members have signed agreements
that any disputes with Lloyd’s
would be settled in English courts.

Jardine to be listed?

Jardine Matheson Holdings Ltd.,
the Hong Kong trading company, is
considering putting a minority in-
terest in its insurance brokerage
unit up for sale on the London
Stock Exchange.

No final decision has been made
on a sale, said John Barton, chief
executive officer of Jardine Insur-
ance Broking Group Ltd. Merchant
bank Robert Fleming & Co. Ltd.

and stockbroker Cazenove & Co.
have been appointed to advise the
company on the possible sale.

Stock analysts are reluctant to
put a price on the brokerage, but
one suggested that 250 million
pounds ($422.5 million at current
exchange rates) “might be in the
right region.”

Jardine is the world’s eighth-lar-
gest broker based on 1990 gross
revenues (BI, July 1).

In a statement issued to the Hong
Kong Stock Exchange, where Jar-
dine Matheson shares are listed,
the company said: “The proposals
under consideration are for the
partial flotation of JIB with Jar-
dine Matheson Holdings retaining
the majority interest. The company
believes that the flotation of JIB
would facilitate its expansion.”

Jardine’s insurance brokerage
interests date to at least the mid-
19th century, but the current bro-
kerage was built up in the 1970s,
Mr. Barton said.

JIB reported 1990 revenues of
168.1 million pounds ($324.5 mil-
lion). Of that total, 59% came from
retail brokerage, 12% from whole-
sale brokerage and 12% from rein-
surance.

Mr. Barton is to visit Hong Kong
in two weeks to discuss the possi-
ble flotation with Jardine Mathe-
son executives.

Meanwhile, JIB has formed a

Continued on next page

German brokers expect Lloyd’s
to emphasize European risks

By DON LEWIS KIRK

BONN, Germany—German bro-
kers expect Lloyd's of London to
focus increasingly on European
business after incurring major
losses on U.S. risks in recent years.

However, brokers and reinsurers
are divided over whether Lloyd’s
troubles will be German rein-
surers’ gain,

Lloyd’s posted global losses of
nearly $1 billion in 1988, the most
recent year closed under Lloyd’s
three-year accounting system.
And, analysts say Lloyd’s 1989
losses could exceed $2 billion.

As a result, German brokers ex-
pect Lloyd’s to dump what they
consider an ‘‘overload” of U.S.

risks and to increasingly target
continental European business.

Jurgen Grupe, partner and chief
executive-reinsurance for Ham-
burg-based broker Jauch & Hue-
bener, said Lloyd’s current ills can
be traced to what he called its “top
heavy’’ coverage of large U.S.
risks.

Although Lloyd’s 1988 pure un-
derwriting results produced a
small profit of 68 million pounds
($131.2 million at appropriate ex-
change rate), the need to add a
whopping 577.7 million pounds
($1.11 billion) to reserves to pay for
past U.S. long-tail liability busi-
ness plunged Lloyd’s into the red
for the first time in 21 years.

In addition to long-tail losses,

the market's 1989 accounts also
will be hammered by claims from
Hurricane Hugo, winter weather
losses in the southern United
States, the San Francisco earth-
quake, the Exxon Valdez oil spill
and the explosion at a Phillips Pe-
troleum Co. petrochemical plant in
Texas.

“Lloyd’s has placed too much
stock in U.S. catastrophe busi-
ness,” Mr. Grupe said. ‘‘Large
losses are forcing it to reduce U.S.
commitments considerably.”

As an alternative, Lloyd’s may
step up its activity in the European
market, he said. “Just recently, ef-
forts have increased dramati-
cally.”

Continued on next page

~ Premium volume by continent

North America and Eutope in 1989 accounted for the largest

shares of worldwide life and non-lite premiums,

Premium
volume World
(billions) shars

o

North America $4825 39.9%
Latin America  $71  06%
Oceania $212 1%
Europe $375.2 31.0%

Africa $132  1.1% &
Asia $3108 257%

Source; Swiss Re

‘GRAPHIC BY KIMBERLY MART

Premium volume
around the globe
grew 3.9% in 1989

By STACY SHAPIRO

ZURICH, Switzerland—Falling volume in the U.S. and Japanese life
and non-life insurance markets—the world’s two largest markets—helped
cut worldwide premium volume growth in half to 3.9% in 1989 in real
terms from 8% in 1988, according to SIGMA, the research arm of Swiss

Reinsurance Co. in Zurich.

Adjusted for inflation, worldwide life and non-life insurance premium
volume in 64 countries totaled $1.21 trillion in 1989, according to the

SIGMA report.

SIGMA blames the slowdown primarily on U.S. and Japanese market

slumps.

Together, the two nations account for 59.4% of the world’s premium
volume, the research group says in its report on results for 1989, the most

recent year analyzed.

Real growth of total premium volume for U.S. insurers fell to 1.7% in
1989 from 2% a year earlier. Total U.S. premium volume totaled $453.2
billion in 1989, or 37.5% of the world total, SIGMA found.

The decline in premium volume growth for Japanese insurers was
even sharper. Their premium volume fell to 4.2% in 1989 from 18.9% in

1988, according to SIGMA.

Japan's total premium volume in 1989 was $264.7 billion, 21.9% of the

world total.

SIGMA also reports that the Swiss again spent more on insurance per
capita—$2,376—than citizens in any other country.
Before the study’s results were collated, it appeared the Japanese might

Continued on next page

Continental restructures global activity

By STACY SHAPIRO

LONDON—Continental Corp. is
restructuring its international op-
erations to focus on its multina-
tional client base.

New York-based Continental is
closing its marine underwriting
operations in Europe and Austra-
lia, while daveloping a link with
Italian insurer Assicurazioni Gen-
erali S.p.A.

Continental has decided that its
international strategy over the
next decade should be to concen-
trate on what the company feels it
already is expert at—servicing
multinational clients, said Michael
Marchesani, president of the Con-
tinental International division in
Cranbury, N.J.

By pulling out of indigenous sin-
gle-risk foreign marine and non-
marine business, the insurer can

devote more resources to multina-
tional accounts, he explained.

“Stand-alone marine and non-
marine (foreign) businesses won't
help us with our international
strategy or North American strat-
egy,” he said.

Mr. Marchesani also told brokers
in London last week that Conti-
nental had decided to cease writing
a London market account through
its member companies in the Insti-
tute of London Underwriters,
which includes Lombard Conti-
nental Insurance P.L.C. and Conti-
nental Insurance (U.K.) Ltd. The
companies wrote primarily marine
and London market business.

In addition, Continental Interna-
tional will cease underwriting ma-
rine accounts written by managing
agents in France, Belgium, Holland
and Denmark.

And, the group will stop writing

a marine account in Milan, Italy, as
of Dec. 31.

The group also has decided to
cease writing strictly marine ac-
counts in Australia and Hong
Kong.

The Marine Office of America
Corp., a Continental subsidiary,
will continue to write marine busi-
ness in the United State, although
it is among the insurers that are
withdrawing from the American
Hull Syndicate (BI, Aug. 26).

Despite the closing of many of its
foreign marine accounts, Conti-
nental International will continue
to service multinational clients in
Europe and the Pacific Rim, Mr.
Marchesani said.

Continental International also
will continue to write marine busi-
ness as part of its multinational
client insurance programs, he said.

“Continental International is de-

dicated to serving the needs of its
multinational clients, and we be-
lieve that these changes will enable
us to redeploy our resources to
better meet their global insurance
needs, whether they are American
businesses operating abroad or Eu-
ropean businesses expanding into
global markets,” Mr. Marchesani
told London brokers.

As part of this new focus on mul-
tinational clients, Continental also
announced last week that it had
entered into an agreement to un-
derwrite and service the North
American exposures of Generali's
multinational accounts. That job
previously had been handled by
Aetna Life & Casualty Co., but Mr.
Marchesani said Generali’s rela-
tionship with Continental is “more
structured.”

Continental and Generali will
“‘provide mutual access to their

worldwide facilities in support of
multinational activities (and) pur-
sue joint marketing and production
of multinational risks,” the com-
panies jointly announced.

The two insurers together also
will explore new opportunities
worldwide, Mr. Marchesani said.

“Generali is one of the last major
European insurers without a U.S.
link,” he told Business Insurance.
This new business arrangement
will allow both groups to expand
their multinational expertise
worldwide, he said.

Generali is Europe’s second-lar-
gest insurer, with annual world-
wide gross premiums of about
$12.1 billion. It operates in 48
countries through 170 companies.

Continental Corp. wrote $4,59
billion in gross premiums last year
and reported $5.71 billion in gross
revenues. =
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new London-based accident and
health division to place direct and
reinsurance coverage for the U.S. ac-
cident and health market.

The new division will place cov-
erage for private companies and gov-
ernment agencies, said Peter Robin-
son, managing director of the
division.

“The boundaries between direct
and reinsurance placing of accident
and health coverages sometimes get a
bit blurred so we thought it would be
better to bring it all together into one
division,” Mr. Robinson said.

Previously, direct coverage for JIB
clients was placed in London by Jar-
dine Insurance Brokers Ltd. and re-
insurance coverage was placed by
Jardine Thompson Graham Ltd., he
said.

More huge losses seen

Lloyd’s of London losses for the
1989 underwriting year could hit 1.4

Worldwide premium volume

Continued from previous page

rank first in per-capita insurance ex-
penditures, but the Japanese actually
ranked second to the Swiss at $2,150
per capita due to the weakness of yen
to the dollar.

U.S. citizens ranked third, spend-
ing $1,817 per capita in premiums.

Insurers in most of the 64 coun-
tries studied generated at least $100
million in gross premium volume.
Data from Kuwait and Iraq are not
included because of disruptions
caused by the Persian Gulf War.

The premium data gathered from
the International Monetary Fund,
Wharton Econometric Forecasting
Associates and national supervisory
authorities refers to gross premium
volume of direct business of all pri-
vate domestic and foreign insurance
companies.

Wherever possible, only domestic
business was taken into account,
especially in countries like Great
Britain, where foreign business ac-
counts for a large portion of total
premium volume.

According to SIGMA, worldwide
premium volume for 1989 is broken
down as follows:

® 39.9%, or $482.5 billion, in the
United States and Canada.

® 31%, or $375.2 billion, in Eu-
rope, with Germany leading with

German market

billion pounds ($2.4 billion), more
than dcuble its record loss for 1988,
says a market analyst.

Results for the 1989 underwriting
year will be announced next year
under Lloyd’s three-year accounting
system. A 1 billion pound ($1.69
billion) pure underwriting loss for
1989 plus up to 400 million pounds
($676 million) of losses on past years
of accounts not yet closed would
more than double the 1988 loss of
509.7 million pounds ($383.7 million),
accord:ng to market analyst Chat-
set Ltd., which publishes Lloyd's
League Tables.

“The 1989 underwrizing year will
be particularly bad, no: only because
of the >atastrophic losses suffered in
the year and U.S. general liability
claims for past years, but also be-
cause >f the large stcp-loss claims
that will fall on the market,” said
Charles Sturge, co-editor of Lloyd’s
League Tables.

Although the size of the Lloyd’s
members’ stop-loss claims that will
be paid by Lloyd’'s syndicates for
1989 vsill not be known until next
summer, the signs are not encourag-
ing.

“It is bound to be a nightmare
closing 1989 off,” Mr. Sturge said.
As many as 25 to 30 syndicates may
not close their 1989 accounts on
schedule, he warned.

Broker Holman Wade Ltd., which
claims to place 70% of the personal
stop-loss insurance underwritten for
Lloyd's members, predicts that its
customers will file claims totaling 60
million pounds ($101.4 million) for
the 1988 accounting year (BI, Sept.
2).

Lloyd’s mambers have already paid
about 350 million pounds ($591.5
million) in advanced cash calls for
the 1989 yezr and 110 million pounds
($185.9 million) for 1990, Mr. Sturge
said.

Lloyd’s will also post a loss for
its 1990 accounting year, which will
close at year-end 1992, Mr. Sturge
pointed out “It is very unlikely that
it will be as bad as 1989, but it must
produce ancther loss for the market,”
he said.

Meanwhi'e, Chatset says that fig-
ures released by Lloyd’s on the size of
cash calls cn members are mislead-
ing.

Lloyd's says that only 2.1% of its

members paid out more than 50,000
pounds ($84,500) for losses from the
1988 accounting year.

Chatset points out, though, that
this estimate does not include the
payment of U.S. federal income taxes
or advanced cash calls for 1989 and
1990 made this year. And, Lloyd's es-
timate assumes a 35% U.K. income
tax recovery for the members, Chat-
set says.

In fact, Chatset says its survey of
78 members shows that 38.5% of
members will pay out more than
50,000 pounds ($84,500) this year.
That figure takes into account U.S.
income taxes and advanced cash
calls.

Chatset and Lloyd’s also differ wi-
dely on the estimated percentage of
members who have suffered smaller
losses this year.

Lloyd’s says that 19.4% of mem-
bers lost less than 10,000 pounds
($16,900); 30.9% lost between 10,000
and 20,000 ($16,900 to $33,800); 12%
lost between 20,000 and 30,000
($33,800 and $50,700); and 5.4% lost
between 30,000 and 50,000 ($50,700
and $84,500).

But in its survey, Chatset found

that 7.7% of members lost less than
10,000 pounds; 9% lost between
10,000 and 20,000; 11.5% lost be-
tween 20,000 and 30,000; and 17.9%
lost between 30,000 and 50,000.

In total, Lloyd's estimates that
69.8% of members lost money on
1988; Chatset puts that figure at
84.6%.

Lloyd’s denied that its figures are
misleading.

“Chatset’s figures for the 1988 year
and runoffs were derived from a sur-
vey of less than 80 names. Lloyd's
figures are based on a computer cal-
culation carried out by the solvency
and reporting department of the en-
tire membership participating in the
market in 1988,” said Lloyd’s Chair-
man David Coleridge.

Even if the 35% tax recovery is
not included, Lloyd’'s contends in a
statement, only 8% of members lost
more than 50,000 pounds.

Omitting tax recoveries, Lloyd’s
says that 29% of members made a
profit this year; 23% lost 10,000
pounds or less; 18% lost between
10,000 and 20,000; 11% lost between
20,000 and 30,000; and 11% lost be-
tween 30,000 and 50,000. [ ]

$76.53 billion in premiums; followed
by Great Britain, $76.39 billion; and
France, $63.27 billion.

® 25.7%, or $310.8 billion, in coun-
tries bzlonging to the Assn. of South-
east Asian Nations, including China,
India Indonesia, Iran, Israel, Japan,
Pakistan, the Philippines, Singapore,
South Korea and Thailand.

® 1 7%, or $21.2 billion, from
Oceania countries, like Australia and
New Zealand.

® 11%, or $13.2 billion, from
Africz, where South African insur-
ers dominate with $9.39 billion in
premiams.

® 0.6%, or $7.1 billion, from Latin
American countries, where Mexican
insurers dominate with $2.34 billion.

Rarked by continent, European in-
surers reported the highest real pre-
mium growth—7%—in 1989, accord-
ing te SIGMA. Insurers in Cyprus,
France, Great Britain, Ireland, Lux-
embourg, Portugal and Sweden all
reported real premium volume
growth of between 10% and 20%, the
researchers said.

ASZAN insurers, whose prerium
volume had besn growing the fastest
in recent years, fell to second posi-
tion, with real premium growth of
5.6%.

But, there was hardly any growth
—0.4%—in premium volume among

U.S. and Canadian insurers in 1989,
SIGMA said.

Real growth in premium volume
exceeded 20% for insurers in only
five nations, the report said: Bra-
zil, Chile, South Korea, Thailand and
Zimbabwe.

In most countries, life insurance
premium volume is growing at a far
greater rate than non-life business,
SIGMA found.

Non-life premium volume is grow-
ing faster than life business only in
Australia, Denmark, Spain and Swit-
zerland.

SIGMA reports that the non-life
insurance accounted for only 48.9%
of the total premium volume writ-
ten in 1989 by insurers in the 24
Organization of Economic Coopera-
tion & Development countries, which
include the United States, Canada,
Great Brifain, Germany and Japan.
That is a sharp decrease from 59.8%
of total vo_ume in 1980,

Life bus ness grew to 51.1% of total
premium volume in 1989 from 40.2%
in 1980 for those countries.

Asian insurers, including those in
Japan, reported the largest share of
the world’s total life premium volume
of $633.3 billion in 1989: 36% of total
life premiums, or $228.3 billion.

North American insurers account
for 32%, or $202.6 billion, of the

world’s total life insurance premium
volume in 1989.

However, European insurers re-
ported the fastest growth in life in-
surance business in 1989, with
growth exceeding 20% in Cyprus,
Greece, France, Great Britain, Ire-
land, Luxembourg, Portugal, Sweden
and Turkey. Europe accounts for
28.8%, or $182.4 billion, of total life
insurance premium volume.

SIGMA found that life insurance
premium volume as a percentage of
total premium volume was greatest
among South Korean insurers:
81.8%.

Life insurance premium volume as
a percentage of total premium vol-
ume was lowest among Yugoslavian
insurers: 0.8%.

North American insurers still gen-
erate the largest portion of the
world’s non-life premium volume:
48.6%, or $279.9 billion, of the total
1989 non-life premium volume of
$576.3 billion. U.S. insurers alone ac-
counts for 46%, or $265 billion, of
that total.

Although total U.S. non-life pre-
mium volume grew 4.2% in 1989, the
country’s non-life premium volume
fell in real terms by 0.7%, according
to SIGMA.

Europe accounts for 33.5%. or
$192.8 billion, of the world’s total

Continued from previous page

For example, in Europe, “Lloyd's
is offering underwriting capacity in
reinsurance, particularly in commer-
cial lines,"” he said.

Many Lloyd’s syndicates are look-
ing to increase their presence in con-

tinenzal Europe. In fact, some under-
writing agencies have set up
European offices to attract more
business (BI, Sept. 2).

Meanwhile, at least one German
reinsarer feels Lloyd's exposure to
U.S. catastrophes was exacerbated

by the so-called LMX spiral, in
which the same risk is retroceded
over and over among Lor.don market
excess-of-loss reinsurers.

Willhe.m Zeller, an executive
director cf Cologne Reinsurance Co
in Cologre, Germany, said Lloyd’s

New ReporT oN GRowTH oF CAPTIVES,
SELF-INSURANCE AND Risk ReTENTION GROUPS

Call to order our Alternative Markets Update, analyzing the status of
alternatives to traditional commercial property-casualty irsurance.

The study includes:
m Market share data for self-insurance, captives, risk reteation groups
and large capacity facilities.

m Current reasons for alternative market growth.

m Impact of claims costs on growth.
m Forces shaping the marketplace.
m Growth forecasts.

To order, call Bob Brian:

(203) 520-1275

Conning & Company
City Place II, HartZord, CT 06103
(203) 527-1131
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held onto an antiquated retroces-
sional system for too long. “Lloyd’s
has been swimming against the
stream, trying to maintain a system
that doesn’t work,” he said of the
LMX market. “Current woes only
make that more evident.

Other observers are split over
whether German reinsurers will
profit from Lloyd’s recent troubles.

“Large insurers are going to place
their business elsewhere,” conzends
Norbert Strohschen, management
board member of Cologne-based
Gerling Global Reinsurance Group.

German brokers, though, discount
any benefit to German underwriters
stemming from Lloyd's troubles.

Continental European reinsurers
have little if any interest in U.S. busi-
ness, and Lloyd’s large underwriting
capacity still makes it a formidable
competitor, Mr. Grupe pointed out.

“It’s unlikely American cat, XLs
or contracts for U.S. assumed ac-
counts will be covered by other Eu-
ropean markets,” he said. “They just
don’t have the capacity.”

Abraham Simhony, who oversees
London market placements for Stutt-
gart-based broker Gradmann &
Holler, agreed business will not flow
from Lloyd’s to the German market.
“It’s very questionable. German rein-
surers are wary of the U.S. market
and that is likely to continue.” ]

non-life premium volume.

Countries in which insurers’
growth in non-life premium volume
exceeded 20% were Brazil South
Korea and Thailand.

Countries in which insurers’ non-
life premium growth ranged from
zero to 5% growth include many Eu-
ropean countries and Japan.

°

Free photocopies of the SIGMA re-
port on world insurance premium
volume in 1989 are available by con-
tacting George Chimes, Assistant
Manager of Public Relations at North
American Reinsurance Corp., 237
Park Ave., New York 10017; 212-907-
8174.
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Summary of major property/casualty insurers’ first-half resuits
_ ' Ranked by change in net income. All amounts in thousands of doilars
‘ Corporate Property/casualty operauons _
_ Percent Net  Percent Percont  Pretax  Percent Percent
Consolidated Not increase Combined'  Combined’ premiums  increase undemrlthg increase investment increase  Policyhoiders  increase
Rank revenues Income {decline) ; ratio ratio written (decrease) Innomﬂhts) {decline) income  (decrease) surpius (decrease)
1991 1851 1991 1990-1991 5 1991 19%0 1991 1990-1991 - C1991  1990-1991 1991 1990-1991 1991 1990-1991
! 1_Home Insurance Co. 1,160,000 50,000 186.2 11022 109.4° 922,000  (19.0)  (111,000) 9.0 144,000  (122) 761,000 ( a)i
2 RoyniGroup (U.S.subs)y) ~ ~ N/A 11,400 128.0 1256 1246 776,300  (268)  (191,200) 260 168,100 1.2 823900 152
1 3 Hartford insurance Group 4,567,000 231,000 68.6 108.2 1085 3,096,000 07  (277,0000 7.7 519,000 116 3,024000  17.1
.4 Continental Corp. 2,669,900 55,200 §9.1 | NSO 1138 2121,000° _ (58) (3156000 _ (2.2) 363,400 .(1."&!).,,,.‘”1\.222.9@_-.,..&41.a)
Ls CNA Financial Corp. 5,440,000 271,900 49.3 1149  114.9°  3,470,000° 61 (532,3007 (3.1)  616900°  11.5 3,500,000 104 |
6 Lincoln National Corp. 2,232,100 117,800 251 126" 10867 1,163600  (50) (135500)  (31.0) 137,300 (10.3) 1,325,000 106
7 Crum & Forster Inc. 1,886,500 81,600 . 231 M58 1138 1,232,700  (21.7) (197500) 136 301,700 06  1,412600 7.6
_8 Old Republic Int’l 646699 58,909 185 107.8° 10477 346691 20 (30819) 16 83,284 8.9 813,199 172
9 Chubb Corp. 2,199,600 261,300 17.8 986°  101.7° 1,562,400 9.6 14,000 1502 232,500 50 1,512,200  135]
i' _10_Ohlo Casualty Corp. _ 835238 44620 154 105.1*  106.5° 753,696 1.0  (402357) 213 92,778 28 551,311 74
11 CIGNA Corp. 9,457,000 218,000 9.0 116.1 114.6 2,602,000 (6.1)  (444,000) . (4.7) 429,000 0.9 1,990,000 (9.5)
.12 American International Group 8,195,740 776,419 13 99.3° 98.9° 4,618,818 (1.4) 41831 (18.8) 566,961 11.0 N/A N/A
| 13 Fremont General Corp. 289,375 14,174 3.7 105.6 104.8 214,055 0.3 (11,786)  (17.6) 32,137 (13.2) 187,802 (4.1)
14_General Re Corp. _ 1,574,500 310,900 22 101.72 99.0° 1,104,100 9.3 (11,900)  (58.7) 373,500 76 3,023,000 78
| 15 Hartford Steam Boiler 309,126 40,186 0.0 9.4 862 162930 108 15361  (24.2) 20,561 06 385108  10.0|
16 The St. PaulCos.Inc. 2084679 187,883 (1.5) . 104.8° 10387 1,546,669 50  (79,271) _(a24) 318,162 26 1,594,790 47,
|17 Argonaut Insurance Co. 240,347 36,723 (3.1) 1105 1028 190,384°  (6.8)  (21,943) (166.1) 61,350° 04 441986 6.2
18 Sentry Insurance Cos.? 758,072 24,398 (a.9) 1067 1055 620823 94  (43977) (196) 79032 73 704,540 109
19 Travelers Corp. 5,951,900 183,800 (4.9) 127 113.8 - 2,201,700 (57)  (292,400) 16,0 _ 379,800 0.6 1,948,900 (9.2)!
20 Transamerica Ins. Group 1,080,111 29,069 (13.9) 1125 1106 937,581 57 _ (119,559)  (20.8) 130,008 32 1,079,658 47
| 21 Berkshire Hathaway Group 362,905 104,815 (13.5) 135.2 118.4 308,909 152.8 (66,832) (174.3) 172,837 9.1 "NA  NA F
_22 SAFECOCorp. 1682392 106,504  (195) iii.2 1061 791,756 - (5.3)  (91,880)  (82.4) 142,996 25 1,117,382 X
| 23 Aetna Life & Casualty Co. 9,402,200 296,900 (22.6) 1163 1140 2,989,600 (6.0)  (472,300)  (7.1) 532,700 (0.7) 2,462,000 (3.8);
24 Fireman's Fund Ins. Cos. 1647960 40833  (66.8) 1206 17.0° 1371407 (25)  (2B7,400F  (16.2)  303517° 232 1488222 126
| 25 Reliance Ins. Co. & subs, 1,703,939 4,769 (97.3) 1105 - 108.0° 873,787  (11.0) (71,1000 (1.3) 107,211 (0.5) _NA N/A |
mgg USF&G Corp. 2,154,000  (111,000) (298.2) N94° 11057 1,624,000°°  (14.8) _ (292,000  (71.8) 236,000 (18.9)___ 1,454,000 10.7
__— Commercial Union Ins. (US.)? _ N/A NA N/A 113.3 1102 696,200 12  (103,700)  (25.7) 85,200 (04) 605,000 38 |
— Kemper National P/C Cos.* _N/A _NA N/A M1 1153 1,597,064 7.7 (186,499) 213 176,351 131 1,544,637 (7.6).
| — Nationwide Mutual Ins. Co. N/A N/A N/A 106.2 106.8 3,031,885 41 (191,203) 172 396,322 141 3,425,697 13.sj
= Liberty Mutual Ins. Co.} N/A NA N/A n73 1133 342127 38 (536678) (59.7) 559,785 5.1 2,555,769 4.1
Cumulative 68,541,283 3,448,102 (0.9) 111 109.9 46,349,326 (1.8) (5084,412)  (6.9) 7,762,392 43 41,723,701 54
L ! After ﬂlvkﬁends 2 Statutory * Before dividends N/A—Company did not provide data

P/C results

Continued _fmm page 1

Second-quarter results were “as
expected in an industry with abun-
dant capacity,” noted Barbara
Stewart, president of Stewart Eco-
nomics in Chapel Hill, N.C.

Even meager profits add to the in-
dustry’s capital base and relieve the
pressures that would force insurers to
“hit the pamc button” and raise
rates, said Sean Mooney, senior vp
with the Insurance Information Insti-
tute, in a written commentary on in-
surers’ second-quarter results (see
story, page 33).

Underreserving is partly responsi-
ble for the scant returns, industry an-
alysts say.

“The earnings seem to continue to
be holding up despite the downturn
in the property/casualty under-
writing cycle,” creating the suspicion
that insurers are adjusting their re-
serving practices to produce profits,
observed Michael A. Smith, another
first vp with Lehman Bros. in New
York.

The industry’s ratio of paid to in-
curred losses alto continues to rise,
another indizaticn of underreserving,
said Joyce Cultert, director of re-
search with Firemark Inc. in Morris-
town, N.J.

“Underreserving marches on,” Ms.
Culbert said. “I don’t know how long
that can keep up.”

“There aren't too many people who
have stepped up "o the bar in the first
half to strengthen their reserves,” Mr.
Levin agreed, esiimating that indus-
trywide reserves may be deficient by
up to 10%.

“It’s quite clear we are in a down
cycle and it will be a little bit of
time before we cen turn this around,”
Mr. Smith said.

First-half results of insurers sur-
veyed by Business Insurance show
that:

® Underwriting losses widened
6.9% to $5.08 hillion from $4.76
billion in the first half of 1990. This
compares with a 2.7% inc¢rease in un-

 derwriting losses for all of 1590 and a _

- 22.6% increase in 1990’s first half (BI,
April 1; Sept. 10, 1990).

® Net written premium volume

slid 1.8% to $46.35 billion in the first

half of 1991 from $47.21 billion in the

first six months of 1990. Volume had -

increased 1.8% in both all of 1990
and in last year's first half.

Price competition is responsible for
much of the decline, observers say.

“Pricing conditions continue to
worsen,” Mr. Culbert said, predict-
ing that this will go on until results
weaken for alternative risk financ-
ing markets, low-cost producers that
have drawn profitable business away
from traditional insurers.

“When low-cost producers get in
trouble is when you get a prlcmg
turn,” she said.

“If anything, I thought that com-
petition picked up in the second
quarter,” Ms. Vogel said.

“The big story is what’s not hap-
pening,” Mr. Levin agreed, referring
to insurers’ failure to halt rate ero-
sion. “Pricing is entirely inadequate.”

® With cash flow shrinking and
interest rates declining, investment
income once again grew only mo-
destly, expanding 4.3% to $7.76
billion in the first half from $7.45
billion in first six months of 1990.
Investment .income had expanded
4.8% for all of 1990 and 5.8% in the
first half of last year.

To improve cash flow, insurers
would have to start raising prices,
but instead, their response typically
has been to “wring their hands and
say the guy across the street has been

cutting prices and has to stop,” Mr.

Smith observed.

® Policyholder surplus for 27 of
the 30 surveyed companies rose 5.4%
to $41.72 billion at June 30 from
$39.57 billion at June 30, 1990. Sur-
plus for a similar but not identical
group of companies had increased
4.1% by year-end 1990 and 2.7% at
mid-year last year.

® Net income for 26 of the com-

panies slid 0.9% to $3.45 billion for -

the first half from $3.48 billion for
the same period in 1990. For all of
1990, insurers had posted a 27.4%

drop in net income, compared with
an 8.6% decline for the first six
months of last year.

Among individual insurers, the
biggest surprise to analysts was Gen-
eral Re Corp., which reported an
$11.9 million first-half underwriting
loss, compared with a $7.5 million
loss in the first half of 1990. General
Re also reported a combined ratio of
101.7%, up from 99%.

General Re Chairman Ronald E.
Ferguson blamed the “unsatisfac-
tory” results on higher-than-ex-

pected claims activity, including

workers compensation losses from
prior years and higher property and
property catastrophe losses during
the first six months of this year.

General Re'’s results “knocked the
wind out of a lot of people’s sails,”
observed Ms. Culbert.

The results of other insurers within
the group of 30 varied widely:

® The Home Insurance Co. re-

million, compared with a loss of $58
million for the same period last year.
Last year's first-half numbers in-
cluded substantial losses from The
Home’s portfolio of junk bonds while
under the ownership of AmBase
Corp. The Home was sold earlier this
year to a group led by Swedish in-’
surer Trygg Hansa SPP Holding AB
(BI, Feb. 18).

and mutual bond insurer MBIA Inc.
® CIGNA Corp.’s net income rose
9% to $218 million for the half from
$200 million in 1990°s first half on
the strength of realized investment
gains of $41 million in the first half
of 1991 compared with $9 million in
the corresponding period of 1990.
Continued on next page

® Chubb Corp.’s combined ratio
dropped to 98.6% from 101.7%, and
its net income rose 17.8% to $261.3
million from $221.9 million.

® Aetna Life & Casualty Co. re-
ported net income of $296.9 million
for the first half, down 22.6% from
$383.6 million in 1990’s first half.
Aetna’s second-quarter results suf-
fered partly from $12 million in net
aftertax capital losses that included
$78 million in reserves for mortgage
loan losses and real estate write-
downs, partially offset by gains from
the sale of its interests in La Estrella

( LARGE DOLLAR )

JUDGMENTS

You have paid your lawyer many thou-
sands of dollars to receive a piece of paper
that may be worth a lot of money. Do you
want to find out if it is?

| investigate/evaluate and determine col-
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
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Health insurers

Continued from page 1

In many cases, group health insur-
ers’ trend factors—which are used to
project premium hikes and which in-
clude both health care inflation and
increases in utilization—were higher
than their actual experience.

Take, for example, The Principal
Financial Group in Des Moines,
Iowa. Its 1991 pricing assumptions
were based on a 21% to 24% trend
factor, but costs have actually risen
only 18% to 19%, explained Richard
H. Neil, senior vp-group.

Partly because of that, the mu-
tual insurer posted statutory earn-
ings from its group life and health
insurance business of $116 million
during the first half of 1991.

This year marked the first time
in its 112-year history that the in-
surer has released six-month results.
Harlan Bergman, The Principal’s vp-
corporate accounting and controller,
said the results were released to
counter consumer uncertainty over
the solvency of life and health insur-
ers. The company was unable to pro-
vide comparable figures for 1990.

Mr. Neil said the difference be-
tween actual and predicted trends
is “the primary engine driving (The
Principal’s) profits.”

Met Life set its group indemnity
plan premiums using a trend of 22%
and its managed-care plans using
trends of 12% to 18%. In reality, costs
have risen about 18% to 19% for in-
demnity plans and 10% for managed
care plans, said Mr. Galasso.

Met Life led the group life and
health insurers examined, with a
nearly 16% increase in profits for
the first half. The company posted
$88 million in profits during this pe-
riod, up 15.8% from $76 million in
the first half of 1990.

Cooling medical inflation is partly
fueling the reduction in insurers’ ac-
tual trends. For the six months ended
in July, the medical care component
of the Consumer Price Index rose an
annualized 7.5%, according to the

P/C results

Continued from previous page

“Although CIGNA's second-quar-
ter net income was up, our operating
results continued to be constrained
by weak property/casualty perfor-
mance, which still reflects inade-
quate industry prices,” Chairman
Wilson H. Taylor said.

@ Reliance Insurance Co. and its
units reported that first-half net in-
come fell 97.3% to $4.8 million from
$174.4 million in 1990. The 1990 fig-
ure included a $245.5 million gain
from the sale of General Casualty In-
surance Co., partially offset by $80.7
million in aftertax losses from the
sale or write-down of investments.

e CNA Financial Corp. reported a
49.3% increase in net income to
$271.9 million in the first six months
from $182.1 million in the same pe-
riod last year. Excluding net realized
investment gains, however, CNA's
net income would have been $188.8
million, up 6.2% from $177.1 million
for the first six months of 1990.

While most insurers are complain-
ing about the soft market’s impact on
their bottom-line results, few observ-
ers hold out any hope of the competi-
tion easing soon.

Losses from Hurricane Bob, while
possibly affecting some insurers more
heavily than others, will not have any
significant impact on market condi-
tions, observers agree.

“It will be a factor, but nothing
enormous,” Mr. Lewis said.

In discussing market conditions,
brokers and underwriters “are even
less encouraging than they were three
months ago,” Mr. Lewis added.
“There's nothing we see that gives
any indication of any near-term re-
covery in the primary and reinsur-
ance sectors.”

“There is no sign that there is going
to be any change in the market,” Ms.
Stewart said.

Asked about the possibility of a
1992 market turn, Ms. Culbert re-
plied, “Humbug.” .

U.S. Department of Labor's Bureau
of Labor Statistics. While this still
soars above the CPI's modest over-
all increase of 2.2% for the same pe-
riod, it does reflect a slowdo=n from
the 9.6% rise in the medical care
component in the first half of last
year.

Why insurers’ forecasting cf trends

proved so favorable is a subject of
debate.

One factor may be that “tae trend
has basically stayed at the same level
for two years now,” explained John
P. Cole, executive vp and ch:ef exec-
utive officer-employee benefits divi-
sion at Lincoln Nat:onal Corp. of
Fort Wayne, Ind. Lincoln National
boosted its group life anc health
profits by 9.8% during the first half
of the year to $16.8 million, com-
pared with $15.3 million for the first
half of 1990.

Charles T. Bell, senior vo-health
plans for Aetna Life & Castalty Co.
in Hartford, Conn., said: “Inflation
has been fairly steady the past two or
three years. The lcnger .t stays

steady, the better you are at predict-
ing (the trend).”

Aetna’s predictions helped it post a
6% increasz2 in group health and life
profits to $142 million for the first six
months, up from $133.9 million in the
same period last year,

“We have been on top of the cost
trends,” said Thomas E. Burton, vp
and actuary with Travelers Corp. of
Hartford, Conn. Hence, “profits are
pretty much tracking revenue
growth.”

Specifically, Traveiers’ roughly 5%
rise in group life and health revenues
resulted in a 7.5% boost in profits, he
said. For the first six months, the
company’s managed care and em-
ployee benefits operations posted
profits of $50.4 million, compared
with $46.9 million for the same pe-
riod last year.

Yet Mr. Neil won't go so far as to
declare that group health insurers
have mastered the trend game. “I
don't know that I would say-the in-
dustry is gatting bettar” at predicting
trends. “Nobody has been real good

about predicting the future. You're
fortunate when you guess high and it
goes the other way,” he observed.

“It’s a predictive game. You take
your best shot and see which way it
goes,” said Mr. Fitzgerald, chief fi-
nancial officer of the employee bene-
fits division at Philadelphia-based
CIGNA Corp.

Another factor behind some insur-
ers’ improved results is growth in
managed care businesses.

At CIGNA, for example, first-half
group life and health earnings fell
to $111 million from $116 million in
1990. But second-quarter results
have stabilized year-to-year and
HMO business “continues to im-
p-ove,” said Mr. Fitzgerald.

CIGINA's results include EQUICOR
Inc., which it bought in March 1990.

The profit decline, Mr. Fitzgerald
asserted, was due more to “isolated
incidents” in its indemnity business
than anything else.

Sharply lower HMO losses played a
significant role in Aetna's earnings
growth. Aetna has cut first-half

losses from its HMO business nearly
in half, to $12.7 million this year
from $22 million in 1990.

“I think we said entering this year
that a big factor for us would be the
improvement in the HMO business,”
said Mr. Bell. That prediction held
up, even if the HMO business is still
spilling red ink on an otherwise
healthy income statement.

“Even though it's not at a satis-
factory level, it's clearly pushing
(profits) in a positive direction,” Mr.
Bell said of the HMO results.

He added that the insurer is hop-
ing its HMO business will “break
into the black next year."

Mr. Cole said Lincoln National
continues to build upon its success
at bringing managed care plans to
small businesses. Both sales and
profit margins are good for this seg-
ment of the business, according to
Mr. Cole.

Improving results for Lincoln Na-
tional’s managed care business are
due to better administration of, and

Continued on next page

They were just as good as

Remerrber the last soft market? Plenty of capacity
at low rates and lots of reinsurers ready to write it.
Then th= markst hardened and many reinsurers
simply disappeared.

Since 1917, American Re has provided a stable and

consistent sou-ce for reinsurance products and

services. We have developed a flexible new system

that gives all of our clients access to all of our services.
The Whole Account Concept. It begins with a Needs

Analysis, in which your business is evaluated from the

inside out to idzsntify problems and opportunities. Next

a Multidisciplined Team is formed using specialists
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Continued on next page
more participation in, the plans.
“We've become more efficient, and
have more people sited in managed
care,” explained Mr. Cole.

Another element boosting some
group health insurers’ bottom lines is
the growth in their administrative-
services-only business. Under ASO
contracts. insurers administer claims
and handle other chores for employ-
ers that self-fund their health care
plans.

“One of the trends we've seen de-
veloping for several years is the in-
crease in service arrangements,” Mr.
Burton observed. For instance, 40%
of Travelers’ managed care and em-
ployee benefits premiums and pre-
mium equivalents consists of ASO
agreements. “That is a factor that
will serve to stabilize the (insurance)
business,"” he said,

At Aetna, the reliance on ASO
agreements is even higher; Mr. Bell
reported that 65% of the group health
and life c_aims handled by the com-
pany come from this area. “That’s not

a risk-based business,” he explained.
Hence, it is “inherently stable.”

“There's been a big push by in-
surance companies to get out of the
insurance business,” said Ed Freed-
man, managing director-national
health and welfare practice for Alex-
ander Consulting Group in Lynd-
hurst, N.J. They are increasingly
moving into managed care, consult-
ing and ASO business, he said.

But ASO business isn’t likely to
grow much more, according to The
Principal’s Mr. Neil, who reported
that 30% of the company’s group
health and life premiums and pre-
mium equivalents comes from this
area. “AS0 business, where we trans-
fer the risk to the customer, repre-
sents predictable income to the in-
surance company,” he said.

Principal therefore would like to
see this become a larger portion of
its business. But that can only hap-
pen at the expense of other insurers,
said Mr. Neil. “The self-funding mar-
ket is pretty saturated.”

However, some new ASO business

will be generated as the number of
participants required to make self-
funding viable is dropping, Mr. Neil
said. “It used to be 500 participants,
then 250, now it's pushing down to
100.”

Despite the better-than-expected
profits in the first half of th2 year,
insurers say a downward turn is
looming on the horizon. Indeed, som2
of the insurers already repor: some
increasing competition.

Mr. Cole observed that health in-
surers are not yet charging premi-
ums below their trend factors, bu:
“it will happen,” albeit in a more
controlled, strategic menner than i
previous cycles. .

And as pricing becomes more com-
petitive and medical inflation con-
tinues to cool, premium hikes shoulc
shrink.

“That’s good news for the con-
sumer,” declared Fred Cue, senior
vp-finance with the Blue Cross &
Blue Shield Assn. in Chicago. The
non-profit association’s plans posted
combined earnings of $758 million

during the first half of 1991, a 3.8%
drop from $788 million during the
same period last year.

Despite the drop, Mr. Cue said the
Blues® first-half results were running
ahead of 1991's projections.

“The trends are still going up at
double-digit rates,” said Mr. Cue, al-
luding to increases in both health
care costs and the premiums insur-
ers charge. “I don't see much abate-
ment of that.”

However, he noted that for the last
six months, overall rate increases
have been running at 19% to 20%,
while as recently as the middle of last
year, rate increases were hovering
around 25%.

Partly in light of that, Mr. Cue
predicts that health insurers’ results
will tumn downward in 1992, though
“it isn't going to be as bad as past
down cycles.”

Travelers’ Mr. Burton is seeing evi-
dence that the good times for health
insurers may be drawing to a close.
Competition is growing intense “‘and
that's putting some pressure on
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prices,” he said.

The improvement in first-half
profits clouds the fact that there has
been “a fair amount of shopping”
among insurers by small and me-
dium-sized companies looking to cut
costs during the lingering recession,
he said.

Companies also are both laying off
workers and reducing the health care
benefits they provide because of the
recession, Mr. Burton reported. If
these trends continue, insurers are
sure to feel the pinch, he said.

“I don’t really see an easing of
competition. Possibly, if there is a
strong economic recovery, some of
the shopping of business will ease
a bit, but we’re not counting on that,"
Mr. Burton said.

“And when you start seeing com-
petitiveness, that's usually the start
of the downturn” in health insurers’
results, observed Met Life's Mr. Ga-
lasso. As a result, “we are somewhat
nervous about whether we are on the
verge of an underwriting down
cycle,” he added.

Yet none of the insurers contacted
expects the impending change in the
group health insurance market to be
as traumatic as previous competitive
markets,

For instance, while Mr. Neil be-
lieves 1992 will be less profitable,
“T wouldn’t call it a bad year.”

Meanwhile, CIGNA’s Mr. Fitz-
gerald is actually predicting a slight
turnaround for that company’s group
health business. “I'm not sensing af
this point that the down cycle is
prevalent. We expect to make more
money in ’92 than in '91.”

Mr, Fitzgerald's view reflects the
fact that the company is expecting
its specialty products, like substance
abuse and mental health coverage, tc
benefit from the trend among com-
panies to carve out these types of
coverages from their basic health
care plans.

Meanwhile, Mr. Young of The
Wyatt Co. remains unsure about
what to expect in '92. “We're look-
ing at a health care delivery system
that is undergoing tremendous
change.” =l

P/C insurers
report profits
of $6.23 billion

The overall property/casualty in-
surance industry is faring better thar
the predominantly commercial insur-
ers tracked by Business Insurance.

The U.S. property/casualty indus-
try’s net income rose 22.7% in the
first half to $6.23 billion from $5.08
billion in the first six months of 1990,
according to a survey by the Insur-
ance Services Office Inc. in New York
and the Des Plaines, Ill.-based Na-
tional Assn. of Independent Insurers.

By contrast, commercial insurers
surveyed by BI reported net income
fell by 0.9% in this year's first half
(see story, page 1).

Net premiums written by the in-
dustry rose 2.6% in the first half to
$112.52 billion from $109.65 billion
in the corresponding period of 1990.
The insurers surveyed by BI reported
that premium volume fell 1.8% in the
first half of 1991.

The industry’'s underwriting loss
decreased by 3.4% to $10.55 billion in
the first half from $10.92 billion in
the first six months of last year. The
insurers surveyed by BI reported that
underwriting losses rose by 6.9%.

The insurance industry reported an
aggregate combined ratio of 109% in
this year’s first half, an improvement
over 109.4% in the first half of 1990.
The insurers surveyed by BI reported
an aggregate combined ratio of
111.1% in this year's first half, com-
pared with 109.9% a year ago.

While the industry's first-hali
combined ratio improved, its second-
quarter combined ratio deteriorated
to 110.4% in 1991 from 109.9% in
1990. BI does not track combined
ratios on a quarterly basis.

The insurers surveyed by BI ac-
count for about 41% of the overall
industry’s premium volume. [ ]
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The professional marketplace

Rates: Display classified is $116.75 per column inch, minimum of one inch. Straight classified is
$10.50 per line, minimum of 5 lines. Count 34 characters per line (include each space and
punctuation as a character). Additional $17.50 charge for all blind bex ads. Only those reponses
which fit into a business size envelope will be forwarded. Responses are forwarded daily.

RATES AND CLOSING TIME:

Closing: Published every Monday. Copy must be in typewritten form by noon Tuesday, 6
days preceding publishing date. No verbal phone copy accepted. Prepayment required for
straight advertisements. Mail ads to Margaret Hikido, Classified Advertising, 740 N. Rush
St. Chicago, IL 60611. For more information call 312-649-5340. FAX 312-280-3189.

ATTORNEY
NEW YORK CITY

Top 200 national law firm with established insurance and com-
mercial litigation practice seeks coverage litigator with min-
imum 4 years' experience for expanding N.Y . office. Diverse and
sophisticated caseload involving fidelity insurance, environmental
coverage, D&0 coverage and health insurance. Solid academic
background and trial experience are necessary. Please send re-
sume, which must include salary history, in confidence to: Busi-
ness Insurance, Box 2692, 740 N. Rush, Chicago, IL 60611-2590

SAFETY AND LOSS
PREVENTION COORDINATOR

Redwood Empire Municipal Insurance fund (REMIF) Sonoma, CA
lccared 50 miles north of San Francisco in the wine counfry - $41,957 -
51,000 annually plus ourstanding benefirs. This is a new posirion. Under
drecrion of the General Manager. plen, develop, implemenr and coordi-
nare rhe safety and loss prevention programs for the 14 membar ciries
of the group. Seeking candidares with the equivalent ro graduation from
college with complerion of courses or special training in loss prevenrion
and three vears of experience performing safery analysis, loss prevenrion
ond safety maining. Cenified Safery Professional designation is desirable

T.PA. ACQUISITION

Serious buyer looking for a T.P.A.
actively doing business. West coast
preferred (but not mandatory). Size
not a factor Detailed information 1o
Box 2691, Business Insurance, 740
Rush St., Chicago, 1L 60611-259).

100 PARK AVENUE
OUTSTANDING VALUE
PRIME LOCATION

Full Tower Floor
25,000 s.f. Sublease
Karen ). Fried (212) 980-0900
Peter R. Friedman, Lid.

Future Security for Valued Book of Business

Application deadline: 10-18-91
For application and other information
call (707) 938-2388

DIRECTOR OF
EMPLOYEE BENEFITS

an immediate opening in the Corporate Human Resources
Department for our Santa Monica Corporate Office.

Reporting to the V.P. of Benefits, the selected candiadte will
be responsible for overall mangement of benefits
administration, including ufilization review programs and
provider contract administration, in addition, will research,
develop and implement new plan designs and policies; be
responsible for legal and regulatory compliance, including
Section 125 (flexible benefits); troubleshoot problem benefits
issues and propose and implement appropriate solution.

This position requires a minimum of five years demonstrated
management experience in a Benefits Depariment,
preferably in a Corporate environment. A Master's degree in
Business or Health Administration desirable. Thorough
knowledge in management care concepts and medical
terminology preferred. Demonstrated creative
problem-solving skills a plus.

We offer an excellent salary and comprhensive

employeebenefit package. For immediate consideration,
please send your resume with salary requirements to:

« National Medical Enterprises, Inc.
Corporate Human Resources

PO Box 4070, Santa Monica, CA 90411
Attn: JM-100

(OR) FAX: 213-315-6567

NME, one of the nation's largest health care corporations, has |

DIRECTOR OF
A & H SALES

Multi-State Agricultrial Trade
Association seeks Director of
Accident & Health Sales. Min.
3-5 yrs company or broker
exper. in Group A&H sales.
Underwriting or equivalent
technical knowledge reqd.
Large case (100+) exper. de-
sired. Must be highly organ-
ized wigood attention to de-
tail. Good sales track record a
must! Desire good written and
verbal communication skills.
Frequent travel. Principals
only send resume to: Diana
De Wees, Western Growers
Association, P.O. Box 2130,
Newport Beach, CA 92658

PRESIDENT
SELF-FUNDED
WORKERS COMP
SERVICE COMPANY

We are an establised
diversified health care
company seeking a senior
level executive to manage a
start-up company providing
advosory services to
companies self-funding their
workers comp risk.
Candidates must have
extensive experience in
workers compensation and/or
self-funded risk management.

Reply to Box 2694, Business
Insurance, 740 N. Rush St.,
Chicago, IL 60611-2690.

ENGINEERING VICE PRESIDENT

Top Ten broker is very interested in offering a strong future
career path fo a successful broker with a solid book of business

This oppertunity would resemble values similar to merger ferms.
You will receive substantial value for your book of business,
services, along with propriety products, and professional support
to expand your book/eamings. In addition, you would be
looking at a strong, secure. future career path.

Please send any inferested reply to:

James T. Keocugh

Arthur J. Gallagher & Co. - Chicago Metro
P.O. Box 579

Downers Grove, lllinois 60515

 REINSURANCE CLAIMS MANAGER )

Chiltington (America) Inc., a Reinsurance Accounting and
Technical Consulting firm is seeking an experienced reinsur-
ance claims manager. Duties will include directing the claim
activities for run-off accounts managed by Chiltington, as
well as participating in on-site investigations and reviews of
client and ceding company records. Qualified candidates
must have a minimum of 10 years experience in Casualty
Reinsurance claims, experience in litigation control/settle-
ment negotiations, strong written and verbal skills. Position
will require travel. This position offers a challenging oppor-
tunity, competitive salary and an excellent benefit package.

For consideration, qualified candidates, please forward a de-
tailed resume, including salary history, in confidence to: S.
Evans, Chiltington (America) Inc., 3751 Maguire Blvd.,

Account
Representative

Protection Mutual Insurance Company, a member of the Factory
Mutual System, has been providing high quality loss prevention
engineering services and broad property insurance coverage for
over 100 years to major industrial and commercial businesses.
We currently seek to add an experienced Account Representative
to our DETROIT DISTRICT OFFICE, located in LIVONIA.

Your responsibilities will include developing new business, both
direct and through brokerage firms, as well as servicing existing
clients. As a team leader, you will have the support of

That frees up your time to do what you do best - generate new

business. To qualify, you should have 5 or more years' related

commercial property experience from the company or broker side
* of the business.

- We offer a substantial base salary, a very attractive incentive
compensation plan and a superior benefits package. For
confidential consideration, send your resume or letter of
qualifications to:

Personnel Director
PROTECTION MUTUAL
INSURANCE COMPANY

300 S. Northwest Highway
Park Ridge, IL 60068

An equal opportunity employer.
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IRM Insurance seeks an individual with vision and expertise
to join in leading the organization. Headquartered in Char-
lotte, the company manages a commercial property insurance
pool comprised of 18 well-known property-casualty companies.

As a member of the executive staff, responsibilities include
developing and implementing corporate goals; providing lead-
ership and direction to the home office engineering staff; and
establishing and maintaining engineering policy consistent with
the company's results and purpose.

The successful candidate must possess a thorough under-
standing of commercial property loss control concepts, excep-
tional communication and management skills, and a strong de-
sire to contribute to an innovative organization’s success. The
PE designation is required; highly protected risk (HPR) experi-
ence is beneficial.

Salary and benefits befit this challenging position. Reloca-
tion assistance is provided. For confidential consideration,
please send resume, salary history and requirements to: Anna
Rufty, VP Human Resources, IRM Services, Inc., 4401 Barclay
Downs Dr., Charlotte, N.C. 28209

An Equal Opportunity Employer

underwriters and engineers on prospective and existing accounts.

INSURANCE BROKER

PRE-SOLICITATION NOTICE

The Los Angeles County Transportation Commision (Com-
mission) will select a limited number of insurance brokers to
submit proposals for providing insurance placement and in-
surance administration services for the Commission’s Owner
Controlled Insurance Program for construction of a portion of
its light rail transportation system. Proposers should be ex-
perienced in managing Owner Controlled Insurance Pro-

| grams or “Wrap-up” programs. The Commission will be con-

ducting separate preposals for insurance placement and for
insurance administration. Please direct any inquiries to:

Will Sanchez, Director of RCC Contracts
Los Angeles County Transportation Commission
818 West Seventh Street, Suite 500
Los Angeles, California 90017

pre-solicitation conference will be held on September 16,

A
I 1991 at 10:00 a.m. in the Long Beach Room of the Commis-

sion’s office.

This is a request for expressions of interest only. Brokers are
not authorized to contact any insurance markets without writ-
ten authorization from the Commission. Failure to observe

this restriction will result in disqualification of the broker from

| the insurance placement process.

Suite 151, Orlando, Florida 32803.

J

ﬂNSURANCE

SENIOR
BENEFITS
CONSULTANT

INDEPENDENCE BLUE CROSS, a
leader in the healthcare insurance in-
dustry, has an excellent opportunity
available for a dynamic professional
at our Center City Philadelphia cor-
porate headquarters.

This vital position is responsible for
developing and maintaining a con-
sultative relationship with assigned
local and/or national based pros-
pective clients. Duties include work-
ing with clients or their designees in
order to form an effective strategy of
product application to increase the
sales of our lines of business and
maintaining awareness of local/state/
federal industry related mandates,

The ideal candidate will have 5-8
years experience in group health in-
surance and/or financial services, ex-
cellent marketing/sales skills and
knowledge of 401(k) and flexible
benefits. Strong benefits consultant
background and a Marketing/Busi-
ness degree are prefermed.

In return for your expertise, we offer
a highly competitive salary and com-
plete company paid benefits package.
Interested individuals should forward
resume and salary history to:

INDEPENDENCE
BLUE CROSS
Dept. CT-BI
1901 Market Street
Philadelphia, PA 19103-1480

k Equal Opportunity Employer

CAPITAL/VENTURE
PARTNER WANTED

Western States Insurance Broker
needs capital or venture partner.
Muti offices; staff over 100; most
major markets; program driven
marketing. $5-10 Million Revenues.
Due to growth and acquisitions
and new opportunities need $3
million in additional expansion
funds. Write to: P.0O. Box 2034,
Burlingame, CA 84011

INSURANCE

SURETY
UNDERWRITER

The industry’s largest specialty surety in-
surance company has an opportunity in its
Los Angeles area Home Office for an Un-
derwriter with 3-5 years subdivision &
contract bond experience plus a college de-
gree.

In addition to a creative U/W philosophy,
we provide a professional environment,
comprehensive benefits and competitive
For consideration, please send resume w/
salary history to: HUMAN RESOURCES
DEPT.

AMWEST SURETY
INSURANCE COMPANY

P.0. Box 4500
Woodland Hills, CA 91365

Equal Opportunity Employer

o

Advertise in the
PROFESSIONAL
MARKETPLACE

HELP WANTED
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 paid for, Gen-
erous commission split, plus profit
sharing. Send inquiries to:

LAMB, LITTLE & CO.
5301 Keystone Ct.
Rolling Meadows, IL 60008
ATTN: Robert Power
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Health care fraud

Continued from page 3

count indictment charging 12 defen-
dants in what authorities allege is the
largest medical insurance fraud
scheme ever uncovered (see story,
page 36).

Victims of the alleged scheme in-
clude insurers, self-insured employ-
ers and the Civilian Health and Med-
ical Program for the Uniformed
Services (CHAMPUS), the federal
health care program for the armed
services.

According to the indictment, mo-
bile diagnostic labs—allegedly run by
brothers Michael and David Smush-
kevich—would advertise ‘‘free
exams” and would require patients
only to assign their insurance bene-
fits to the lab. The lab then would
fabricate diagnoses, perform unnec-
essary tests, bill the insurer and often
pass along information to other labs
in the network so they could submit
more claims, the indictment says.

The labs submitted about $1 billion
in claims to insurers, the U.S. Attor-
ney’s office charged.

Insurers denied a vast majority of
the claims, but they still paid about
$50 million of fraudulent claims, ac-
cording to U.S, Attorney's office (BI,
July 15). -

When claims were denied, the
Smushkevich labs often sold them
as accounts receivable to billing
firms, which resubmitted the claims,
according to Edward Baer, assistant
general counsel at Metropolitan Life
Insurance Co. in New York.

“They got millions out of that,” Mr.
Baer charged.

Met Life, Aetna Life Insurance Co.
of Hartford, Conn., and Employers
Health Insurance Co. of Green Bay,
Wis., last year won an $18 million
civil racketeering judgment against
the Smushkevich brothers (BI, Feb,
26, 1990). However, “we haven’t been
able to collect on that because they
fled the country,” Mr. Baer said,
though he said some money that was
allegedly laundered could possibly be
recovered.

“We feel that Met and Aetna were
in the forefront in stopping this
fraud. It would have been 10 times
greater if we hadn’t commenced this
RICO action and gotten a judgment,”
Mr. Baer asserted.

Insurers say they still face a daunt-
ing challenge in attempting to stop
health insurance fraud but that they
well-armed.

The Smushkevich operations are
“so big, I believe many of them will
get away,” said Michael Lohnberg,
vp of corporate audit and head of
the fraud investigation unit at Blue
Cross of California.

The volume of suspect claims from
rolling labs in California has declined
every year since 1985 and is now “a
trickle,” said William J. Rodgers, vp
of investigation at the Prudential In-
surance Co. of America in Parsip-
pany, N.J. “But there is still some ac-
tivity from the Smushkevich
operations,” he alleged.

And, though claims from rolling
labs have dwindled, “the amount of
medical care payments keeps going
up astronomically, and we're sure
health care fraud is going up” pro-
portionately, Met Life’s Mr. Baer
said.

When the Smushkevich operation
was at its peak in mid-1988, Aetna
was receiving about $2.5 million a
month in suspicious claims, said
James Garcia, director of claims sup-
port and core services at Aetna.

Aetna received a total of about $50
million in suspicious claims from the
operation and paid about $3 million,
he said.

One tipoff for Aetna was the fact
that some labs were billing for ser-
vices from post office box numbers.
“That was a key indicator,” Mr. Gar-
cia said.

Now, copycat labs are operating
in Texas, Florida, llinois and New
York and market their services the
same way the Smushkevich labs did,
Mr. Garcia said.

But, “fortunately we haven’t seen
them in the magnitude’ of the

Smushkevich labs, he said.

The offshoots and copycats of the
Southern California operation have
billed only about $5,000 to $6,000 per
patient, compared with $10,000-
$15,000 per patient billed by the
Smushkevich labs, Mr. Garcia said.

At the same time, Aetna has in-
creased its fraud investigation staff
“tremendously,” he said.

“We started our medical fraud de-
tection unit in 1982, with one person.
Today we have 18 people in our home
office” dedicated to medical fraud
detection and approximately 60 to 70
people in the field who work at fraud
detection part of the time, Mr. Garcia
said.

“Our resources have increased, and
so have statistics and findings’ on in-
surance fraud operations, he contin-
ued. As a result, “last year alone we
prevented over $150 million” in pay-
ments of phony health insurance
claims, he said.

In response to grand jury subpoe-
nas, Blue Cross of California has
turned over $100 million in poten-
tially phony claims to investigators,
Mr. Lohnberg said. The insurer first
reported potentially phony claims
from the Smushkevich operation in
1985 and has since denied $86 million
in claims, largely attributable to its
fraud-detection staff, he said.

Blue Cross of California receives
between $1 million and $2 million
a month in suspicious claims, accord-
ing to Mr. Lohnberg. From January
through March of this year, the in-
surer flagged $2.3 million in suspi-
cious claims that the insurer believes
were submitted by “a form of a roll-
ing lab,” he said.

Of that amount, the insurer re-
jected $1.9 million, or 5,300 claims,
he said.

“We have initiated educational
programs within our organization on
fraud awareness. Our employees rec-
ognize phony claims and deliver them
directly to me,” Mr. Lohnberg said.

Employees have been given “four
pages of clues to potential fraud,”
he explained.

No one clue indicates a claim may
be fraudulent, but many clues ap-
pearing on a single claim will trigger
further scrutiny, Mr. Lohnberg
pointed out.

For example, Blues employees look
for: o

@ Many claims for a variety of tests
run on the same individual that are
submitted by different clinics with
different tax ID numbers that are
based at the same location,

® Claims submitted for the same
individual by separate clinics whose
tax ID numbers are identical except
for the last few numbers.

The clues to possible fraud were
developed “as a byproduct of the in-
vestigative process” in the Smushke-
vich case, Mr. Lohnberg explained.

Computers with highly developed
software “enable us to look more
quickly” for these warning signs, Mr.
Lohnberg said.

“We make thousands of payments
every week, so just accessing pay-
ments to the same address was a
monumental task” prior to the devel-
opment of a computer system, he
said.

In addition, the cost of software
and hardware had dropped so that
computer searches now are less costly
and are ormed more often in the
effort to detect fraud, he said.

Prudential’s anti-fraud efforts have
been formalized ‘“‘in response to a
general perception that health insur-
ance claim fraud is on the increase,”
Mr. Rodgers explained.

Prudential formalized its antifraud
efforts in 1987 by establishing its
Anti-Fraud Network, or AFNET,
which “has open communication
channels with all Prudential claim
paypoints for both group and indi-
vidual insurance products,” Mr.
Rodgers said.

Depending on their size, the so-
called paypoints—which are Pruden-
tial’s six regional offices—are each
staffed with at least one person re-
sponsible for fraud detection, he ex-
plained. Prudential also has in-
creased fraud-detection training for

its claim examiners.

And, “AFNET puts out a monthly
newsletter dealing with fraud that is
disseminated to all claim examiners,”
Mr. Rodgers said.

Given Prudential’s size, “we’re sur-
prised that we paid as little as we did
in the Smushkevich scheme, and we
believe it's something of a tribute to
our AFNET people that our losses
were as low as they were,” he as-
serted, declining to elaborate.

Met Life’s “claims offices are more
attuned” to fraud, and employee
training and computers have helped
in fraud detection, Mr. Baer said.

“We had to have a dedicated staff”
to work on the Smushkevich case,
Mr. Baer said. “But, we don’t have as
many people working on that any-
more” because the volume of suspi-
cious claims associated with rolling
labs in Southern California has de-
creased, he said.

In addition, “we’re wise to them
and we don’t pay,” he said.

However, because attempted
health care fraud in general is on
the rise, Met Life has not let down
its guard. “We have employers more
attuned to recognizing fraudulent
claims from employees,” Mr. Baer
pointed out.

“We've issued instructions to em-
ployers about various kinds of fraud.
A problem area is employees that get
to handle claims. They know the sys-
tem, so from time to time we find
them involved in submitting fraudu-
lent claims,” Mr. Baer said.

Employers Health has had a spe-
cial investigations unit in place since
1985 and currently has nine investi-
gators deployed across the country,
said John Malloy, director of special
investigations for the Wisconsin-
based insurer.

Employers Health also has in-
creased its employee training and has
developed systems for its computers
that help detect fraud, Mr. Malloy
said, declining to elaborate.

Many health insurers, including
Employers Health, also are members
of the Washington, D.C.-based Na-
tional Health Care Antifraud Assn.,
which was established in 1985.

The association’s 21 insurer mem-
bers have developed a data base that
will allow them to share information
on suspected fraudulent activity “in a
controlled, legal manner,” said Exec-
utive Director William Mahon.

Data on suspected fraudulent ac-
tivity—based on evidence from mem-
ber insurers’ investigations—will be
collected and shared with other
members, which may use the infor-
mation in their own investigations.

However, members have adopted
guidelines that prevent them from
denying claims from a provider solely
because that provider's name appears
in the data base. “This is in no way a
blacklist,” Mr. Mahon explained.

The association also will evaluate
the data “with an eye toward turning
it over for further investigation and
prosecution,” he added. Several pub-
lic agencies, including the U.S. Jus-
tice Department, are association
members.

So far, data on suspected fraudu-
lent activity has been collected in
Pennsylvania, Florida, Illinois, New
York and Ohio, but the association
plans to expand the project nation-
wide. )

Meanwhile, employees and depen-
dents covered by health insurance
plans also can help insurers detect
fraud by reporting to their employers
or insurers any discrepancy on the
explanations of benefits they receive
from the insurer.

“There are companies that pay re-
wards to employees that detect bill-
ing errors,” Blue Cross' Mr. Lohnberg
pointed out. Some of those errors
may in fact be fraudulent claims, he
said.

And as part of its ‘“‘lightning
Bonus’' program, Blue Cross
rewarded a Blues employee who de-
tected $30,000 in claims from the
Smushkevich operations that Blue
Cross determined were phony, Mr.
Lohnberg said.

Met Life sends mailings to.the
homes of employees covered under

The indictment names:

tions.

scheme.

director of several clinics.

of the clinics.

Organizations act.

in the latest indictment.

Labscam: The players
and their alleged crimes

LOS ANGELES—After more than five years of investigation by
several federal and California state agencies, a dozen people face
criminal charges for what authorities allege is the largest medical
insurance fraud scheme ever uncovered.

Diagnostic laboratories run by Michael and David Smushkevich
conducted up to $1 billion in unnecessary or phony tests over the
past five years, according to a 175-count grand jury indictment
of the 12 defendants. Although insurers paid only a fraction of the
amount billed, they paid $50 million in fraudulent claims, accord-
ing to the U.5. Attorney’s office in Los Angeles (BI, July 15).

® The Smushkevich brothers and their wives, Alla and Tamara,
all four of whom allegedly directed and managed the operations.

® Randolph Shipley, an attorney for the operations.

® Adriana Tobena, allegedly the head of the labs’ billing opera-

® Boris Ivaskov, who allegedly ran the operation’s telemarketing.
® Michael Faiman, who allegedly owns a clinic used in the

® Arthur Lucero, who allegedly managed several of the clinics.
® Carolyn Vasquez, who allegedly managed a clinic.
® Dr. William O. Kupferschmidt, who allegedly was medical

® Dr. Ameer M. Dikshit, who allegedly was employed by many

Under this indictment and earlier indictments stemming from
the mobile lab operations, the defendants face charges of mail
fraud, conspiracy wire fraud, theft of government property, false
claims against a government agency, interstate/foreign transporta-
tion of property obtained by fraud, travel in aid of racketeer-
ing, passport fraud, false statements to federal agencies, money
laundering, and violations of the Racketeer Influenced and Corrupt

If convicted on all counts, Michael Smushkevich faces up to
1,980 years in prison and more than $156 million in fines. David
Smushkevich faces up to 675 years in prison and more than $124
million in fines and other penalties. The remaining defendants face
sentences ranging from a low of 210 years in prison and more than
$107 million in fines to a high of 890 years in prison and $128
million in fines and other penalties,

Bogich Jovovich, an officer of several of the Smushkevich opera-
tions who had been charged in previous indictments, pleaded guilty
to mail fraud and conspiring to defraud insurers. He was not named

—By Louise Kertesz

Met Life health plans asking them
to be on the alert for fraud.

“Some of our units pay a bounty”
to patients who report an insurance
bill that is inaccurate, Mr. Baer
noted. "“Our units will pay 50% up to
$1,000 to the employee who turns in”
the inaccurate bill, he said.

“We also have an 800 number that
subscribers can use to report any-
thing irregular’ regarding their
health insurance payments, Mr. Baer
said.

Employers Health also has had an
anti-fraud hot line in place for 3%
years, which covered lives are putting
to good use, Mr. Malloy says. “What
we’re finding is that people are be-
coming more educated and aware of
these problems.” Since the alleged
Smushkevich scam, people “are more
knowledgeable, and they're contact-
ing us,” he said.

“Employees are our eyes and ears.
They're our best defense,” Aetna's
Mr. Garcia asserted.

When the Smushkevich labs were
operating at their peak, “we should
have been flooded with calls, and we
weren't,” Mr. Garcia said.

Even now, with all the publicity
about insurance fraud, “it looks like
only the insurance company was
ripped off. But we were all ripped off.
Fraud definitely impacts premiums,
deductibles and quality of care,” he
asserted.

Mr., Garcia said the best way to
educate policyholders’ employees to
be alert to health insurance fraud is
“to let them know they are the vie-
tims, they're viewed as dollar signs.”
Employers should tell employees,
“Don’t trust your life and health to
their hands,” he said.

Continued on next page

Insurance services guide

you can benefit from

Insurance Software Packages, Inc.
write to us at

3625 Queen Palm Drive
Tampa, FL 33619

or call (800) 237-8133 in the U.S.,
(813) 621-6069 in Florida.

Reach For The Stars

Investigate this new generation of quality software solutions for health
benefits management, workers’ compensation claims, genersl liability,
medical cost containment, and first injury reporting, including:

ISP HealthStar « ISP CompStar * ISP MultiStar
ISP MediStar ¢ ISP FirstStar

For more information about the many ways

For advertising information in the INSURANCE SERVICES GUIDE

Contact: Margaret Hikide, 740 Rush Street. Chicago, lllinois 60611.
Telephone (312) 649-5340
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“Costs don’t make that much of an
impression” on employees, Mr. Gar-
cia said. “But tell them their health is
in jeopardy because of these types of
individuals,” he advised.

In addition, insurers “still don't
have what I call a complete ability
to share information,” Mr. Garcia
said.

To combat fraud effectively, the
insurance industry needs more free-
dom than currently is allowed under
antitrust laws to share information
about providers or individuals su-
spected of filing phony claims, Mr.
Garcia believes.

“Aetna detected the rolling labs

in late 1985. It would have been nice
if we could have been able to inform
other insurance companies and other
payers of what we were finding and
alert them. We would have prevented
a lot of dollars” paid to the Smush-
kevich operations, he said.

“And, we don't have a law that
addresses health care fraud on a na-
tional basis,” Mr. Garcia complained.

However, individual insurers and
the American Council of Life Insur-
ance, an industry trade group, sup-
port S.B. 894, pending in the Califor-
nia Legislature. The bill calls for
assessing health insurers and self-in-
sured employers to fund increased
investigation and prosecution of
fraudulent health insurance claims in
California.

Insurers and self-insured employ-
ers would be assessed 10 cents per
covered life annually, said Leah Car-
tabruno, a consultant with the Cali-
fornia Senate Insurance Committee.
There is as yet no estimate of how
much money the bill would raise an-
nually, she said.

The bill, introduced by Sen. Alan
Robbins, D-North Hollvwood, would
“provide for the release of informa-
tion regarding health insurance fraud
to specified authorized governmental
agencies.”

The bill would exempt insurers and
others releasing such information
from ‘‘civil liability for libel, slander
or any other relevant tort cause of
action.”

It also would stiffen penalties for

submitting fraudulent health insur-
ance claims to up to five years in
prison and/or a $50,000 fine.

S.B. 894 has been passed by the
Senate and is now before an As-
sembly committee. Gov. Pete Wilson
is expected to sign the bill if passed.

Mr. Lohnberg of Blue Cross of Cal-
ifornia said he supports S.B. £94 “in
principle.” But, he added, the bill
does not affect the licenses of “medi-
cal practitioners guilty of wrongdo-
ing.”

He noted that David Smushkevich,
who is named in the Los Angeles in-
dictment, was previously convicted of
health insurance fraud involving
Medicare and was directing the sl-
leged mobile lab operations from
prison before his release. [ ]

Industrial Risk Insurers, Hartford, Connecticut

SM

can make a difference

I Insider frading |

American International
Group Inc.: M. Bernard Aidinoff,
director, purchased 100 shares of
American International Group
common stock at $83.13 per share
on July 17,

Mr. Aidinoff now directly holds
2,399 common shares.

AIG stock was trading at $84.25
per share on Aug. 30.

Chubb Corp.: Philip J. Sempier,
vp, exercised an option for 5,452
shares of common stock at between
$24.50 and $43.25 per share from
July 9 to July 31.

Mr. Sempier now directly holds
6,452 common shares of Chubb
Corp. stock.

Chubb stock was trading at
$65.25 per share on Aug. 30.

The Hartford Steam Boiler In-
spection & Insurance Co.: Don-
ald M. Carlton, director, sold 3,000
shares of common stock at $56 per
share on July 29.

Mr. Carlton now directly holds
30,332 common shares.

T. Skipwith Lewis, vp, exercised
an option of 6,100 shares of com-
mon stock on July 8 and now
directly holds 28,021 common
shares.

Hartford Steam Boiler stock was
trading at $52.75 per share on Aug.
30.

Marsh & McLennan Cos. Inc.:
Peter Coster, director, exercised an
option for 8,000 shares of common
stock at $33.19 per share on July
30, 1991, and now directly and/or
indirectly holds 23,559 common
shares.

Marsh & McLennan stock was
trading at $76.50 per share on Aug.
30.

Poe & Associates Ine.: V.C.
Jordan, president, sold and dis-
posed of by gift 51,100 shares of
common stock at an unreported
price per share from July 19 to
July 30 and now directly holds
171,210 common shares.

William F. Poe, chairman, in-
directly sold 70,000 shares of com-
mon stock at $11.88 per share on
July 19 and now directly and in-
directly holds 1.28 million common
shares.

W.F. Poe Syndicate Inc., benefi-
cial owner, sold 70,000 shares of
common stock at $11.88 per share
on July 19 and now directly holds
474,969 common shares.

Poe & Associates stock was trad-
ing at $11.50 per share on Aug.
30.

SAFECO Corp.: William G.
Reed, director, indirectly sold
25,000 shares of common stock at
$40 per share from June 11 to June
14 and now directly and indirectly
holds 569,830 common shares.

John W. Ellis, director, pur-
chased 500 shares of common stock
at $28.50 per share on Aug. 13 and
now directly holds 3,512 common
shares.

SAFECO Corp. stock was trad-
ing at $38 per share on Aug. 30.

UNUM Corp.: Kevin P. O’Con-
nell, officer of a subsidiary, exer-
cised an option for 2,000 shares of
common stock and sold 2,000 com-
mon shares at between $30.31 and
$66 per share on May 3.

Mr. O'Connell now directly and
indirectly holds 4,282 common
shares.

UNUM stock was trading at
$63.13 on Aug. 30.

®
Insider Trading, compiled by In-
vest/Net Trading Group Inc. of
Fort Lauderdale, Fla., from reports
filed with the Securities and Ex-
change Commission, tracks stock
sales and purchases by insurance
industry directors and officers. The
column is distributed by Tribune
Media Services Inc.
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Aviation rates

Continued from page 1

a director of the aviation division
of Sedgwick Group P.L.C. “There’s
a mood among underwriters that
they must develop more premium,
and they are looking at autumn re-
newals to start back on the road to
profitability.”

Although Mr. Hargreaves would
not be more specific, he said that
there would be ‘““dramatic in-
creases in rating levels” for airline
hull and liability coverages. “The
loss figures have been piling up,
and underwriters have to have
more money.”

In addition, the sensational con-
traction of the excess-of-loss rein-
surance market ‘‘is part of the trig-
ger” for rate increases, Mr.
Hargreaves pointed out.

“We as underwriters are seeking
substantial improvement in
terms,” said Graham Lilley, un-
derwriter on the European/Middle
East division for the British Avia-
tion Insurance Group, London’s
largest aviation insurer. “It is im-
proper to mention percentages, but
we are trying to get rates up.”

Airline insurance rates had
fallen for four consecutive years
from 1986 to 1990, wiping out
aviation insurers’ profits. In 1990,
for example, insurers collected
$275 million in premiums, but paid
out almost $775 million in claims,
according %o Bain Clarkson Rein-
surance Brokers Ltd. (BI, June 3).

But rates began to climb earlier
this year. On Feb. 1, for example,
USAir Group Inec.’s hull rates in-
creased 119% and its liability rates
increased 135% (BI, Feb. 11). How-
ever, because USAir reduced the
value of its fleet and the number of
revenue passenger miles flown,
USAir’s overall premium increased
only 28% from the previous year.

Plant fire

By the spring and early summer,
aviation brokers and underwriters
said that hull rates on average had
risen by 46%, while liability rates
had grown by 48%.

During summer renewals that
were placed around July 1, some
airlines were socked with rate in-
creases of about 100%, according
to underwriters (BI, Sept. 2).

One London underwriter, for ex-
ample, said that the hull rate for
Continental Airlines’ $6.55 billion
fleet increased by 108%, while the
rate for the airline’s $1 billion in
liability coverage rose 24%.

Jeffrey J. Gehrke, senior direc-
tor-risk management and insur-
ance for Houston-based Continen-
tal, denied that Continental’s rates
rose that sharply. Rather, increases
were ‘“‘in the middle of the ball-
park,” he said.

However, Mr. Gehrke said he an-

* ticipates that rates will increase

for several years.

The hull rate for Northwest Air-
lines’ $8.36 billion fleet rose 103%
at its July renewal, while the rate
for Northwest’s $1 billion of liabil-
ity insurance rose 156%, London
underwriters said.

The risk manager for St. Paul,
Minn.-based Northwest did not re-
turn phone calls.

Air Canada’s hull rate for its $4
billion fleet rose 78% when it ren-
ewed its coverage this summer,
while liability rates rose 117% for
$1.25 billion in coverage limits.
Officials at the Montreal-based
airline could not be reached.

Now, underwriters are expected
to make a push to double and triple
rates during the last quarter of the
year, when most major airlines
renew their coverage. Although the
rate hikes are being led by London
aviation underwriters, American
insurers are considering similar in-
creases.

Continued from page 2
tration.

Forty state Labor Department
safety and industrial hygiene in-
spectors are assigned to cover
180,000 North Carolina work-
places, according to the spokes-
man.

The Labor Department had re-
quested a $17.5 million budget for
1991 —intending to add 108 to 110
safety and health inspectors—but
instead had its budget and staff
cut, the spokesman said.

Imperial Food, a privately held
Atlanta-based company that oper-
ates another plant in Cumming,
Ga., has insurance to cover the
deaths and injuries, as well as the
property damage caused by the
Hamlet fire, according to Dan
McLaughlin, the company’s con-
troller.

Mr. McLaughlin declined to
comment on the coverage, though,
and said he had no estimate yet of
the property damage caused by the
fire.

“As you can imagine, it’s a mess
up there,” he said.

A Liberty Mutual spokeswoman
confirmed that the insurer pro-
vides Imperial Food’s workers
comp coverage and said claims
representatives have visited in-
jured workers at several North
Carolina hospitals.

“‘Liberty Mutual is moving
quickly to provide workers com-
pensation benefits to the families
of those employees of Imperial
Food Products who died in the fire
and to those employees who were
injured,” thke insurer said in a
statement.

“We have catastrophe claims
teams on the scene, and several
Liberty Mutual rehabilitation
nurses are with (the) critically in-
jured and their families at six area
hospitals.”

North Carolina workers comp
statutes provide for death bene-
fits equal to two-thirds of a
worker’s average weekly salary in-
cluding overtime for 400 weeks,

according to James J. Booker,
chairman of the state Industrial
Commission.

The law also provides for maxi-
mum disability payments of $406
per week for injured workers,
though Mr. Booker said injured
Imperial Food workers—who made
between $5 and $6 per hour—are
unlikely to reach the maximum
payment.

A recent North Carolina Su-
preme Court ruling also could ex-
pose Imperial Food to lawsuits by
the survivors of those who were
killed in the fire.

In an Aug. 14 ruling, the high
court found that injured workers
or the families of those killed on
the job are not necessarily limited
to the benefits provided by state
workers comp law.

“When an employer intentionally
engages in misconduct knowing it
is substantially certain to cause se-
rious injury or death to employees,
and an employee is injured or
killed by that misconduct, that em-
ployee or the personal representa-
tive of the estate in case of death
may pursue a civil action against
the employer,” the court concluded
in reinstating a wrongful death
lawsuit thrown out by lower
courts.

Whether such lawsuits could be
supported in the Imperial Food
case and whether or not the com-
pany would have any coverage if
the suits were successful is uncer-
tain, according to workers comp
experts.

The employer liability section of
workers comp policies typically
excludes coverage for bodily in-
juries intentionally caused or ag-
gravated by the employer, experts
note.

If an employer were unable to
collect from its workers comp in-
surer in such a situation, it might
turn to ifs general liability insurer,
though general liability policies
also typically exclude coverage for
losses “expected or intended” by
the policyholder, experts note. =

“If you don’t increase rates now
and keep them the same as at re-
newal, then you are leaving the
vast majority of airline (premium)
income alone until the end of next
year,” said John Chapman, direc-
tor of Bain Clarkson Reinsurance
Brokers Ltd. “By that time (the
aviation underwriters) won't have
any money.”

More than 20 airlines renew their
hull and liability insurance pro-
grams in October, including such

‘| think (year-end
reinsurance
renewals) will
be a nightmare,’
Mr. Chapman says.

giants as British Airways, United
Airlines, Trans World Airlines, Pan
American World Airways, Lufth-
ansa Airlines, Singapore Airlines
and Thai Airways.

Brokers last week were only
starting to negotiate these renew-
als.

“It’s been difficult so far to know
what’s going to happen, because
there is no pattern” for October re-
newals, said one airline un-
derwriter. “European underwriters
have been talking 200% to 300%.
London underwriters have been
talking 100% rate minimums.”

Speculation abounded in the
London market last week that
British Airways, a Sedgwick client
that renews its coverage on Oct. 1,
is being quoted a hull rate of be-
tween 7.5 cents and 8.5 cents per
$100 of insured value, compared
with 2.5 cents last year. The re-
newal is not expected to be com-
pleted until later this month.

If British Airways’ hull rate in-
deed does double or triple, it will
be a clear sign that rates are sky-
rocketing industrywide, a London
broker concluded. British Airways
has no major losses on its books
“so if it gets three times increases,
those with losses could get more
like four or five times,” the broker
said.

A significant increase in British
Airways’ rates ‘“‘would be good
psychologically for London” un-
derwriters, added another London
broker. “If the order is given, it's a
hardening sign. Then there could
be 300% increases in hull rates and
a doubling of liability rates.”

Sedgwick's Mr. Hargreaves
would not comment on the specu-
lation about British Airways’ re-
newal. “I can’t talk about it,” he
said, though he added that ‘“‘un-
derwriters generally are looking
for increased rates” for all airlines.

“Forget the percentage (rate) in-
creases,” he said, noting that in-
surers are more interested in the
amount of extra premiums airlines
will be fold to pay.

Mr. Lilley of BAIG, who report-
edly quoted the hull rate of 8.5
cents per $100 of value for the
British Airways account, also
would not comment.

Aviation underwriters also are
insisting that airlines pay their
premiums more quickly. Un-
derwriters want 50% payment
within 60 days of the coverage's
inception, another 25% within 90
days and the final 25% within 120
days.

Previously, aviation un-
derwriters have allowed airlines to
pay 25% of their premiums every
90 days.

“There is a general feeling that
we should get our cash in quicker,”
said Mr. Lilley, though he would
not comment on the details of the

payment schedule.

The move to hike airline premi-
ums and insist on more prompt
payments is being fueled by the
major contraction in the capacity
offered by excess-of-loss rein-
surers, including Lloyd’s un-
derwriters. Several Lloyd’s excess-
of-loss and aviation syndicates
have shut down this year, observ-
€rs note.

Aviation underwriters will need
additional cash—to be generated
by increased airline premiums—to
cope with anticipated 400% to
500% increases in reinsurance
costs. In addition, reinsurers likely
will withdraw capacity if they are
not satisfied with the front-end
rates charged by aviation insurers.

“The XL market will be like
nothing seen before,” said Mr.
Chapman of Bain Clarkson. Avia-
tion underwriters are anticipating
extra reinsurance costs ‘‘and I
think that’s good. .. Things have
changed so dramatically since (the
spring). Although we knew the XL
market would be difficult at year
end, the fact that much of it has
disappeared is a surprise. I think
(year-end reinsurance renewals)
will be a nightmare.”

Airlines that renew their cover-
age later in the year could see even
larger premium increases as avia-
tion underwriters begin to renew
their excess-of-loss reinsurance
programs, Mr. Chapman said.
“Those (airlines) up for November
renewals may be worse off because
the realization of what is happen-
ing will have dawned on people.”

However, Mr. Lilley disagrees
that the push to move airline in-
surance rates upward is being trig-
gered by the reinsurance market.
He attributes the rate hikes to “‘the
general market environment,
where underwriters know that they
need to make profits.”

N.J. approves trust fund
for uncompensated care

I Around the states ]

TRENTON, N.J.—New Jersey's
on-again, off-again provision for
reimbursement of hospitals pro-
viding health care to the uninsured
is alive once more after the state
Senate recently approved a health
care reform measure that, among
other things, calls for the one-year
renewal of New Jersey's Uncom-
pensated Care Trust Fund.

Gov. James Florio, who last year
opposed perpetuating the fund but
supported a host of the other
health care reforms contained in
the measure, signed S.B. 3251 last
month.

At the heart of the measure is the
restarting and renaming of the Un-
compensated Care Trust Fund,
which adds a 19.7% surcharge to
hospital bills paid by insured pa-
tients, self-payers, and state and
local government agencies.

The money held in the revitalized
New Jersey Health Care Trust
Fund is distributed to hospitals
hardest hit by uncompensated
care,

The fund, which began in 1987
and was extended for two years in
1989, had expired Dec. 31, 1990.
During the fund's lapse, hospitals
had been applying their own sur-
charges to offset uncompensated
care.

In addition to restarting the
fund, the new law also: requires
hospitals to contribute $72 million
over the next two years to fund
community health care centers;
extends Medicaid eligibility to
pregnant women and children; en-
sures that more social workers will
be located in emergency rooms to
enroll people in Medicaid; and
calls for the state to conduct a
thorough study of the demograph-
ics of uncompensated care recipi-
ents.

“As it relates to the issue of un-

compensated care, the legislation
contains some positive reforms,”
said Jim Morford, vp of the New
Jersey Chamber of Commerce.
“We're pleased with the expansion
of Medicaid and it's good that
there will be more social workers
at hospitals to enroll people into
Medicaid."

Dawn Perrotta, director of
health and federal issues with the
New Jersey Business & Industry
Assn., a trade group representing
employers, said she was glad the
law caps the hospital bill sur-
charge at 19.7%.

“Without the cap, uncompen-
sated care surcharges could easily
go above 25%. Then you have peo-
ple driving out to suburban hospi-
tals that don’t have the uncompen-
sated care problem and only place
a 3% surcharge on their bills. We
don't want that,” she said.

Ms. Perrotta also said employers
are glad the law passed instead of a
recommendation made last year by
Gov. Florio’s Commission on
Health Care Costs to impose a spe-
cial $450 million payroll tax on all
New Jersey employers to finance
health care for the uninsured (BI,
Nov. 5, 1990).

After signing the bill, Gov.
Florio said he would not renew the
fund next year after it expires June
30.

—By Judy Greenwald

New regulatory team

ST. PAUL, Minn.—Minnesota
Commerce Commissioner Bert
McKasy recently announced the
formation of a team of analysts
to conduct a special examination

into the financial health of 135
life/health insurers and 149 prop-
erty/casualty insurers licensed in
Minnesota.

The program, called the Special
Accelerated Financial Exam Re-
view, or SAFER, requires a tem-
porary expansion of staff analysts
and monthly—rather than annual
—reporting by insurers. Commis-
sioner McKasy has temporarily
reassigned seven bank examiners
and three members of the state’s
market conduct team to the project
and will contract with area ac-
counting firms for six Certified
Public Accountants.

The SAFER department has al-
ready begun to compile data on the
insurers, which as part of the Min-
nesota Commerce Depariment's
ongoing rating program had been
rated as 3, 4 or 5 on a 1-to-5 scale
that measures capital, assets, man-
agement, earnings and liquidity.
The CPAs will analyze the data
and highlight potential problem
areas like reinsurance, investments
and cash flow.

Results will be referred to the
Commerce Department’s supervi-
sory action review committee,
which renders final evaluations on
the financial health of insurers and
makes recommendations to the
cominissioner.

Based on the results of the
SAFER examination, regulators
may require insurers to file addi-
tional information, like more de-
tailed business and investment
plans. Regulators also plan to use
the SAFER results to help identify
insurers for on-site field exami-
nations.

—By Laura Mazzuca
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Proposition 103

Continued from page 1

Proposition 103, approved by
voters in November 1988, man-
dated that most property/casualty
insurance ‘‘charges” in effect be-
tween November 1988 and No-
vember 1989 be rolled back to 20%
below the November 1987 levels.
However, the law granted relief to
any insurer that could prove that
the rate rollback and subsequent
refunds to policyholders threa-
tened it with insolvency.

The California Supreme Court
subsequently upheld the rollback
provision, but ruled that insurers
were entitled to a fair rate of re-
turn, which it did not specify (BI,
May 8, 1989). The Insurance De-
partment, under former Commis-
sioner Roxani Gillespie, then
began to draft regulations to im-
plement the rollback. However,
Mr. Garamendi scrapped those
rules and proposed his own regula-
tions when he took office in Jan-
uary as the state's first elected in-
surance commissioner.

Although the OAL denied Mr.
Garamendi's request for emer-
gency approval of formulas that
would determine the size of rate
rollbacks and refunds, including
the regulations that would grant
insurers a maximum 10% rate of
return on business written between
November 1988 and November
1989, the office already has ap-
proved—on an emergency basis—

Insurers and their
lawyers don’t seem
to appreciate ‘the
power of democracy’
says Mr. Garamendi.

general regulations drafted by Mr.
Garamendi that interpret Proposi-
tion 103 (BI, April 1; Feb. 18; Jan.
14).

However, OAL Director Marz
Garcia told Business Insurance
last week that the agency’s ap-
proval of those regulations was “an
error because there is no emer-
gency.”

After hearings on Mr. Gara-
mendi's regulations concluded in
late July, he amended them and
submitted the general rules to the
OAL as emergency regulations, Mr.
Garcia explained. However, Mr.
Garamendi should have observed a
30-day comment period after he
amended the rules, as required by
the state’s regular rulemaking pro-
cedures, Mr. Garcia said.

Following regular rulemaking
procedures is particularly impor-
tant considering the magnitude of
the refunds—$2.5 billion—that Mr.
Garamendi indicated he would
order, Mr. Garcia said.

After the OAL approved the gen-
eral regulations, it submitted them
to the secretary of state and those
regulations are now in force on a
temporary basis even though the
OAL acted erroneously, Mr. Garcia
explained. Nevertheless, he said,
more public hearings must be held
before the general regulations be-
come permanent.

Mr. Garcia said that Mr. Gara-
mendi has three options for imple-
menting the formulas governing
the rate rollbacks that the OAL re-
jected last week because it says no
emergency exists. “‘He can appeal
to the governor, which he indicated
he would do. Or he can resubmit
them and establish that an emer-
gency exists, which would be ex-
tremely difficult. Or he can go
through the normal procedure,”
which would be to hold further
hearings and accept comments on
the regulations, Mr. Garcia said.

The Assn. of California Life In-
surance Cos. had argued in earlier
hearings held by the commissioner
that no emergency existed, noted
Wayne D. Wilson, western regional

vp. “The OAL acted appropria-
tely,"” he said.

“We continue to believe (Mr.
Garamendi) doesn't have the au-
thority” to promulgate the type of
regulations that he has established,
Mr. Wilson said.

Meanwhile, in an amended com-
plaint filed Aug. 30, about 100 in-
surers joined the original 84 com-
panies that filed suit in Los
Angeles Superior Court in April
claiming that Mr. Garamendi has
no power to reconsider issues that
already had been decided by Ms.
Gillespie (BI, April 8).

Superior Court Judge Dzintra
Janavs later denied the 84 insur-
ers’ petition to halt hearings on Mr.
Garamendi’s proposed regulations
(BI, April 15). The insurers have
appealed that ruling.

The new plaintiffs now are join-
ing the original insurers—led by
subsidiaries of Hartford Group
Inc., Travelers Corp. and Chubb
Corp.—in litigating other issues
still pending in Judge Janavs’
court, said insurer attorney Steven
H. Weinstein, a partner with
Barger & Wolen in Los Angeles.

‘“The primary focus' of the
amended complaint, according to
Mr. Weinstein, is to enforce a por-
tion of Judge Janavs’ April deci-
sion that insurers that oppose the
regulations have the right to com-
pany-specific hearings, which have
been denied by Mr. Garamendi.

Michael Strumwasser, the Insur-
ance Department counsel for Prop-
osition 103 matters, said “the com-
plaint is without merit and we
expect that this challenge will be
disposed of like the others have.”

The new plaintiffs include Na-
tional Union Insurance Co. of
Pittsburgh, Pa., a unit of American
International Group Inc.; Allstate
Insurance Co.; GEICO Corp.; and
United Services Auto Assn.

Meanwhile, in the first Proposi-
tion 103-related actions filed in
federal court, Fireman'’s Fund In-
surance Cos. of Novato, Calif., and
several subsidiaries last week filed
suit in U.S. District Court in San
Francisco seeking a declaration
that Mr. Garamendi’s regulations
are unconstitutional and an in-
junction to halt their implementa-
tion.

U.S. Fidelity & Guaranty Co. of
Baltimore and several subsidiaries
filed a similar but separate suit in
the same court.

“We had chosen to avoid litigat-
ing earlier in the hopes that the
process by which the commissioner
has been developing the regula-
tions would produce something
that was workable or, at a mini-
mum, constitutional,” said Fire-
man’s attorney Terry Houlihan, a
partner with McCutchen, Doyle,
Brown & Enersen in San Fran-
cisco. “That doesn’t seem to have
happened and we are now at a
point that we know the results of
the rulemaking process initiated
by the commissioner in January
are not going to be fair and work-
able. So the way to resolve the con-
troversy as quickly as possible is to
get a declaration from the federal
court,” he said.

Fireman'’s Fund filed suit in fed-
eral court because the regulations
contain numerous violations of
constitutional rights, he charged,
explaining that the regulations are
confiscatory and deny First
Amendment rights.

In addition, “the way expenses
are regulated and taxes are treated
in the regulations does interfere
with the regulation of insurance by
other states, and that violates the
McCarran-Ferguson Act and com-
merce clause principles of the Con-
stitution,” according to Mr. Houli-
han.

In addition to the federal ac-
tions, several units of Seattle-
based SAFECO Corp. filed suit in
Los Angeles Superior Court claim-
ing the regulations are unlawful.

In other Proposition 103-related
developments, a San Francisco Su-
perior Court judge last week or-

dered Attorney General Dan Lun-
gren to approve a $750,000
contract between the Insurance
Department and two former state
Justice Department attorneys who
are defending the department in
Proposition-103 related litigation.

Mr. Lungren had alleged that the
contract violates the state’s “re-
volving door” statutes prohibiting
former state employees from prof-
iting from state contracts.

“While we disagree with the
court’s limited ruling in this re-
spect, we will be reviewing this
matter in its entirety to determine
a future course of action ir. this un-
usual case.” he said in a statement.

“The timing of this ruling is
especially propitious in light of the
barrage of industry lawsuits filed
yesterday seeking once again to
stop the implementation of Propo-
sition 103 in its tracks,” Mr. Gara-
mendi said. “Like the plotters of
the botched Kremlin coup, the in-
dustry and its lawyers can’t seem
to understand and appreciate the
power of democracy. Their relent-
less and cynical attempt to thwart
a legitimate vote of the people of
California in favor of Proposition
103 will fail. They will be forced to
pay up—with interest.” [

Update

Continued from page 2

agency.

Briefly noted

Lloyd’s moves Gooda members

Lord said he had nothing to say about the fate of the underwriting

Three Gooda Walker syndicates have ceased underwriting after
large cash calls on their as-yet-unclosed 1989 and 1990 accounts
(BI, Aug. 5). Members are considering suing the members agencies
that placed them on the troubled syndicates (BI, Sept. 2).

San Francisco-based broker American Business Insurance
Inc. last week finalized its acquisition of Charleston, W.Va.-based
McDonough Caperton Insurance Group. The combined broker
projecis that its 1991 gross revenues will exceed $120 million.
McDonough offices will continue to operate under their current
name. . . Edward Meehan, deputy commissioner at the Vermont
Department of Banking, Insurance and Securities, will resign next
month after 11 years with the department, during which he over-
saw the state's development as the largest domestic captive domi-
cile. Mr. Meehan will join Vermont Insurance Management, a
Montpelier-based captive manager, and also will start his own
firm, Regulatory Assistance Corp., which will aid state insurance
departments in examining captives, risk retention groups and com-
mercial insurance companies. A successor has not been
named. . . .Chris Rome, one of Lloyd’s of London’s most charis-
matic underwriters, says rumors that his syndicate 662 is shutting
down next year are untrue. But, the syndicate will be smaller, “like
many marine syndicates,” he said,

Insurers applaud no-fault proposal

By LOUISE KERTESZ

LOS ANGELES—AIlthough Cali-
fornia’s insurance commissioner
has raised the ire of insurers with
his proposals to implement Propo-
sition 103, the insurance industry
is embracing his plan to impose a
no-fault auto insurance system in
the state.

The nine-point proposal, which
was unveiled by John Garamendi
last week, would combine a no-
fault system with strict controls
on costs that drive up auto premi-
ums.

While Mr. Garamendi's proposal
is being praised by insurers, it is
being scorned by his usual sup-
porters, including consumer advo-
cate Harvey Rosenfield, the author
of Proposition 103.

“We are shocked that an insur-
ance commissioner elected by the
people has adopted the position
and point of view advocated by the
insurance industry and repudiated
by the voters in November 1988
when they passed Proposition
103,” Mr. Rosenfield said.

While voters approved Proposi-
tion 103, which was drafted in an
attempt to reduce rising auto in-
surance premiums in California,
they overwhelmingly rejected an
insurance industry-sponsored no-
fault auto insurance proposal that
appeared on the same ballot (BI,
Nov. 14, 1988).

The no-fault system proposed by

Mr. Garamendi would pay claims
for most minor accidents “with lit-
igation as an option to claimants
only in cases of serious injury or
where (a motorist’s) own insurance
company refuses to pay,"” the In-
surance Department said.

In addition, the proposal in-
cludes medical cost containment
features such as, among other
things, a fee schedule pegged to in-
creases in workers compensation
rates, removal of mandatory medi-
cal coverage from auto insurance
policies and discounts for policy-
holders who make their personal
health insurance their primary
payer of medical costs of auto ac-
cidents, the department said.

Auto repair costs would be con-
tained under the plan by a volun-
tary repair referral system, a man-
datory $500 deductible for
collision and comprehensive cover-
ages and strict standards on auto
repair shop licensing, the depart-
ment said.

Mr. Garamendi's proposal also
calls for a study of the feasibility
of subsidizing lower auto insur-
ance premiums with a tax on gaso-
line.

The commissioner plans to intro-
duce the proposal as an amend-
ment to a bill already before the
Legislature,

Several insurance groups ap-
plauded Mr. Garamendi’s pro-
posal.

‘*At last," the commissioner ““has

taken action to fulfill the promises
of Proposition 103,” said Wayne
Wilson, vp of the American Insur-
ance Assn. in Sacramento.

“With his rollback orders
stalled, the commissioner has em-
braced the notion that the only
way to reduce the price of insur-
ance is to do something about the
costs associated with paying
claims. His plan addresses the
major factors that are responsible
for high premiums: litigation, car
repairs, medical costs and fraud,”
he said.

“The Legislature should act on
the commissioner’s proposal with-
out delay,” Mr. Wilson said.

““We are delighted he has come to
this conclusion in supporting no-
fault,” said a spokesman for the
Assn. of California Insurance
Companies.

“We are cautiously enthusiastic”
about the commissioner’s support
of no-fault auto insurance, said a
spokesman for the Schaumburg,
Ill.-based Alliance of American In-
surers.

Among other caveats, though,
the spokesman said the “pay-at-
the-pump" proposal might back-
fire and result in “the poor subsi-
dizing the rich.”

In addition to the support from
insurer groups, consumer groups
including Consumers Union, which
publishes Consumer Reports maga-
zine, also are backing Mr. Gara-
mendi’s proposal. ]
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SEPTEMBER

SEPT. 24. Maximizing Coverage:
Minimizing Costs workshop in
Philadelphia, sponsored by The So-
ciety of Chartered Property and Ca-
sualty Underwriters and the Phila-
delphia Chapter; $115 for society
members; $135 for non-members;
add $15 after Sept. 10. Bonnie Kins-
ley, Continuing Education Coordina-
tor, The Society of CPCU, 720 Provi-
dence Road, P.O. Box 3009, Malvern,
Pa. 19355-0709; 215-251-2775.

SEPT. 25-27. Claims Management
course in Boston, sponsored by the
Risk & Insurance Management So-
ciety Inc.; $545 for RIMS members;
$645 for non-members; less than six
weeks prior to course add $50. Also
Nov. 20-22 in New Orleans. Educa-
tion Department, RIMS, 205 E. 42nd
St., New York, N.Y. 10017; 212-286-
9292,

SEPT. 25-28. Southern Employee

Benefits Conference meeting in
Naples, Fla.; $500 for SEBC mem-
bers; $550 for member applicants;
$650 for non-members. SEBC, P.O.
Drawer 47309, Atlanta, Ga. 30362
404-458-6233.

SEPT. 26. Introduction to Risk
Management seminar in New York
City, sponsored by The College of In-
surance; $225 for college sporsors;
$275 for non-sponsors. Also Nov. 13.
The College of Insurance, Profes-
sional Programs, 101 Murray St.,
New York, N.Y. 10007; 212-815-
9201; 212-962-4111, ext. 201.

SEPT. 26-27. Insurance Coverage
for Environmental Liability
Claims seminar in Boston, sponsored
by the Defense Research Institute;
$370 for DRI members; $420 for non-
members; special discounts are avail-
able. DRI, 750 N. Lake Shore Drive,
Suite 500, Chicago, Ill. 60611; 312-
944-0575.

SEPT. 26-27. Insurance Regula-
tion Course in New York City,
sponsored by Executive Enterprises
Inc.; $1,045. Also Oct. 28-29 in Chi-
cago. Executive Enterprises Inc., 22
W. 21st St., New York, N.Y. 10010-
6904; 800-831-8333; 212-645-7880.

SEPT. 29-OCT. 2. Managed
Healthcare: Turning Promise into
Performance seminar in Phoenix,
sponsored by the American Assn. of
Preferred Provider Organizations:
$575 for AAPPO members; $675 non-
members; some discounts are avail-
able. AAPPO, P.O. Box 809109, Chi-
cago, Ill. 60680-9109; 312-245-1555.
®

The Datebook is compiled from no-
tices sent to Business Insurance. No-
tices should be sent at least eight
weeks in advance to Datebook, Busi-
ness Insurance, 740 N. Rush St., Chi-
cago, Ill. 60611-2590. Please include
the price, if any, of the meeting and
information on registration.
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Industry’s problems multiply

Low rates, poor yields
and reserve shortfalls
may add up to disaster

By MYRON M. PICOULT

Special to Business Insurance

WISE OLD OWL once said, “. . .garbage

in, garbage out.” At first blush, the
property/casualty insurance industry’s sec-
ond-quarter numbers do not look that bad.
However, once the onion skin is peeled back,
the odor becomes rather pungent.

Indeed, the industry’s performance in the
current lackluster environment can only be
described as pitiful. It is mind-boggling how
the industry manages to get itself into deeper
and deeper yogurt. We recognize that the
overall economic malaise is playing a part in
this drama, but it is becoming painfully evi-
dent that the ability of many management
teams to cope with the increasing complexity
of the business does not exist.

Primary industry pricing remains sloppy,
at best. Second-quarter data indicates fur-
ther slippage in overall pricing, notwith-
standing some pickup in specialty lines
prices. Overall, our screens show a 1.6% de-
cline in net written premiums for the second
quarter and a 1.3% drop for the first six
months of the year compared with the first
half of 1990.

The negative price slope is related both to
overall economic conditions and (believe it or
not) to attempts at cash-flow underwriting.
Competition on renewals is clearly intense.
Insurers are attempting to make reported

premium levels (and percentage compari-
sons) appear more palatable and to make ex-
pense ratios and combined ratios look better.
Second-half 1991 premium growth compari-
sons will remain difficult and may become
even more strained after audit premium ad-
justments.

Net investment income growth also is slug-
gish, stuck in the 3% to 3.5% range. The de-
cline in the yield curve and shrinking cash
flows pretty much ensure a continuation of
the slow growth mode. Emphasis on liquidity
and the resulting increase in the holding of
short-term instruments adds to the problem.

More insurers are expected to have flat or
negative investment income growth in 1992.
Lower net investment income figures will
obviously pressure earnings figures. For
most insurers, net investment income ac-
counts for more than 100% of earnings.

Increments to loss reserves continue to
shrink, and in some instances they are non-
existent. There are always exceptions. How-
ever, as of late the exceptions seem to be do-
minating the landscape. Insurers have been
drawing down on their 1986-1987 accident
year reserves (which were apparently redun-
dant). We don't think there is anything left to
draw down.

Loss costs may not be increasing at a dou-
ble-digit pace, but they are certainly growing
in the 6% to 8% range vs. standard commer-
cial rate increases of 2% to 3%. Hence, the
current industry combined ratio of 110%,

which was basically the second-quarter and .

six-month figures, are simply not real! They
should clearly be several points higher.

At the end of 1991, convention blanks will
have to be signed off by actuaries; we suspect
actuaries who are about to retire will be in

great demand. Furthermore, the pressure to
address non-performing assets continues to
increase.

As a general rule of thumb, as the under-
writing cycle improves (someday it will), an-
alysts’ earnings estimates tend to be too low.

- Conversely, on the way down, estimates tend

to be too high. We recently lowered our 1991
and 1992 estimates on most property/ca-
sualty and related companies. In many in-
stances, we now expect 1992 earnings to be
below 1991 figures. While our specific com-
pany numbers are likely off the mark, we are
quite confident about their direction.

The overall operating environment is eerily
quiet. We still expect some pricing changes
to manifest themselves in the spring of 1992.
By that time, the 1991 convention blanks
would have been filed and the 1992 first-
quarter numbers will be coming into focus.
None of this should make for good reading.

Pressure on capital bases, together with
the possibility of some sizable failures,
should turn the pricing tide. The recovery,
when it starts, is likely to be painfully slow,
due to economic and political factors. As we
have said in the past, the weak will get
weaker and the strong will get stronger. =

Myron M. Picoult is
managing director and
senior insurance analyst
with Oppenheimer & Co.
in New York. He is the
past president of the Assn.
of Insurance & Financial
Analysts and a member of
the New York Society of
Security Analysts.

LUI to propose dividend payments to creditors

LONDON—The court-appointed adminis-
trators of London United Investments P.L.C.
will send documents to creditors at the end
of the month to establish a voluntary ar-
rangement that could pay dividends to credi-
tors.

The arrangement could allow such pay-
ments to creditors while LUI is still in ad-
ministration. Its major creditors are Barclays
Bank P.L.C. and Royal Bank of Scotland
PLC.

Creditors could be paid an initial dividend
of around 25% of what they are owed, said

T e

- BROKERS Pica s change % change.

Colin Bird, one of the LUI administrators
and partner for accountant Price Waterhouse
in London,

The administrators have raised money by
selling certain LUI assets, according to Mr.
Bird. For example, LUI last week sold JBR
Holdings Inc. and its subsidiary, The First
Reinsurance Co. of Hartford, to Financial In-
stitutions Insurance Fund Inc. of Chicago for
$19 million, confirmed John A. Dore, FIIF’s
president and chief executive officer.

Other LUI units include the solvent Wal-
brook Insurance Co. Ltd. and four insolvent

i Annual MicyBk.
; High  Low Vol.(000) $ Div. % Yield P/E Book value value
et
" | Mlaxander & Alexander NYS 2038 181 21189 273 1613 198 100 491 17 9.77 2.09
| | Gallagher Arthur J. & Ca. NYS 1988 063 1452 2838 1950 58 064 322 18 5.88 338
| ¢ FrankB. Hat , NYS 388 882 690 438 200 129 000 000 8 524 074
|| Hilb. Rogal & Hamilten ore 1550 508 508 1750 1125 44 036 232 24 356 435
| Marsh & McLennan NYS 7725 098 096 8725 5975 307 260 3437 19 1477 5.23
|| | Poe & Associates ore 1150 000 7968 1250 625 5 032 278 14 229 502
| | BROKERS AVERAGE 07 9.2 24 12
ikt
i)
i | CONGLOMERATES & HOLDING COMPANIES
{
1 | Berkiey W.R. Corp. (o) (e} 2563 330 3167 3225 1900 264 032 125 14 2389 1.07
i | Berkshire Hathaway Inc. NYS 8630.00 165 2920 863000 171.88 41 000 000 31 461200 1.87
L0 17T {Hanford Group) NYS 5875 -208 2240 6300 4025 T 172 293 9 64.01 0.92
| Sears (Alistate) NYS 3975 422 5665 4350 2200 1129 200 503 14 37.08 1.08
| CONGLOMERATES AVERAGE 28 19.2 23 2
fi
b INSURERS/REINSURERS
; l Agina Life & Casually Ny 3438 -385 1186 4913 2900 1793 276 803 7 £4.23 0.54
i { American General NYS 3988 095 2067 4313 2350 675 200 502 9 arta 107
i | American Herilage NYS 2963 -1.25 4107 3225 1963 5 108 385 13 19.25 1.54
|- | American Indemnity/Fint fo) (o 7200 000 115.38 778 275 0 008 114 4 1293 054
:? | American intemational NYS 8563 1.6 1138 10200 57.00 848 048 056 12 45.34 1.89
|| AonCorp. NYS 3850 363 504 4175 2675 239 160 438 10 18.50 1.97
!' Argonaut Group ore 2500 000 1719 338 1775 107 068 272 8 48.26 052
L 1 AVEMCO Corp. NYS 2313 109 3738 2325 1433 19 040 173 17 955 242
i | Baldwin & Lyons Ing. o1 2300 000 2267 2525 17.00 21 028 122 7 2429 0.95
b i Belvedere Corp. ASE 325 -3.70 30.00 338 1.25 1 004 123 22 7.65 042
‘ | Chandler Insurance ore 350 000 -49.09 725 275 8 000 000 2 585 059
lf Chubb Corp. NYS 6450 -1.15 1889 7525 3463 872 148 229 10 35.19 183
t | CIGNA Corp. NYS 4250 000 388 5675 3335 547 304 7.5 1" 7315 058
[ CNA Financial Corp. NYS 8463 227 2332 9250 4950 68 000 000 12 70.23 1.20
] Continental Corp. NYS 2488 340 000 3083 1575 506 260 1045 9 ar83 0.66
! Durham Corp. (o) (o] 3300 000 1786 3425 2300 13 100 303 19 28,04 118
ﬂ Fund American Corp, NYS 6375 0.39 2289 6525 4163 54 068 107 19 3611 177
| Fremant General Corp. aic 2338 280 6121 2525 1043 34 088 376 7 19.13 122
| Frontier Insurance Group NYS 2450 345 2895 2583 1522 52 000 000 10 11.20 219
. { General RE Corp. NYS 8963 099 363 10250 6988 456 168 187 13 37.50 239
| Hanover Insurance Co. o1 3000 169 1321 3095 2100 18 044 147 1 37.44 0.80
| { rareysvile Group ore 2700 -082 1803 32000 1350 84 064 237 8 22.99 117
| Hartlord Steam Boiler NYS 5250 047 769 6375 4363 70 180 343 14 17.05 3.08
Kansas City Life Ins: oTC 3500  0.72 1336 3650 3000 10 120 343 9 3922 0.89
Kemper Corp. NYS 313 -0.40 3105 3925 1713 351 092 2% 8 34.20 091
Lawrence Insurance Group ASE 9.00 1.41 28.57 9.50 638 2 048 533 14 47 ta
| Libery Corp. NYS 4125 000 030 4825 3900 14 092 223 13 2288 1.73
1 Lincoin National NYS 4925 101 1453  $525 307§ 250 272 552 10 4516 1.09

insurers that are expected to send details of
proposed schemes of arrangement—which
are similar to Chapter 11 reorganization
plans in the United States—to policyholder
creditors at the end of this month.

The four insurers, known collectively as
the KELM companies, are Kingcroft Insur-
ance Co. Ltd., El Passo Insurance Co. Ltd,,
Lime Street Insurance Co. Ltd. and Mutual
Reinsurance Co. Ltd. of Bermuda.

With creditor and court approval, the
schemes could take effect in April 1992.

—By Stacy Shapiro
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Insurance industry stocks slipped last week as
the Business Insurance Index fell 13.3 points
to 650.3 on Sept. 6, from 663.6 on Aug. 30.
Advancing issues for the week were led by
NWNL Cos., up 12.9%; Hilb, Rogal & Hamiiton,
up 5.1%; and Tokio Marine & Fire, up 4.8%. De-
clining issues for the week followed Pacificare
Health System, down 16.2; U.S. Healthcare,
down 14.8%; and FHP International, down
10.8%. The most active issue for the week was
U.S. Healthcare, with 900,000 million shares
traded. The Bl Index was down 2.0%; the Stan-
dard & Poor’s 500 dropped 1.6%; the Dow
Jones 30 Industrials were down 1.1%; and the
New York Stock Exchange Composite fell 1.5%.

British Issues

B s

e

I 1Week |

| Sept. 4 Price PE . Div. Yield High—Low

| Companies pence pence % pencepence

| CommiUnion 520 NM 307 59 528520 |
| | GenlAccident 578 NM 357 62 578568 |

| GdnRoyalExch 197 NM 159 81 197—195 | !
! | Royal 30 NM 347 87 403398 |
| | SunAliance 377 NM 187 50 377376 |
| | Brokers )
|| Bradstock 175 199 60 34 75172
| | CEHeath 475 166 345 7.3 475474 |

|

Hogg Group 213 127 107 50 216-213 | |

| | UoydThompson 409 27.1 100 24 409403 |
{ | PWS Holdings 75 92 47 63 7575 |
1 SedgwickGrp 255 243 160 63 271—255 |
| | SteelBmiJones 314 165 163 52 314313

| wilisCoroon 301 158 176 58 309-301 ,

| Source: Philip Olsen, Insurance Industry Analyst
i London

MiuBK, |

Prica % changa % change
Markel Corp. o1c 1825 0.00 55.32
Mutual Risk Mgm. Lid, NYS 2488 -569 -
NAC Re Corp. Lo} (e 2550 149 -22.13
Navigators Group oTc 3425 224 56.87
Nobel Insurance LTO. orc 380  -177 T 1667
NWNL Companies NYS 2525 1285 49.63
Ohio Casualty Corp. 0o1C 46.00 0.27 12.20
Old Repubiic Int'| NYS 3i.25 2.45 36.61
Qrion Capital Corp, NYS 2825 -0.44 61.43
Phoenix RE Corp. Q1C 983 1,32 24.19
Protective Life Corp. o1C 22.25 0.00 4958
Provident Lile Q1C 19.00 -1.30 857
Re Capitai Corp. ASE 15.38 -538 19.42
Reliance Group Holdings NYS 4.88 283 5.41
RLI Insurance Cofp. NYS 14.88 259 259
St. Paul Companias orc 6500 117 359
SAFECO Corp. o1c 3875 1.97 17.87
SCORU.S. Corp. NYS 1338 183 8.08
Seibets Bruce Group ore 7.00 -BET 84.71
Salactive Ins. Group ot 1825 317 15.09
Statesman Group Inc. o1C 513 334 227.90
Tokio Marine & Fire O1C 48.75 4.84 vz
Torchmark Corp. NYS 51.88 323 6.14
Transamerica NYS 36,25 1.05 11
Transallantic Holdings NYS 3} 27 239
Travelers Corp. NYS. 1963 467 18.05
Trenwick Group Inc. o1c 2663 0.00 15.14
United Fire & Casualty orc 4300 118 22.42
USF&G Carp. NYS 675 Q.00 -10.00
UNUM Carp. NYS 6250 099 34.05
USLIFE Corp. NYS 41.50 122 48.21
Unitrin oTc ares 033 2317
Washington National NYS 1425 -1.72 31.03
USLICO Corp. NYS 1888 203 18,90
Zenith National Ins. NYS. 1675 -2.19 2294
INSURERS/REINSURERS AVERAGE 01 26.8
HEALTH MAINTENANCE ORGANIZATIONS
FHP International oTC 1650 -10.81 8.20
HMO America Ine. oTc 1263  -561 -
Pacificare Health Sys. 01c 2768 -1617 71.54
Saleguard Heaith Enter. oT1C 638 3717 .21
Sierra Health Services ASE 1568 -10.56 15.45
United Healthcare Corp. o1C 4600 -1068 97.85
Unitad Medical Corp. ASE 7.50 0.00 -6.25
U.S. Healthcare Qe 2450 -14.78 -16.60
HMOs AVERAGE 9.0 373
AVERAGE 1.2 25.2

ALL COMPANIES

Annual ]

High  Low VoL(ODD) $ Div. % Yield P/E Book value value:
19.25 102§ 93 000 000 9 3.22 5671
2675  17.00 32 000 000 25 - :
2834  17.00 220 012 047 14 18.90 1.35]
3450 1650 2 000 000 20 1352 253
438 250 3 000 000 5 7.76 0.45 |
3288 175 544 140 554 6 42,73 059
5025 26.75 60 248 8§39 9 36.38 126,
3188 1738 190 072 230 7 33.09 094
2975 1300 79 092 3z 9 2042 138 |
1025 500 N 020 208 11 13.30 072
‘2250 11.50 86 084 378 9 1629 137 4
2450 1200 181 100 526 5 25.88 073: |
1863 1175 10 020 130 11 15.05 1028 |
750 425 16 032 656 -8 132 369, 1
1638 963 36 048 323 8 14,41 faoad
7425 4100 347 260 400 7 52.00 1250
4475 2513 428 148 382 10 31.50 123 |
1525 838 18 024 179 8 1138 120% |
888 425 19 036 514 140 7.35 08510 |
1800 1250 10 104 682 8 18.91 0811 !
588 125 206 000 000 256 2.48 207} ;
5650 3450 4 000 000 o 7093 069! |
5850 38.00 180 160 0.08 12 16.70 aif |
3838 2325 418 196 541 13 3656 099! |
3938 1888 8 020 089 12 18.38 18a] |
2638 1150 608 160 8.5 <10 41.44 047 |
3000 16.25 101 060 225 10 2.7 123
58.00 2875 - 3 132 307 11 3539 122 | !
2350 613 1012 020 2% -1 19 056 |
7025 3213 353 104 166 1 87,25 168 |
4275 2325 81 164 395 9 80 069 | ‘
4150 24.50 198 100 264 14 30.70 1231 ¢
1850  9.38 161 1.08 758 -5 26.86 053} |
2163 1475 54 100 530 10 29.44 064 |
1850 988 34 100 597 -88 13,14 1.27

3s 6.3
2975 888 2107 000 000 14 5.44 3.03
1713 425 826 000 0.00 14 061 2070
4250 1250 1029 000 000 14 6.55 426
725 400 40 000 000 22 3.53 1.81
2950 588 i75 000 000 7 1.78 892
5525 1313 1604 006 013 2 76 1223
1088 663 2 000 000 1 8.79 0.85
3800 1000 9077 032 131 15 3.38 7.25

0.2 15

29 7




We Care

- About Long Term Care.

- That’s why Duncanson & Holt designed the : b :
long term care turnkey program.

Now small- to medium-sized companies can
enter this profitable market and compete
with major firms. We have a steadfast
commitment to serving the long term care
market by providing a wide range of com-
prehensive support services including
actuarial work, policy issue on your
company’s forms, premium accounting and
administration, claim service and ongoing
regulatory support—all from our team of
specialists. This translates into substantial
R&D savings for you.

With long term care reinsurance from
Duncanson & Holt, the best in long term

care is yours to offer.

For more information, contact our long
term care office:

Patrick Connolly

Vice President - Marketing
Duncanson & Holt

Group Management Services
3400 188th Street, SW Suite 218
Lynnwood, WA 980379915

Phone: (206) 771-8810 .
Fax:  (206) 775-7640

Duncanson & Holt Group

Atlanta, Chicago, Dallas, Hartford, London,
_ New York, Philadelphia, Portland (Me),
San Francisco, Seattle, and Toronto



