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TABLE 2. Aggregate Balance Sheet of Property/Casualty 
Insurance Industry, December 31, 1987 

(billion $)

Assets

Bonds 253.6
National gov’ts 66.4 
Agencies 94.0
Muncipal 42.8
Corporate 50.4

Stocks 65.0
Mortgages 5.2
Real estate 4.4
Short-term & other 32.9 

T o ta l investm en ts 360.8

Liabilities

Loss reserves 188.2
of which:
in process of adjust. 225.1 
incurred, not reported 122.4 
less reinsur.recoverable (159.4) 

Loss adjustment expenses 30.9

Unearned premiums 72.3
Deposits on reins.treaties 4.4 
Other liabilities 26.9

Total liab ilities 322.7

Agents’ balances 33.4 Capital & surplus 104.0
Reinsurance recoverable 
(on paid losses) 8.5

Other assets 24.0

426.7 426.7

Source: Best’s Aggregates and Averages (A.M. Best Co.)

Several features of the industry’s operations and condition are illustrated 
by the tables.

• The industry acts largely as a financial intermediary, holding a 
"common pool" from which the clients’ losses wil’ be paid. In the 
L/H segment especially, not much else shows up on the balance 
sheet. Policy reser'es account for 82.5 percent of the liability side 
of the balance sheet, and investments twhich are undertaken to fund 
the reserves) account for 86.3 percent of assets.3

3 In addition, the $54 billion of policy loans and $28 billion of dividends 
left on deposit represent bank-like functions for the policyholder.
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« The intermediary role is further illustrated by the relatively slow 
rate of asset turnover. Total assets of the L/H companies exceed 
annual premium revenues by a factor of 9.8 (a factor of 2.3 for the 
P/C companies) whereas, for the average manufacturing firm, the 
relationship is the other way around, with annual sales revenue 
usually exceeding the value of assets.

• The bulk of investments are of low risk and liigh liquidity: 
principally mortgages and investment-grade bonds. Nevertheless, 
relatively long maturities (an average 10.2 years to maturity among 
bonds heH by P/C insurers) leaves the companies open to acme 
interest rate risk. If funds are needed earlier than expected and at 
a time when interest rates have risen, the bonds will be worth less 
than face value.

Capital is "leveraged" in that it is exceeded by loss reserves - by a 
factor of 13 in the case of the L/H segment. If reserves were 
considered in the nature of debt, this would be a rather high 
debt/equity ratio compared to other industries. The main concern 
here is that errors in setting the reserves, which are educated 
guesses about future payments, could have a disproportionate effect 
on capital. If, say, gross losses in P/C turn out to be 10 percent 
greater than estimated ($382 billion instead of $347 billion) the 
shortfall could reduce cap’t.al by 33 percent. (Although the loss 
reserve/capital ratio is higher in the L/H segment, these losses can 
be predicted much more reliably than can P/C losses.)

Instead of comparing loss reserves to capital, one might model the 
life insurance companies, at least, analogously to depository 
institutions. Then capital would be measured first and foremost 
against total assets, and the L/H average ratio of 6.45 percent would 
compare favorably to the barking and thrift industries.

• The P/C segment relies extensively on reinsurance. Gross loss 
reserves of $347.5 billion are expected to be offset by reinsurance 
recoveries of $159.4 billion. Reinsurance performs important 
functions, particularly the spreading of risk, but it makes the 
estimation of ultimate net losses less certain if there is doubt about 
its collectibility. (This will be discussed further below.)

TEN YEAR RETROSPECTIVE

The foregoing figures provide a snapshot as of December 31, 1987. In 
order to see whether the industry’s solvency is improving or deteriorating, it 
is useful to make some comparisons with a decade earlier in 1977. Following 
are some of the more noteworthy trends — or absence of trends — that are 
revealed by such a comparison (first for the L/H segment, then P/C).
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• Growth was surprisingly rapid for a large, "mature" industry. 
Inflation-adjusted assets of the L/H segment (relative to the Gross 
National Product price deflator) grew by 69.8 percent over the 
decade, or a compound rate of 5.4 percent per year.

• Fundamental financial ratios of the L/H segment (such as 
capital/assets and premiums/assets) were quite stable.

Annuities, rather tnan traditional life insurance, powered the growth. 
Reserves for annuities and supplemental contracts increased their 
share of assets from 32 to 54 percent over the decade, while the real 
value of life reserves was actually falling.

• Paralleling the shift in products was a growth in "separate accounts" 
investing, from 4.9 percent of assets to 10.7 percent. These funds 
are used especially in connection with pension plans and variable life 
insurance, and are not limited by the conservative restraints 
traditionally imposed on life insurance investing, e.g. 42 percent of 
the separate account assets in 1987 were in common stocks.

Essentially what happened in the life insurance industry in the 1980s 
was that rapid inflation induced the development of products emphasizing 
investment returns at least as much as mortality protection. This has not 
necessarily weakened the companies,1 but. it does put more investment risk 
on the client via uncertainty in the future cash value of his/her policy.

In the property/casualty industry, meanwhile,

• Growth was faster than with L/H companies. Real premiums grew 
by 92.7 percent over the decade, or a 6.8 percent compound annual 
rate.

« Total assets and capital grew even faster than premiums, so that key 
financial ratios improved, at least in the aggi w-_£e. For example, the 
average premium/surplus ratio improved fnm  2.35 to 1.82.

• Portfolios appear to have become more liquid. Long-term bonds were 
reduced from 65.4 percent of assets to 59.4, while cash, short-term 
and miscellaneous items increased from 1.9 to 7.7 percent.

4 A handful of companies have been induced by the emphasis on 
"performance" to either offer higher returns to the client than they were
earning on their portfolio (e.g. Baldwin-United) or to invest heavily in ju rk  
bonds (e.g. Executive Life). Arguably, another destabilizing trend could be 
that the changed client relationship encourages early fund withdrawals and 
increases the companies’ need for liquidity.
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The "tail" of unpaid claims lengthened. This is evidenced by the 
ratio of loss reserves (for future payments) to currently-paid claims, 
which rose from 1.50 years worth of paid claims to 1.91 years.

There were dramatic swings in the property/casualty business, marked by 
substantial losseB bottoming in 1984, followed by veiy rapid increases in 
premium rates and a return to profitability. From the point of view of 
solvency, the most important lasting change appears to be the lengthening of 
he claims tail. Since more and more of the premium dollar :b being Bet aside 

for future payments, uncertainty about the ultimate total of payments — and 
hence uncertainty about the adequacy of the premiums and reserves — is 
growing. Concommitantly, the ratio of loss reserves to capital has increased, 
from 1.99 to 2.11.

The stretching out of payments is probably the result of several trends. 
First, litigation seems to have become more common. Second, formal 
insurance coverage for some business lines has been supplanted by alternative 
mechanisms, such as risk retention groups and higher deductibles. This has 
left the formal insurance market to specialize increasingly on the larger losses, 
with their lengthier settlement procedures. Finally, and largely as a result of 
the foregoing, premiums are being concentrated on the "long tail" lines of 
business. Liability-type lines tend to be increasing. For example, the "other 
liability" category which includes commercial general liability, increased its 
share of P/C premiums over the decade from 7.8 percent to 10.6 percent.6 
These increases are overshadowing those of property-oriented lines. Fire and 
allied lines, for example, decreased from 6.4 to 4.0 percent of the total. As a 
consequence of these trends, the financial intermediary role of P/C insurers 
is becoming more pronounced.

NUMBERS OF COMPANIES WITH PROBLEMS

Even more important than the average health of the industry, as 
measured by aggregate statistics, is the number of companies near the lower 
limit of acceptable financial condition. Just as "near misses" in aviation can 
indicate deficiencies in the control system, subnormal companies may highlight 
emerging problems.

6 There are some exceptions to the general trend. Workers’ 
compensation, which is one of longest of the long-tail lines, decreased its share 
of premiums from 13.2 to 12.2 percent. But, in vi;>w of the carriers’ chronic 
poor profitability, this may simply reflect tighter State regulation of their 
rates than of other P/C rates.
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Several organizations monitor the financial strength of insurance 
companies, the most widely consulted of which is the A. M. Best Co.6 
Although their methods vary in detail, certain quantitative aspects are 
universally recognized. About a dozen ratios are calculated to quantify key 
factors influencing or indicating a company’s stability, including capital 
adequacy, liquidity, quality of investments, reliance on reinsurance, 
profitability, rates of change in business activity, and track record in 
forecasting ultimate losses. For example, one of the more important measures 
of capital adequacy for P/C companies is the ratio of premiums to surplus. 
"From a regulatory point of view, policyholders’ surplus represents a cushion 
or margin for error, primarily to absorb above-average insurance claims. . . . 
The higher the premium to policyholders’ surplus ratio, the more insurance 
risk the company bears in relation to the surplus available. . . In 1987, 
the median of this ratio among all companies examined by the NAIC was 1.2, 
the mean was 1.3, and the maximum considered prudent was 3.0. After 
calculating a series of such ratios, the analyst will pay especial attention to 
companies with more than one or two falling outside the "usual" range. 
Further analysis leading to a final rating is then qualitative and subjective. 
For example, unusual ratios may result from rapid growth, which may or may 
not be considered prudent depending on the company’s overall business plan, 
depth of management, and other factors.

Since there are no absolutes in this methodology, what is most useful for 
judging the industry as a whole is the trend of ratings over time. And by this 
standard, there has been a significant deterioration over the last decade in the 
P/C segment. In 1978, 8.4 percent of examined P/C companies were 
designated for "regulatory attention," in most cases due to having several 
abnormal ratios.8 By 1987, that proportion had increased to 21.4 percent.0 
The NAIC has not completely disclosed how it makes these determinations; it 
is possible that the criteria for regulatory attention could have been narrowed

6 Others include Insurer Solvency International, Standard & Poors, 
Moody’s Investors Service and DufT & Phelps. Although such services are 
widely recognized, recent court cases suggest that insurance agents have a 
duty to go beyond the ratings and use all available sources of information to 
check companies on behalf of their clients. Finnegan, Philip. Should Agents 
be Liable when Insurer Goes Bust? Journal of Commerce, January 24, 1989. 
p. 9A

7 Njtional Association of Insurance Commissioners. Insurance 
Regulatory Information System Ratio Results. Kansas City: the Association, 
1988. Appendix, p. 7

8 U.S. General Accounting Office. Insurer failures. Washington: 
GAO. (report no. 87-100), July 1987. pp. 13,18

9 More on the NAIC’s IRIS Ratios for 1988. Insurance Forum, v. 16, 
no. 1. January 1989, p. 4
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as the number of abnormal cases increased, in recognition of the regulators’ 
limited resources for follow-up. If so, the deterioration over time may actually 
have been g'-eater than indicated by the raw numbers.

In the L/H segment, there was some deterioration around 1985, but 
otherwise no trend is evident over the last five years. In terms of the NAIC’s 
12 indicator ratios, the proportion of companies showing four or more 
"unusual" values increased from 21.1 percent on the basis of 1984 statements 
to 24.5 percent in 1985. It has since remained stable. Best’s ratings 
paralleled this development: The proportion of companies receiving the top 
A+ rating declined from 32 percent in 1984 to 24 percent in 1985, while the 
group "not assigned" ratings (with presumably negative inference, categories 
NA-6 through NA-10) grew from 2 percent to 10. Since then the top rated 
companies have remained fairly constant, but the NA-6 to -10 group has fallen 
back to 4 percent.10

TREND IN INSOLVENCIES

Aside from a peak in 1975 (which apparently resulted from the recession 
and "stagflation" of the time), the number of insolvencies remained fairly low 
— generally fewer than eight per year — in the 1970s and early 1980s. Then 
the number spiked, to 21 in 1985. Again, macroeconomic forces (this time 
declining interest rates and a strong dollar vis-a-vis foreign currencies) seem 
to have produced a stressful environment.

Not just the numbers, but the qualitative character of the failing 
companies seems to have changed in the interim. Whereas they used to be 
"small companies handling mostly automobile insurance and operating in one 
state or on a regional basis,"11 the failing companies have become more 
diverse, and now reflect more fully the whole range of operating companies. 
Most importantly, as noted in the introduction to this report, larger and 
larger companies have become involved. The GAO found that one third of the 
insolvent companies it studied in the post-1976 period operated in 20 or more 
States.12 Nevertheless, the largest insurance group to fail in recent history 
(Mission, see below) ranked 55th in premiums among all P/C groups as of 
1982. This is large comp, red to most of the thousands of companies in the 
market, but they, in turn, are relatively small. The 50 largest groups account 
for nearly 80 percent of the business, and insolvencies to date have not 
reached into their ranks.

10 Best’s Property/Casualty Ratings: Distribution of 1988 Assignments. 
Best’s Insurance Management Reports (release no. 11), August 15, 1988.

11 General Accounting Office, Insurer Failures, p. 15

12 ibid., p. 21
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The numbers of insolvencies have not gotten any worse than the peak 
year of 1985, but the data are ambiguous as to whether there has been any 
real improvement. On the positive side, figures kept by the National 
Committee on Insurance Guaranty Funds (NCIGF) indicate a steady drop-off 
in insolvencies, to only eight in 1988. But the NAIC’s tabulation diverged 
noticeably from the NCIGF numbers in 1988, going up from 13 to 20 and 
thus nearly matching the 1985 peak. These organizations use different 
criteria because of their differing missions, so neither series is categorically 
"right" for all purposes. It would seem, though, that the NAIC series comes 
closer to indicating industry-wide problems from a national, public policy 
viewpoint.13 And in these terms, the insolvency wave of the mid-1980's has 
not yet been reversed.

FIVE NOTABLE CASES OF THE 1980s

Before 1980, the largest assessment for a failed insurer was $85 million 
(the American Reserve Group in 1979), loss than one-twentieth the cost of the 
largest bank rescue up to then ($1.8 billion dollars of Government assistance 
for the Franklin National Bank in 1974).M But subsequent insurance failures 
have reached beyond the billion dollar range. What are the specific causes 
behind this new phenomenon? How does a company evolve from apparent 
health to a financially weakened condition and finally to forced closure? 
Several of the most notable cases are sketched here in order to illustrate the 
range of problems that have come to light.

BENEFICIAL CORP.'6

Beneficial Corporation is primarily a consumer finance company that 
diversified into other financial services in the 1970s. Its principle insurance 
subsidiary, American Centennial (ACI), survived its problems, but only after 
leaving Beneficial with losses of at least $400 million, a divestiture without

13 The NAIC series counts companies when the State insurance
commissioner takes control, whereas the NCIGF considers only liquidations,
which usually come later. The NAIC counts reinsurers (often of national 
significance); the NCIGF excludes reinsurers but includes single-state insurers
(usually small).

M Schmidt, Charlie. Failures: Banks Outdo Insurers. Best’s Insurance 
Management Reports, Property/casualty release no. 12. April 11, 1988. Note 
that total assets of the banking industry were about twice as large as the 
insurance industry at the time.

18 The following is gleaned largely from Kwitny, Jonathan. Beneficial’s 
Cry of ’Swindle’ is Heeded. Wall Street Journal, February 2, 1988. p. 6
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any immediate cash compensation, and some complicated civil and criminal 
litigation. To our knowledge, no policyholders suffered losses.

ACI’s difficulties centered on an accident policy with a group of electric 
and gas utilities. For the first two years claims were sparse, but after ACI 
signed a five year, non-cancellation agreement, a number of large claims were 
presented. ACI alleges that the utility group's manager, an agent hired by 
ACI, and an ACI vice-president defrauded the company by concealing the 
losses. The difficulties were compounded when ACI acquired reinsurance, i.e. 
distributed part of the risk to other companies in exchange for part of the 
premium. This process reportedly was riddled with hidden ownership ties, 
excessive brokerage fees and kickbacks. Reinsurers ended up taking on a 
goodly share of the ’iBputed business. One of them (a unit of Home Group, 
Inc.) allegeo that ACI was not ju st victim, but also perpetrator of fraud 
because it neglected for three years to tell Home Group of its suspicions of 
the original fraud.

Based on published accounts, the following factors appear to have caused 
or exacerbated the ACI case: (a) conflicts of interest amounting to self-dealing 
in reinsurance transactions, (b) use of intermediaries (brokers and managing 
general agents) who, it seems in hindsight, were inadequately supervised, (c) 
extensive reliance on reinsurance of questionable quality, and (d) a slow and 
uncertain arbitration process when fii.ud is alleged. The last factor greatly 
complicates resolution of the matter because fraud on the part of the primary 
insurer may excuse the reinsurers of their liability'. While the case is pending, 
reinsurers withhold payments, and even fulfillment of letters of credit securing 
the reinsurance may be enjoined (as happened in this case) thus pushing the 
primary insurer into a liquidity crisis. Meanwhile, the primary insurer’s 
investigative cooperation may be compromised because it has an interest in 
fraud not being proven.

MISSION/INTEGRITY16

Mission Insurance specialized in commercial casualty lines (workers 
compensation, general liability, etc.). - The most prominent feature of this case 
is Mission’s intensive involvement in reinsurance arrangements as both buyer 
and seller. One of the buyers of reinsurance, Integrity Insurance, failed when 
Mission was closed down and became unable to make payments to Integrity. 
These are two of the largest insolvencies on record, with Mission’s negative 
net worth estimated at $1.5 billion and Integrity’s at $300 million.

The facts of the case are the subject of sharp debate and litigation (and 
a criminal investigation by the U.S. Attorney in the Southern District of New

16 The following is based largely on testimony presented to the House of 
Representatives, Committee on Energy and Commerce, Subcommittee on 
Oversight, September 14, 1988.
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York). It is clear in retrospect that the business Mission wrote Bince 1981 
(and probably several years before) was very unprofitable. That was a time 
when the entire liability insurance industry was pricing its services at a low 
rate. Some hoped to come out ahead by earning high rates of interest on 
their investment Df the premiums; others resigned themselves to losses but 
felt it important to retain their position in the market. Mission seems to 
have been of the latter category, growing rapidly by virtue of aggressive 
bidding for business. The losses were allowed to grow even larger than they 
might otherwise have duo to continual underestimation of projected future 
claims.

Many G f  the assuming reinsurers (i.e. those who assumed risks originally 
written by Mission) started withholding payments around 1984, claiming that 
they had been defrauded. They allege that Mission had knowingly written 
poor business (including unauthorized classes of business) with the intention 
of making profits via fees (as manager of the reinsurance pool) and leaving 
the reinsurers to absorb the bulk of the losses. Moreover, they claim, Mission 
had prolonged the fraud by creative accounting that hid the growing losses. 
Whatever the merits of these claims, the reinsurers’ withholding of payments 
(and banks’ similar refusal to honor letters of credit) pushed Mission into 
liquidation in 1987.

The Mission case is similar tc the Beneficial case in that reinsurers’ 
allegations of fraud led to their nonpayment on claims, a liquidity crisis, and 
complex arbitration/litigation in which the question of fraud became a dollars- 
and-cents issue between the reinsurers and the liquidators.

TRANSIT CASUALTY
Like the companies just discussed, Transit expanded and diversified in the 

early 1980s. Headquartered in Los Angeles and "domiciled" (legally based) in 
Missouri, Transit moved from a niche in the transportation industry into 
workers compensation and general liability. And like Beneficial, Transit got 
into trouble when it used a managing general agent (MGA) to spearhead its 
expansion. An MGA is "an independent business firm that performs for one 
or more separate insurers some or all of the functions usually performed by 
company branch otTices.’'17 As these delegated functions may include sensitive 
ones such as underwriting, claims adjusting and accounting, it is important 
that the insurer seek MGA’s with reliable personnel, draft an agreement that 
is clear and provides suitable incentives, and monitor performance. In 
retrospect, these task3 appear to have been done inadequately by Beneficial 
and Transit.

17 Webb, Bernard L. et al. Insurance Company Operations. Malvern PA: 
American Institute for Property and Liability Underwriters, 1984 (3rd ed.).
p. 82
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The particulars of the Transit case are the most complex and contentious 
of the cases reviewed litre. It would hardly be an exaggeration to say that 
everyone at all , mnected with the disputed transactions has sued everyone 
else.18 In essence, Transit (and its State-appointed liquidator) alleges that its 
MGA wrote unauthorized business at improper rates, failed to properly 
perform virtually all of its duties, and falsely reported on its activities. The 
MGA (Miro and Associates, of Dallas) responds tha t Transit gave little 
guidance, knew what the MGA was doing, and implicitly consented.19 Miro 
further alleges that Transit was victimized by c conspiracy of its directors Hto 
drain the insurer’s surplus . . . and to conceal Transit’s poor financial 
condition with [temporary] reinsurance contracts.. . . The alleged conspiracy 
was intended to allow Transit’s parent, Beneficial Standard Corp. of Los 
Angeles, to complete a liquidation . . .  unencumbered by any regulatory action 
against Transit."20

Since Transit failed in 1985, the estimates of losses have been revised 
radically upward. A realized deficit of less than $20 million as of May 1985 
was superseded by a 1986 estimate of ultimate losses of $500 million and a 
September 1987 estimate of $1.1 billion. Most of these costs will be borne by 
State guaranty funds, but some policyholders (as illustrated by the Wal-Mart 
case) may find that they do not bold valid policies on the terms they thought.

NATIONAL COUNTY MUTUAL

The declaration on October 24, 1988 of the insolvency of National County 
Mutual Fire Insurance Co. precipitated an ongoing controversy over the 
quality of insurance regulation in Texas. National County, with 125,000 
policyholders (mostly high-risk drivers) was the largest insurance failure in 
Texas experience, but there have been numerous smaller failures as well. The 
134 companies currently in conservation or liquidation proceedings exceeds the

18 For example, in a dispute over whether a workers compensation policy 
covering Wal-Mart Stores was valid, both sides (Transit and Wal-Mart) asked 
the Federal court in Fayetteville, Ark. that, if they lost, the broker on the 
policy (Alexander and Alexander) be made to pay the damages. Alexander, for 
its part, sued Miro et al. in Federal court in New York to assure that Miro 
bear the costs if Alexander were foui A liable in the Arkansas case.

19 McLeod, Douglas. Transit Casualty Sues MGA’s and Reinsurers. 
Business Insurance, June 10, 1985. p. 1, 43.

20 As summarized in McLeod, Douglas. Ex-Tran3it MGA Alleges 
Collusion. Business Insurance, July 20, 1987. p. 1. A Federal judge in Dallas 
subsequently dismissed Miro’s pleadings as being without a reasonable basis. 
However, the allegations of improper dividend payments from Transit to 
Beneficial Standard were revived in a suit by the State-appointed receiver 
against Transit directors and officers.
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number in any other State.21 While certain factors reduce the eignificance of 
such a comparison,22 the controversy has brought to light many potential 
•weaknesses in the State regulatory system.

National County reportedly fell victim to wholesale embezzlement by its 
president. At least $25 million is unaccounted for, having been collected by 
an agency controlled by the president but never forwarded to National 
County.23 The total extent of insolvency is in the range of 50 to 70 million 
dollars. Controversy has focussed, though, more on the role of the regulators. 
According to a study done for the Texas Senate, the insurance board knew 
about the problems at National County for moro than a year before taking 
action. Allegedly the regulators have procrastinated about taking firm action 
in many other cases.

More generally, the Texas insurance regulatory system has been criticized 
for allowing undercapitalized firm9 into the business, not requiring audits of 
their books, and not yielding quick action when problems are found. The 
legislature instituted some reforms in 1987 (such as an increase in minimum 
initial capital from $800 thousand to $2 million), but these have not led to 
noticeable improvement yet. Indeed, a 62 percent increase in staffing of the 
insurance board over a two year period may have caused additional problems 
in the short run. The State Senate investigation alleges "wholesale hiring of 
unqualified , . . individuals" and "patronage and cronyism."24

BALDWIN UNITED

This case differs from the others in that Baldwin operated in the life 
insurance and annuity field, the economics of which are quite different from 
property/casualty insurance. The immediate cause of Baldwin's failure was an 
"uncontrollable" factor — a sharp drop in prevailing interest rates. But it can 
be argued that the company should not have gotten so exposed to that risk, 
and that other errors reducpd the company’s ability to weather the problem.

21 Getschow, George and Maij Charlier. Woes Envelope Texas Insurance 
Industry. Wall Street Journal, November 8, 1988. p. A8.

22 Texas has more locally domiciled companies than almost any other 
State; its liquidation listing includes some companies domiciled elsewhere; the 
State handles the liquidation of agencies (while most States don’t); etc.

23 Hayes, Thomas C. Texas Insurance Regulator Quits, Calling System 
Lax. New York Times, January 17, 1989. p. D12.

24 Quoted in Bradford, Michael. Report Assails Texas Regulators. 
Business Insurance, January 23, 1989. p. 1, 38.
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D.H. BJdw in had been a piano manufacturer for over a century when it 
started building a diversified financial services operation in the 1970s. Rapid 
growth of its life insurance subsidiaries was fueled by sales of a relatively new 
product, the single premium deferred annuity, which offered clients a high 
rate of return with the added advantage of tax c'eferrral. As noted, the 
company had difficulty meeting its commitments on the investment contracts 
when market rates of interest started falling in 1982. But there were several 
other problem areas, among them: (a) too rapid growth of annuity sales, 
spurred by overzealous (and allegedly fraudulent) brokers, which strained the 
company’s capital base, (b) similarly over-ambitious corporate acquisitions, and 
(c) transactions with other subsidiaries in the holding company structure, in 
effect Tunneling the premium dollars up to the parent" so that "the security 
of the policyholder was actually dependent on the strength of the parent 
holding company" — which was not directly regulated.7£

After Baldwin was closed down in 1983, holders of 165,000 annuities 
with a face value of $3.4 billion were unable to withdraw their investment 
until a work-out plan was implemented in 1987; in the meantime the 
"crediting rate" of interest was reduced from 13.5 percent to 7.5 percent. The 
policyholders’ loss thus consisted of a four year period of frozen assets and 
reduced interest. As of November 1, 1987 their Baldwin policy was converted 
into a deferred annuity policy from Metropolitan Life (which could be cashed 
out immediately if the policyholder desired).

The regulatory response to Baldwin’s problems showed both strengths 
and weaknesses. It was actually the Arkansas regulators who precipitated the 
beginning of the end (a liquidity crisis in March 1983) by insisting on 
infusions of additional capital into Baldwin’s annuity-selling subsidiaries. 
Their examination of the 1981 annual statement revealed that the insurance 
units had invested considerable sums in other Baldwin operations and that 
the value of the securities obtained was greatly overstated. Unfortunately, by 
the time the examination was completed, the holding company was so 
overextended that, in the words of the regulators, "the only assets that can be 
contributed as a [capital] subsidy are affiliated securities," i.e. more 
questionable paper.26 In short, the regulators correctly identified a serious 
financial shortcoming and required a correction, but these actions came too 
late to prevent the company’s failure.

26 Dunne, John R. Insurers and Holding Company Legislation: Public 
Trust vs. the Bottom Line. In Mackin, Robert, ed. Insurance Legislative Fact 
Book and Almanac. Brookfield, WI: Conference of Insurance Legislators, 
1985. p. 50-51.

26 Ingrassia, Paul and Daniel Hertzberg. How Baldwin-United Expanded 
from Pianos to Finance to Trouble. Wall Street Journal, March 23, 1983. p. 
1, 10.
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After the collapse, the "work out" process also manifested strengths and 
weaknesses. At their regular quarterly meeting in late March 1983 the NAIC 
decided to coordinate State efforts through the organization’s Examination 
Oversight Task Force. Over the next year, I ’ ind-the-scenes negotiations by 
a host of public and private interests yielded the restoration plan. A key 
feature was the "voluntary" contribution of $200+ million by numerous life 
insurers and stock brokers. This was an alternative to (a) assessment of 
insurers under the guaranty plans and (b) litigation of suits agair>~t broker0 
who had allegedly sold the annuities without being properly licensed. The 
work-out process exhibited flexibility and cooperation by all concerned and 
eventually restored to the investors their funds. Yet it also showed that the 
formal process had to be bypassed because it was narrow, slow and 
fragmented.

COMMON THREADS
Several common threads can be seen running through these cases:

• Fraud, especially where there are financial ties among brokers, 
reinsurers and managing general agents.27

• Uncollectible reinsurance, caused by inability or unwillingness of the 
reinsurer to pay. Sometimes unwillingness stems from alleged fraud 
by the primary irsurer; these disputes can take a long time to 
resolve.

• Bad business judgment, particularly under-pricing (over-promising in 
the case of investment products) and too rapid expansion or 
diversification.

• By implication from all of the above, inadequate State regulation.28

EMERGING SOURCES OF INSTABILITY
The available accounting data, as well as the case studies just reviewed, 

record what has already transpired, whereas solvency regulation is concerned 
with stability in the future. In part, financial statements do make use of

27 In response to these problems, the NAIC is developing a model act for 
the oversight of MGA’s by insurers and regulators. Mulcahy, Colleen. NAIC 
to Discuss MGA Act. National Underwriter (P/C ed.), June 5, 1989. p. 3, 12.

28 Recently the NAIC has started a program to define minimum 
standards of practice for State regulators with regard to solvency regulation. 
See Fletcher, Meg. Standards Set for State Insurance Departments. Business 
Insurance, June 13, 1989. p. 3, 27.
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actuarial or judgmental methods to project future reoults, but the numberB are 
still subject to great uncertainty. As the focus of this report is solvency 
(rather than, say, profitability) th»s section describes emerging trends in the 
insurance industry that may cause results more adverse than suggested by the 
accounting-based data.

REINSURANCE RECOVERABLES
As noted in the discussion of P/C industry aggregate data, reported claim 

reserves assume substantial recoveries from reinsurance. This complicates the 
assessment of companies* balance sheets because they are so dependent on the 
condition of other companies — the reinsurers. Moreover, reinsurers 
themselves reinsure with others ("retrocessionaires"), and so forth through 
several tiers of coverage. In the normal case, this practice gives the industry 
greater capacity and stability because large losses are spread widely. But if 
an upstream reinsurer fails, this could cause cascading failures all the way 
back to the policyholders.29 This is rare, but the consequences are potentially 
serious enough to warrant close attention to reinsurer reliability.

Unfortunately, reinsurer financial condition is not as accurately 
monitored as that of primary insurers, for several reasons:

• Much of the capacity is supplied from offshore by carriers who are 
not subject to State examination or enforcement (though special 
security measures such as letters of credit are usually required).

• Although the domestically licensed reinrurers are regularly examined, 
their business is arcane and their liabilities particularly hard to 
assess, since they tend to cover low probability, high consequence 
events, and with long reporting delays.

• Reinsurers are directly linked to the retrocession chain, the other 
end of which is often unknown even to them — until large claims are 
processed.

Despite the absence of conclusive figures (due to the above factors), there 
persists a widespread feeling in the P/C industry that recorded reinsurance 
recoverables are unduly optimistic, that the amounts eventually collected will 
fall short of the projections. Of particular concern are various liability 
coverages written tn the early 1980s. As we move into the period of final 
resolution of the large, complex cases, it is feared that a wave of "cheap 
reinsurance" available ten years earlier will be shown to be no bargain. 
Estimates are sketchy; one prominent analyst guesstimates that one sixth of

29 Note, however, that an insurer’s obligation to the policyholder is not 
excused by its reinsurers’ inability or unwillingness to meet their obligations. 
Thus, upstream failures are not necessarily transmitted back down the chain.
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reported recoverables will need to be written ofT, roducing the industry’s net 
worth by 10 percent.30

EXPLOSIVE CLAIMS AREAS
Insurers are already paying substantial awards to large numbers of 

claimants for liabilities that were generally considered to be isolated and 
remote possibilities when the policies were written 30, 40 or more years ago. 
Asbestos is probably the most prominent example, but there are other "mass 
tort" situations that cause at least as much concern in the insurance industry. 
For example, courts have ruled that general liability policies can apply to 
seepage later occurring from a municipality’s intentionally disposing of 
contaminants in a landfill, even though the policy specifically covers only 
"sudden and accidental" discharges.31 Recent policy forms have been crafted 
to narrow or better define coverages or to enable insurers to more accurately 
estimate their cost'* (for example, by covering only claims made during the 
current year, rather than for retroactive occurrences). But there is still a 
large overhang of claims expected from coverages written, priced and reserved 
long before current judicial trends emerged. The cost of cleaning up toxic 
waste sites has been variously estimated at $150 billion to $700 billion.32 If 
only a fraction of this is borne by insurers, the industry’s capital base could 
be seriously impaired.

Another claims area that may not be adequately reserved against is 
natural disasters, particularly earthquakes and hurricanes. America’s 
relatively benign experience in the last two decades may be inducing many — 
including insurance executives — to underestimate the possibility of a 
recurrence of earlier patterns. If Hurricane Betsy (1965) were to occur today,

30 Picoult, Myron. Recoverables Threaten Insurers. Business Insurance, 
July 25, 1988. p. 34-35.

31 Jackson Township Municipal Utilities Authority v. Hartford Accident 
and Indemnity, cited in Levit, Victor B. Pollution, Clean-up Costs and 
Insurance Exposure. Chartered Property and Casualty Underwriters Journal, 
v. 40, June 1987. p. 99-100

32 U.S. Library of Congress. Congressional Research Service. 
Environmental Impairment Liability Insuranc v Overview of Availability 
Issues, by Rawle O. King. [Washington] 1989. p. 14 (CRS Report No. 89- 
269 E)
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it would cause nearly $6 billion in insured losses.53 Moreover, multiple storms 
could strike the mainland within one or two years.

Earthquakes can be even more destructive, with estimates of maximum 
losses on the order of $50 billion.54 What insurers have only recently come 
to recognize is that only a fraction of the payments would come from explicit 
earthquake policies or riders. Probably three quarter*) of the losses would be 
paid on fire insurance policies, which do not exclude earthqu. ke-induced fires. 
Many other coverages would be involved. For example, anyone injured at 
work would be eligible for workers compensation. And major earthquakes can 
occur in areas whose seismic dangers are not widely appreciated, such as the 
New Madrid fault in the region between Memphis and St. Louis. Many 
companies (and their regulators) may not fully understand the extent of their 
exposure and, even where they do, Federal tax law does not allow full 
deductibility of multi-year reserves.56

Life insurance is usually more predictable than property and liability, 
but the AIDS epidemic may change that in the coming decade. The most 
severe epidemic to strike the U.S. since the "Spanish" influenza of 1918, AIDS 
is estimated to have already infected from 1.0 to 1.5 million Americans. If 
past experience continues, the majority of them will die within 10 years of 
infection.36 Such a mortality rate is radically higher than normal for young 
adults (which is where most cases occur). For life insurers, the consequences 
could be severe: It has been estimated that AIDS claims in the next decade 
could come to $50 billion just among clients already on the books.31 Even if 
insurers are allowed to screen new cases by medical testing (unlimited use of 
which most states probably will not allow), long latency and spreading 
infection may well mean further losses on new policyholders.

33 Carpenter, C.A. Hurricane Losses Stir Debate. Journal of Commerce, 
December 30, 1986. p. 12A. According to the same study (by the All-Industry 
Research Advisory Council), foreign reinsurers would be responsible for 42 
percent of the payments.

54 Hofmann, Mark A. Federal Catastrophe Plan Needed. Business
Insurance, October 24, 1988. p. 14-15.

56 Haggerty, Alfred. Long-term California Quake Cover Outlined.
National Underwriter (P/C ed.), June 5, 1989. p. 6, 52.

36 Cowell, Michael and Walter Hoskins. AIDS, HIV Mortality and Life 
Insurance. Chicago: Society of Actuaries, 1987.

37 ibid. In addition, the lifetime cost of medical treatment per AIDS case 
is on the order of $75,000, with private health insurance paying on average 
about half.
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The losses contemplated here could eliminate a large fraction of the L/H 
industry’s capital and endanger the existence of many firms. Fortunately, 
some maneuvering room has been built into the system. Reserves are 
calculated on a conservative basis, allowing for adverse experience in mortality 
without dipping into capital. Also, many life policies are sold on a 
"participating" basis, meaning that dividends (rebates) are paid to the 
policyholders each year depending on experience. Such dividends came to $10 
billion in 7 ^87, equivalent to about half as much as total paid death benefits. 
Dividends .n  older polices could be reduced or eliminated (besides raising 
premiums on new policies; if mortality were to deteriorate significantly.

INNOVATIVE METHODS AND COVERAGES
Contrary to conventional wisdom, the insurance industry does not run 

completely on the basis of routine. Continual innovation in products and 
methods has brought a stream of new services in recent years. While this has 
broadened the insurance purchaser’s choices in many ways, it has also 
introduced instabilities. Pricing may be more volatile and regulation may not 
keep up with the pace of innovation, so that solvency may be less assured.

One of the most commonly remarked charges in insurance practice is 
"cash flow underwriting," which means e discounting of premium rates in the 
expectation of making up the difference through investment income. 
Traditionally, companies priced their services so as to earn a profit of 5 
percent or so on underwriting, i.e. the core insurance activities. But with the 
coming of an era of high interest rates (1979 onward\ competition to acquire 
investable funds has made 5 percent losses more like he achievable standard. 
Companies are counting on investment income to reach a positive bottom line.

There is nothing intrinsically unreasonable or unsustainable about cash 
flow underwriting, and the practice has moderated as interest rates eased. It 
should be realized, though, that with the more flexible pricing systems allowed 
now by many States, the combined result is lower net profits for the industry 
on average, and profits could be viewed as a margin for error. Moreover, the 
companies now must manage a substantial new source of uncertainty, the 
future course of interest rates. The uncertainty might be neutralized by 
carefully matching asset maturities to the expected timing of liabilities 
(claims), but claim timing is inherently not totally predictable. Alternatively, 
companies could hedge interest rir’ •-ith "synthetic" investments such as 
futures and options, but this woulu d into other practical and regulatory 
questions. In effect, at this point the industry seems to have taken on a new 
type of risk without offsetting protections or compensation.

Another changing mode of operation is the trend among commercial 
clients toward self-insurance. That is, businesses are retaining more of their 
own risks and buying insurance only to cover catastrophic losses. The trend 
accelerated during the "hard market" of the mid-1980s and also since passage 
of the R rk  Retention Act amendments of 1986. This law simplifies
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procedures under which businesses in an industry or profession can act as a 
group to purchase insurance or form their own insurance company. Although 
the market has softened in the last couple of years, making coverage more 
readily available, commercial clients are continuing to make greater use of 
alternative market mechanisms such as risk retention groups. It is expected 
that these could take as much as one-third of the potential market by 1992.38

The move toward alternatives may lead to instabilities of at least two 
kinds. First, the traditional companies are losing the r  adictable "working 
layer" of coverages and will probably have more volatile experience as they are 
forced to specialize more on the upper limits of potential losses. Second, the 
wider opportunity to form risk retention or purchasing groups was achieved 
by partially preempting state regulations. Many State commissioners and 
others active in the insurance field believe that important regulatory 
protections have thus been lost.39

Finally, financial guarantee insurance might be mentioned as exemplifying 
the new areas challenging regulators. This is insurance that prom.jes 
creditors the timely performance of financial obligations, such as mortgages 
or municipal bonds. In form it resembles : irety bonding, but economically it 
is more like title insurance because only negligible losses are expected. The 
premium goes primarily to do the research enabling the insurer to exclude 
cases that have any significant probability of loss.

The theory that risk is being identified and excluded rather than 
transferred and absorbed is usually valid in this field. But in the process the 
insurers become potentially fiable for enormous sums, so even seemingly 
remote chances of loss might prudently require holding of significant reserves. 
And unlike title insurance, the probabilities of loss are neither fixed nor 
statistically independent. If macroeconomic variables deteriorate significantly, 
widespread losses could materialize. As cautiously cone’ Jed  by the Best 
organization, in view of the "different methods of underwriting and actuarial 
technique, some regulators feel [financial guarantee] cannot be dealt with in 
the same manner as traditional lines of insurance."40

38 KufFel, Frances. RRG’s, Premium Volumes Growing. Journal of 
Commerce, March 21, 1989. p. 13A.

39 Fletcher, Meg. Regulators Fear Insolvency of Purchasing Group 
Insurers. Business Insurance, October 31, 1988. p. 90-92.

40 1986 Financial Guarantee Insurance. Best’s Insurance Management 
Reports. P/C release no. 12, June 22, 1987. The main regulatory action taken 
has been to require these insurers to be incorporated as specialist companies 
that are financially separated from other lines, essentially as a "firewall" 
between them and other policyholders.



CRS-22

The insurance industry has had an excellent record in that insolvencies 
have been rare and, in the cases that have occurred, regulators and guaranty 
funds have usually prevented loss to the policyholders. Moreover, the 
financial data do not indicate any industry-wide impairment of condition. 
This achievement is apparently attributable to the "culture" of the industry, 
which has long placed emphasis on financial conservatism. This attitude is 
partially embodied in regulations, e.g. the statutory accounting system, which 
is more conservative on most points than general business accounting, but 
mostly conservatism is traditional.

Although traditionalism has worked well as a safeguard through most of 
this century, forces weakening it have been at work more recently. High 
inflation and interest rates in the last decade have forced insurers in both the 
L/H and r/C lines to be more flexible in pricing. Combined with looser 
regulation of premium rates in many states, this has meant bigger swings in 
profitability over the course of the insurance business cycle. Meanwhile, 
deregulation of other financial institutions has given life insurers more 
vigorous competition, prompting new types of contracts and new modes of 
marketing them. Where established companies did not respond to these 
forces, new companies (or buyer groups) formed, dedicated to exploiting the 
new opportunities and giving consumers new choices. But the retreat from 
self-restraint may lead to solvency problems farther down the road.

Where inhibitions have dissolved, prohibitions may be called for. 
Presumably this would come in the form of closer surveillance and discipline 
by the State regulators. However, the resources devoted to insurance 
regulation have actually been declining as a percentage of industry revenue.

It must be emphasized that there are no signs of imminent crisis for this 
industiy. Solvency, especially with insurance, is a long-term matter. 
Liquidity - the ability to promptly meet current cash claims - is more than 
adequate for the great majority of companies. And in contrast to deposit- 
taking institutions, public confidence is not the constant sine qua non: 
policyholders (at least in the P/C segment) cannot "run" because they have to 
experience the loss specified in the contract before collecting benefits.

But if solvency crises do not occur overnight, neither are they averted 
by quick fixes. Meeting the challenges mentioned in this report may require 
changes of attitude and finances in many companies and, m rjt importantly, 
State insurance departments. These will take time, money, and political 
leadership to implement. Unfortunately, these will be difficult to marshall as 
long as insolvency is only a negative number on a balance sheet with tangible 
consequences somewhere in the future.

O V E R A L L  A S S E S S M E N T
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I N S U R E R S  

U N D E R  S I E G E
L A W M A K E R S ,  C O N S U M E R S ,  A N D  C O R P O R A T E  C U S T O M E R S  A R E  F I G H T I N G  M A D

O b scure . A bstruse. B oring .
F o r y ea rs , th a t  w as th e  im age 

m ost peopie had of th e  in su ran ce  
ind u s try , a  rem ote  monolith sh ro u d ed  by 
a cloud o f  m y ste ry . E verybody  bo ug h t 
in suran ce, bu t few  buyers g a v e  m uch 
th o u g h t to  tho se  who produced  it. T he 
in su ran ce  bu sin ess, is a re su lt, o p e ra ted  
free  from  public scrutiny . E x em p t from  
fed era l reg u la tion , including m o st a n ti­
t ru s t  law s, and  sub ject only to feck less 
s ta te  reg u la tio n , the ind ustry  w as a "p r i­
vate g o v e rn m en t,"  as W yom ing S cm il'T  
Jo sep h  C. O 'M ahoney pu t it in 11M5. As a 
legal carte l, it reaped b o un tifu l p ro fits  
and cam e to contro l eno rm ous a sse ts , 
now m o re  th an  §1.8 trillion. I ts  p rem ium  
incom e is 9% o f the  GNP. Few  in d u s trie s  
have e v e r enjoyed such unchecked  politi­
cal an d  econom ic power.

N ow , the  once-tranquil w orld o f  in su r­
ance is in tu rm oil. Instead  o f th e  m ost 
ignored  in d u s try  in Am erica, it has

becom e p e rh ap s  the m o st reviled. Con­
su m ers , co rp o ra te  execu tiv es , and law ­
m ak ers a re  lam b as tin g  in s u re rs  for ev­
e r y th in g  fro m  p r o f i t e e r in g  to  an 
unseem ly a ttitu d e  o f a rro g a n c e  and in­
sensitiv ity . "W e’re  be in g  besieged . I t ’s  a 
h o locaust th a t ’s  go ing  on ,"  com plains 
R o bert E. V aglev, p res id en t of the  
A m erican  In su ran ce  A ssn ., the most 
p ro m in en t co tn m erc ia l-in su ran ce  trad e  
g rou p . A dds C h ief E xecu tive  John J. 
B yrne o f  F irem an 's  F u nd  In su ran ce  Co.: 
"W e 're  a t  the  bo ttom  o f  ev eryon e 's  list. 
O ur nam e  is m ud.”
■ long d e c l in e . 1 A m uddy im age is only 
the  m o st obvious sign  o f a  far-reach ing  
de te rio ra tio n  in th e  in d u s try 's  well-be­
ing. E v e ry w h ere  they  look today, insur­
ance execu tiv es see  th e ir  p o w er eroding, 
th e ir  m a rk e ts  co n trac tin g , and their 
p ro fits  ev ap o ra tin g . " T h e y 're  in a s ta le  
o f pan ic," say s  J. R o b e rt H u n t­

e r, p re s id e n t o f  th e  N ational In su ran ce  
C o n su m er O rg an iza tio n  and  th e  in d u s­
tr y 's  best-kn ow n  critic. C o n su m ers and  
o th e r  in su ran ce  b u y ers  a re  b en efitin g  
fro m  th e se  developm en ts, w hich a re  p ro ­
d u c in g  b e t te r  in su ran ce  se rv ices  a t  m ore 
co m p e titiv e  prices. T h e  in su ran ce  in d u s­
try , h o w ev er, m ay end  up lo s in g  its s ta ­
tu s  a s  th e  ch ief p rov ider o f  th e se  s e r ­
vices. It is th re a te n ed , sa y s  c o n su lta n t 
O rin  S. K ram er, "b y  a period  o f lo n g ­
te rm  decline"-—a  rev e rsa l o f  fo rtu n es  
th a t  w ould be a m o n g  the  m o st d ram atic  
fo r  a m a jo r in d u s try  in A m erican  b u si­
n e ss  h is to ry .

I n s u re r s  a re  su ffe r in g  fro m  m any 
f o r c e s  b e y o n d  th e i r  c o n tro l, n o ta b ly  
s u rg in g  liab ility  d am ag es th a t  have be­
s e t  p r o p e r ty /c a s u a l ty  co m p a n ie s  an d  
h ig h  in te re s t  ra te s  th a t h av e  
sq u eezed  life  insur- j - —'
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ers. Yet, says W a s h in g to n  attorney T . 
' Law rence Jones, V a g le v ’s |predecessor 
I n l  the \IA . ‘ They 've  created a lot o f  their 
I ow n prob lem s."

In su rance  ex ecutives  hav e  lo n g  b e e n  
k now n for their obst inate  resistance to 
c h a n g e  a n d  new ideas— a not s u r p r is in g  
shortcom ing  for in d iv id u a ls  used to the 
stab ility  o f  cartel life  a n d  w hose b u s i­
ness is pred ict ing  the future by ex trap o ­
la t in g  from  the past. ‘ T h e y 'r e  the nicest, 
m ost hono rab le  p e o p le  in  bus in ess ,"  says  
Jones . " B u t  they ’ re not the most im a g i­
native or creative."

T h e y  are, t h o u g h , w ork ing  on  strate­
g ies  to c lean  u p  their  im a g e  a n d  b e fr iend  
their antagon ists . " T h e  ind us try ’s in- 
s linrt is to say n o , d o  n o th in g ."  says 
V a g le v . " W e ’re tr y in g  to de v e lo p  affir - 

j m a liv e  responses."  B u t  the ou tlook  is 
I not prop it ious , for the industry faces 
; m a n y  no x iou s  c h a n g e s :

■ Its custom ers are r e b e llin g . T h e  revolt 
: by C a lifo r n ia  consum ers  aga inst s o a r in g  
: u u to m o b ile -in s iir u n c c  rates last year rub  

m iu a le d  in voter app rov a l o f  P rop os it ion  
|u T , w hose sw e ep in g  reform s in c lu d e  a 

| " i i ; rollbaek in a u to  a n d  other ins ur a nce  
I ra les. T in -  fever is s p r e a d in g . A s m a n y  
: as ID  s im ila r  voter in it iat iv es  are po ss i­

ble in 1;)!)(), a nd  .TOO iiis iir a n c e -r e fn n n  
b ills  have been in trod uced  in  dozens  o f  
sta le  leg is latures . C or pora tio ns  are b y ­
pass ing  insurers in  fa­

vor o f  do -it-yourself approaches , w hich 
are s ip h o n in g  o f f  a third o f  the proper­
ty/casualty  industry's pr e m iu m s . “ W e 
hav e  large ly  ign ore d  a nd  m istreated our 
custom ers .”  concedes L e r lic  C h eek  1 1 1 , 
h ead  o f  C r u m  K Forster In s u r a n c e  Cos.* 
W a s h in g to n  offie
■ '!''*•* u id u s ir t  * po lit ica l c lout is cru m ­
b lin g . S u ite  leg is lators a nd  insurance

As markets shrink and 
profits evaporate, the 
industry seems headed 
for a fierce shakeout

com m iss ioners , once  com fortab ly  in the 
ind us try ’s pocket, are now  more in d e ­
p e nden t , even adversaria l. In  W a s h in g ­
ton . Ihi* industry has suffered som e e m ­
barrass ing  leg is lative  defeats. "They're  
lo s in g  control o f  their destiny ,"  says 
B ruce  A .  B u iin e r . a partner at account­
in g  firm  K I ’MU Peat M arw ick a nd  form er 
C a lifo r n ia  insurance com m iss ioner .
■ S om e  insurance  m arkets face po ss i­
b le  go v e rnm e nt takeover. T h e  a uto  
a n d  hea lth  markets hav e  becom e 
s o d y s fu n c t io n a l, with

m illio n s  o f  p e o p le  u n a b le  to get a f fo r d ­
ab le  co v e rage , that these m arkets m a y  
be  in c r e a s in g ly  a s s u m e d  by  state a n d  
federal in s u r a n c e  m e c h a n is m s . In s u r ­
ance c o n s u lta n t  B arba ra  J . I<auUsen- 
hciser sees " a  real tendency  tow ard s o ­
c ia lization  o f  a ll insurance ."
■ T h e  cartel is d y in g . C o m p e t it io n  bus  
becom e v ic io u s . "Soft"  m arkets, w hen 
insurers often  lose  m o n e y  u n d e r p r ic in g  
each other, are more protracted, w h ile  
"hard" m arkets , w h en  c o m p a n ie s  can  
raise prices a n d  r e b u ild  b a la n c e  sheets, 
are briefer. C r it ics  are s e e k in g  to a b o lis h  
in s u r e r s ' a n t it r u s t  im m u n it y ,  w h ic h  
co u ld  m ak e  c o m p e t it io n  even worse.
■ Insurers' f in a n c ia l h e a lth  is deter iorat­
in g , " T h e r e  w ill a lm os t certain ly  he a 
m a jor  s h a k e o u t , m a jor  in s o lv enc ies , a n d  
f ina n c ia l d is locat ions ,"  says Robert I I .  
M oore, sen ior  v ice-president o f  A le x a n ­
der & A le x a n d e r  Services In c ., a la rge  
insurance broker. M o r g a n  S ta n le y  C o . 
analyst N o r m a n  L .  R o s e n th a l foresees 
"a f u n d a m e n ta l d o w n s iz in g  o f  the prop- 
er ly /ea sna lty  ind us try ."  L if e  insurers 
also  face s h r in k a g e . W h ile  they hav e  
m ostly escaped  ser ious  im a g e -ta r n is h ­
in g ,  t h e ir  p r o f it s  are  a ls o  u n d e r
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severe, pc*rl»aj>s irrovnrsililt*. pressure.

The proximate cause of the property/ 

casualty industry’s traumas was the 

widely publicized liability-coverage crisis 

of 1954-86. After a six-year price war, 
insurers hiked some premiums several­

fold. They refused to write or renew 

other coverage, which closed down facili­

ties from jails to day-care centers. They 

blamed excessive liability litigation. But 

mainly, they had simply panicked, in 

typical herd-like fashion, when their 
profits sunk to new lows. Their actions 

set off a fierce public backlash— "retri­

bution beyond the industry’s wildest 

imaginings," according to Cheek. 

j o l t i n g  b lo w . Yet the roots of the in­
dustry’s traumas extend back much fur­
ther, to attitudes engendered by the in­

surance cartel, organized during the 

1800s by fire insurers, forerunners of 

today’s property /casualty companies. 

The temptation to slash prices has 

always been intense in insurance mar­

kets because insurance is sold primarily 
on price. To protect profits, insurers 

erected mechanisms to fix prices, stan­

dardize products, and share information.

In 1944, the cartel suffered a jolt— the 

Supreme Court held the industry subject 

to federal antitrust laws. But the indus­

try flexed its political muscle and won 

passage in 1946 of the McCarran-Fergu- 

son Act, which exempted it from anti­
trust laws so long as it was regulated by 

the states. McCarran left intact the car­

tel's price-fixing mechanism, a group of 

industry-controlIH rating bureaus, most 

of which were consolidated in 1971 into 

the Insurance Services Office. The ISO 

issued "advisory" rates that were high 
enough to protect even the most ineffi­

cient concerns from insolvency.

The cartel began unraveling in the 

1950s. Auto and homeowners insurance 

came to be dominated by large "direct 

writers" such as State Farm Mutual 

Automobile Insurance Co., with in-house 

sales forces. They underpriced other in­

surers that sold policies through vast 

networks of high-eommission indepen­

dent agents. The agency writers were 

forced to discount iso rates.

Commercial insurers followed iso until

the 1970s. w h en  s u p p ly  a n il d e m a n d  b e ­
cam e b a d ly  im b a la n c e d . O n  tin* s u p p ly  
s ide , the cartel, like a ll cartels, had  
chron ic  excess capacity a nd  excess cartel 
m e m b e r s h ip . R e t u r n s  on  e q u it y  o f  
a ro und  2517 a year started e n t ic in g  b i l ­
lions o f  do lla rs  o f  now  underw riting  ca­
pacity , es pe c ia lly  from  the b o o m in g  l/>n- 
don  m ark et, w here insurers lay o f f  som e 
o f  their  risk w ith  reinsurers.
Demand growth, meanwhile, was al­

ready-slowing, Increasingly sophisticat­

ed corporate risk managers began insur­

ing themselves. Companies, industry 
groups, even municipalities and nonpro­

fits set up alternative facilities such as 

their own "captive" insurers. According 

to the Tillinghast division of Towers, 

Perrin, Forster & Crosby, a consulting 
firm, the alternative market now has a 

3.7,v- market share, depriving insurers of 

850 billion in annual premiums. By 1995, 

Tillinghast projects, the alternative 

share could reach 50'L

Insurers could not have forestalled 

the alternative market. But they are to 

blame for its rapid growth. In hard mar-

A I G  T H R I V E S  O N  B U S I N E S S  O T H E R  C O M P A N I E S  W O N ’T  T O U C H

S hanghai's teeming port drew 

many a dreamer and adventurer 

at the century’s turn. One enter­

prising American, 27-vear-old Cornelius 

Vander Shirr, founded an insurance 

company in a two-room office in 1919. 

Only in 1926. by which 

time lie had offices 

throughout the Far 

Fast, did Starr open a 

N’ew York branch,

That’s a circuitous ori­

gin for what evolved 

into American Interna­

tional Group Inc., the 

largest shareholder- 

owned commercial in­

surance company in 
America. But then 

again, A IG  is unlike any 
other U. S. insurer.
'G e n i u s .' W h i le  m ost 
ignore  overseas m ar­
kets, A IG  operates in 
m ore than 130  co un ­
tries. A s  m anv  A m er ican  rivals posted  
ane m ic  returns, a IG  earned an  average 
return-on-equity o f  18/7 this past d e ­
cade b y  ca n n ily  e x p lo it in g  less p o p u la r  
markets a nd  k e e p in g  a tight check on  
costs. W h ile  its rivals m ostly  sell c o m ­
m odity  products, A IG  excels in  exotic 
n iche  markets— a ll for a  pretty p e n n y .
The company's success clearly bears 

the stamp of Maurice R. "Hank"

AIG'S STOCK 
OUTDOES ITS GROUP
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Greenberg, its tough, combative chair­

man, president, and ego. A trim, fit 

New Yorker of legendary discipline, he 

took the helm from Starr in 1968, when 

A lf i’s net income was $17.2 million. Us 
slock market value the following year, 

after going public, was 

some $285 million. In 

19SS, A IG  earned $1.2 

billion, and the compa­

ny's market value is 

now 515.5 billion. Says 

New York Slate Insur­

ance Superintendent 

.lames P. Corcoran: 

"The guy’s a genius."

As with Michael R. 

Milken on junk bonds, 

when the G3-year-oId 

Greenberg talks insur­

ance, people listen— if 
uncomfortably. Charm­

ing and wryly humor­

ous, Greenberg can 

turn acerbic when hold­

ing forth on common industry prac­

tices, such as lax underwriting stan­

dards. Indeed, says an insurance 

broker, he’s "widely loathed" by his 

peers, regarded as a brilliant loner who 

refuses to join major industry trade 

groups or schmooze with competitors. 

Greenberg, often trotting the globe, 

runs an entrepreneurial, high-slress 

workplace. For executives who can

hack it, the reward is a slice of man­

agement’s 31!" stake in a n ;, with 

Greenberg alone owning or controlling 

stock worth $670 million. Says T. Law­

rence Jones, former head of the Ameri­

can Insurance Assn.: “Greenberg is the 

only man to make an absolute fortune 

in insurance over the last 20 years."

He did it by taking risks others 

shun. Although A IG  sells a broad range 
of insurance products, "we look for 

markets without a,lot of competition," 

says Thomas R. Tizzio, vice-chairman 
of A K i’s North American property/ca­
sualty business.

O N LY  G A M E  in  T O W N . Among its special­
ty products are liability insurance for 

directors and officers, coverage it's 

flogging in Europe as deal mania 
sweeps the Continent, and for profes­

sionals, mostly lawyers and accoun­

tants. AlG's trademark is seizing oppor­

tunities, says Jones, recalling that 

during the difficult market of the late 

1970s, Aid's directors and officers poli­

cy was the only one the trade group 

could buy. Currently, the company is 

among a handful selling tailor-made 

pollution liability policies

For its multinational clients, Alt; of­

ten underwrites worldwide coverage. 

Unlike other U.S. insurers, i: has ea­

gerly provided services and backup 

coverage to the offshore “captive" in­

surers since the movement's earlv



krts. i)n-v acted ;is  if  buyers l iu ii 
m iw ln-re *'|sc i i i  g o . ja c k in g  u p  
pi'iir.- atul w a lk ing  aw ay from  
lines liia t  seem ed  unattractive ,
'T lu-ir h cav y -liandcdncss  rea lly  

lu r n e d  off  a  lot o f  their c lients ,"  
says R ic har d  C .  H e y d in g e r , risk 
m a n a g e r  for  H a l lm a r k  C a r d s  
Inc . N ow , h undre ds  o f  m a jo r  
com panies a n d  large portions  o f  
industries s uch  as p h a r m a c e u t i­
cals and  chem ica ls  are s e lf - in ­
sured. A fter the industry  a ll b u t  
aba ndon ed  the m ed ica l-m a lp rac - 
tico market in  the 1970s, doctors 
and  hospita ls  set u p  their ow n 
insurance veh ic les . Insurers  h av e  
m ade little headw ay  try ing  to re­
g a in  market share. ISO P re s id e n t  F r e d  R . 
M areon concedes that m ost o f  the b u s i­
ness Inst is “ g o n e  forever."

Insurers for years ig n or e d  the  a ltern a ­
tive market, re fu s in g , for ins ta n c e , to 
dea l with captives. In s u r a n c e  brokers, 
th o u g h , created a lucrative b u s in e s s  by 
h e lp in g  In  set u p  a n d  m a n a g e  captives . 
Insurers' be lated efforts to offer  ser­
vices to captives have not b e e n  very s u c ­
cessful. " T lie v  co u ld  hav e  be en  the le a d ­

A \ \ \ \

ers,"  says C h a r le s  L .  R u o f f , h e a d  o f  
strateg ic  p la n n in g  at F r e d  S . J a m e s  &  
C o . ,  a  la rge  ins ur ance  broker. " H u t  by 
the  t im e  they got interested, the  s h ip  
h a d  left the dock ."

T h e  bus in es s  that insurers are lo s in g  
to a lternativ e  m arkets tends to be  their 
best b u s in es s . T h e  reason is a  p e rn ic ious  
process k now n as "adverse s e lect ion ."  
(C om pan ies  w ith low  ins ur a nce  risks tend 
to ins ur e  them se lv es , w h ile  risk-prone

co m pan ies  tend to buy insurance 
A n d  tin- risks that self-insurers 
retain le n d  to be tbeir  most pre­
d ic tab le , suclt as workers' c o m ­
pe n s a t io n . T h e y  g o  outs ide  m a in ­
ly for b igh-r isk  coverage , s uch  as 
ib o  catastrophic loss o f  an  o ff ­
shore o il r ig . " T h e  insurance in ­
dustry is b e in g  left with a m uch  
w orse hook  o f  bus in ess ,"  says 
c onsu ltant B a r b a r a  I>. Stewart. 
A  few  venturesom e insurers, n o ­
t a b ly  A m e r ic a n  In t e r n a t io n a l 
G r o u p  In c . (box), d e v e lo ped  the 
sk ills  to h a n d le  new , to ugh  risks, 
o n  w hich they m a k e  b ig  profits. 
M os t com pan ies , th o u g h , chase 
the s h r in k in g  s u p p ly  o f  routine 

low -risk bus in es s , ex acerbating  overca­
pac ity  a n d  com petit ion .

T h e  a lternative  m arket a n d  g r o w in g  
overcapac ity  have m a d e  insurance  cycles 
h a zardo us . H a r d  a n d  soft markets each 
us ed  to last about three years. B ut the 
soft m arket that b e g a n  in  the late 1970s 
was the lo nge st (six years) and deepest 
in  h istory . A n d  desp ite  the sharp price 
h ik es , the latest hard m arket was about 
the shortest (IS m onths). A g g r a v a t in g

days. A n d  Air. is com fo rtab le  creating  
markets. F o r  instance , it  p lo w e d  new  
g r o u n d  s ta r lin g  in  1979 b y  e n te r in g  
jo in t  ventures with Ea s t  B lo c  nat ion s .

In  a classic G r e e n b e r g  m o v e  to t ik e  
adv an tage  o f  others’ in e p t itu d e , Alt; is 
a bo ut to e x p a n d  its m in o r  presence in  a 
troubled M a in  Street b u s in e s s — auto  
insurance . It  a im s to tap the latest 
m arketing a n d  serv ic ing  te c h n iq u e s  to 
h o ld  dow n ex penses  w h ile  reduc­
in g  c la im s costs th r o u g h  other 
in n o v a t io n s — in c lu d in g  p o s s ib ly  
its ow n repair shops . " W e expect 
to he a m a jor  underw riter o f  the 
business in  the future ,"  says 
G re enbe rg .

F in a n c ia lly , how ever, A lt; is 
conservative. It  tries to earn a 
buck the o ld -fa s h io n e d  way in  in ­
surance— th r o u g h  u n d e r w r it in g  
profits. Its executives are a lm o s t  
cult-liko in  their ins istence that 
prem ium s he h ig h  e n o u g h  to re­
flect a po licy 's  risk. “ Ex i> ect ing  
investm ent in c om e  to ba il y o u  
out is a d a n gero us  g a m e ,"  says 
V ic e -C h a ir m a n  Ed w a r d  E .  M a t­
thew s. A lt ; c a n  a ls o  c o m p e t e  
hard w ithout lo w b a llin g  rates s ince  it ’s 
a tightw ad c o m p a n y . It is a  low -cost 
producer w ith an  ex pense  ratio o f  
about 20'/;; m ost com petitors  h av e  a 
ratio o f  a r o u n d  30’ «. 
g l o b a l  r o o t s . T h e  c o m p a n y ’s g lo b a l 
network com es d irectly  o u t  o f  its for­
e ig n  or ig ins . A lt; sh ifted  headquarters  
from  S h a n g h a i to N e w  Y ork  o n ly  in  
1939. In  sharp contrast to its U .  S . c o m ­

p e t it io n , s om e  3 1 ’"> o f  its property/ca­
s u a lty  op e r a t in g  profits  a n d  93'/! o f  its 
life  insurance  o p e r a t in g  in c o m e  were 
ge n e r a te d  overseas in  1988. A b o u t  (io ': 
o f  a l l pretax e a r n in g s  cam e from  for­
e ig n  m arkets d u r in g  the past 1 1  years . 
" W e  und erstan d  d o in g  bu s in e s s  g lo b a l­
ly ,"  says  G r e e n b e r g . “ W e  feel com fort­
a b le  in  a n y  part o f  the w orld ."

AKi’s fo r e ig n  op erat ion s  are a source

o f  stab le  profits , w ith in c o m e  from  
m a n y  less com petit ive  m arkets, e s p e ­
c ia lly  in  fast-grow ing  S outhea st A s ia , 
o ffs e tt in g  the e a r n in g s  d r a g  from  v i­
c io u s  pr ic in g  cycles in  the U . S .  In  J a ­
p a n , Alt; is a strong  n ic h e  p layer , ra n k ­
i n g  th ir d  in  p e r s o n a l a c c id e n t  
ins u r a n c e , for o n e , a n d  is a b o u t  to e x ­
p a n d  there th r o u g h  a  new  c o m p a n y  
c los e ly  tied to J a p a n  T r a v e l B u r e a u

In c . In  a n t ic ip at io n  o f  E u r o p e  1992, a h ; 
recently restructured its C on t in e n ta l 
operat ions  by r e p la c in g  13  d ifferent n a ­
t iona l co m p a n ie s  w ith a new  one , Paris- 
bas e d  UN at, ak; is e x p a n d in g  into  f i­
n a n c ia l services a n d  is a lready  a factor 
in s uch  m arkets as internationa l inter- 
cst-rate sw aps a n d  overseas m erchant 
h a n k in g .
o n e -m a n  s h o w . A lt h o u g h  it’s still a b le  

to turn a profit  s e l l in g  life p o li­
cies in B e ir u t , som e o f  a i d 's  for­
e ig n  adventures d o  g o  sour. A f ­
ter years o f  s tr u g g le , a k ; f in a lly  
broke into the S o u th  K o rean  life  
m arket, but b us in es s  is m o r i­
b u n d  with h a lf  its agents  out on  
strike. A n d  w hile  it ’s si ill in s u r ­
in g  fore ign  interests in  C h in a  d e ­
sp ite  the G r e a t  L e a p  Backw ard, 
h ope s  for e x p a n d in g  into  the d o ­
m estic  market o f  A id 's  historic 
h o m e la n d  have d im m e d  for now . 
B ack  in the U . S . ,  even A id 's  
e a r n in g s  m a c h in e  w ill sputter if 
pr ice-cutting  in  the com m ercia l 
m arket continues . W a ll Street is 
e d g y , too, a b o u t  th e  lack o f  an 
o b v io u s  corporate heir to the 

d o m in a t in g  G r e e n b e r g .
S t ill , G r e e n b e r g  is co nfident that A id  

is set to m ak e  the most o f  the uph ea v a l 
he sees rack ing  the property /casualty 
bus in es s  these next few years. A fter  
a ll, in  C h in a , A id ’s b ir th p lace , the w ord 
crisis is m a d e  up  o f  the characters for 
d a n g e r  a n d  opportun ity .

Hii Christopher Farrell in A Vic 5'or/.-, 
irith bit mm report.*
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"fT'S A HOLOCA UST,"  SAYS VAGLEY O F  THE AMERICAN INSURANCE ASSN. "THEY'RE IN A RANIC," SAYS CONSUM ER ACTIVIST HUNTER
(Ik* severity <>f recent cycles has h im  a 
big shill in the industry’s business mix. 
(Jure it w rote mainly property coverage, 
where claims are  made sunn a fte r an 
accident. Now it mainly sells liability 
coverage, where dam ages a re  less p re ­
dictable and often do nut su rface until 
year-- a fte r a po licy  is w ritten. And w lnu 
property loss costs have been dropping 
liability costs keep rising. Still, wit 
claims rusts so far o ff and uneertai’ 
mun\ insurers feel le.-.s inhibited in ec 
ling prices, often recklessly.

I.il'e insurers for years avoided I a 
competitive havoc of their properly,\a- 
sualiy brethren. They had somethin)' o f 
a carte! of their own. Kvorynne followed 
the pricing lead of the large Hastern 
mutual companies. They grew  fat on the 

j wondrous creation known as whole life.
I with tt- huge spread between the nig­

gardly y ie ld  to policyholders and tin- 
lush re tu rn  on insurers' investments.

Ilouble-iligit interest ra te s in the early 
liiSUs wrecked the husiness. (luslomers 
In night cheap term  insurance and defect­
ed to nigh yield inu 'slinciits offered by 
hanks and mutual funds. In su rers were 
foro-d to counter with market-rate prod­
ucts sucii its universal life. Their spreads 
arc now so wafer-thin th a t some hig 
player.- sm-h as Cigna Corp. and T ravel­
ers Corp. a re  sharply reducing their life 
husiness.
c o a l i t i o n  f o r  c h a n g e .  The a lready  
badly tatte red  property ''casually cartel, 
meanwhile, faces fu rth e r damage, h i s t  
year, Id s ta les filed su its alleging that

insurance defendants conspired, s ta r t ­
ing in 1 U.XIJ, to restrict the availability of 
eomim-rriaMiabiliiv covenige. mainly by 
altering the term s of the industry’s most 
widely used policy. The su its say the

defendan ts used ac ts of "boycott, coer­
cion" and “ eiii-v «|." which a re  ex­
c lude ’ ‘nrran-l-’ergu.-on
,-V" ,. ii!v. The alleged

.<( the price war by limiting 
.cording to the stales, this wa- 

•oiii-tanl contributing fae ior" to 
aabibty crisis.

t federal judge recently said lie in 
■nils to dism iss the litigation on the 

p o u nd s  that the defendan ts’ action- 
wen- im m u n e  from pro ed ition  under 
McCarran, Such a ruling, which will be 
appealed by the sta les, would lil-ely in 
tensify  the already broad political a s ­
sau lt being mounted against M rCarran.

Nationnl heallh insurance has 
always been a political 
Ion” shot. But corporate 
backing could change that

Congress is considering severtd bills 
that, while allowing some joint activities, 
would sharply modify the act To indus­
try critics, McCarran syniboliv.es in­
d u s try ’s privileged status.

Cnnsumerists. many of wlmm con.-ider 
insi.irance reform  tlu-ir top p rsn ity . have 
put tog e the r a formidable eoatitiou that 
includes groups representing women, 
minorities, labor, senior eui-.i-ns. ami 
small business. They lane even enli-ten 
the in flu en tia l Am erican L a r Assn., 
many of whu.su members resent being 
blamed by insurers for causing tb>- li­
ability crisis.

Once, such a coalition would have

been no match for the insurance lobby. 
Hut now, says a Capitol Hill staffer, the 
insurers "don't have anybody on tbeir 
side.” S ta te  insurni.ro enmmissiniiers 
and legislators a re  distancing llieni- 
selves from the mud-splattered industry. 

I Insurance brokers, oiier close to insur 
I ance executives, a re  now loyal to rorpo 
, ra te  risk managers.
j W A N IN G  P O W ER . Insurers' most powerful 
j allies have been the lo<l,l)l)ll independent 
1 in.-uraiiee agents wlm say.- a lobbyist.

a ti "tin- industry’s  shock troops ” Aided 
j by fat l‘.\< budgets, they h aw  intimate 

political eouiiectinns !tt tin- .-'at-- and fed­
eral level. Officially tin- agents bark 
.Met'arran. However* say,-, Ileiuiis .lay. a 
spokesman for the National Association 
o f  I'rofi-ssinnal Jn s itra n e e  A gen ts, 
“we're no longer following v ith blind 
faith what the big carrie rs want.”

Signs o f the industry’s waning poltli 
ra i power are abundant In what lie- 
\lV s  Vaglev calls "a major defeat,’’ tie- 
industry failed to derail the I'.i-tl Liabil 
ily Risk Retention Art, which made it 
much easie r for businesses to self-in- 
sure. Viigb-y has been tpii-'tly exploring 
a compromise on McCarran "A number 
o f our members feel iLs lieiiefits a re  out­
weighed by tin- political mischief it cre­
a te s ." be savs. The iso, meanwhile, re ­
cently ,-u-iiouiieed that next year it will 
slop issuing advisory ra les and instead 
estim ate fu tu re losses and related costs. 
Insurers will then have to factor in their 
own projections o f profits and overhead 
While critics claim that |.<o figures will 

i still facilitate price-fixing', the move is 
, likely to heighten ra te compi tition

.Some o f tin- industry’s most important 
m arkets face an even more serious 
threat: government takeover. The reason
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is a b ig  > in lt hi 'im'Ii'In vii-w <>l 
• I n u l l  t .iin l • • I i i i “ i i ( : i i i i T  \r 
r > > r * l . i l itiii<> au>| ill-all|| insur
. l l l t v  I ImW  II I ' '- -  ilia a V it llllr

la r i n|iiinii Ilian a- a iuiTs*ity, 
even an i -1 ■ i it i h i  it Insurers, 
though, iliili't unlit lii m*1I tiffin'd- 
al>li> insurance In everyone. They 
ili'liliriaU’ly ilini i iniinati- They 
e h a ig c  jmmijiIi* ?111• 11y'111 I"  Ini 
good ri.-ks relatively law rains.
H a il risks, w ho a m  ofte n  poor, 
a m  charge d  h ig h  p r e m iu m s . re­
gard less  o f  wii«*lli«*i‘ l im y  ran  u l- 
f i in l  it. a n i l  11 icy m a y  la* d e n ie d  
coverage a ltoge th er , T h e  result: 
r iiillin iis  o f  A m e r ica n s  w itli little* 
if  any  insurance .

,la m es  M . S iu i ic , form er M as- 
n ii i' lm s i' it s  in s u r a n c e  c m n m is -  
s inner  w in • now  run s  a s m a ll a u t o  in s u r ­
er. says ti e insurants ind us try  " s h o u ld  
h av e  taken tin- in it ia t iv e"  a n d  w urked 
w ith tie- g o v e rnm e nt  to d e v e lo p  a m ix  o f  
p u b lic  a n d  private m e c h a n is m s  " In  m ak e 
s u m  its p i’o-loet were a v a ila b le  a n d  a f ­
fordab le  in  a li,"  In s te a d , the ind us try  
ig n or e d  the p r o h li- lii. It pa id  little  h eed 
to loss pre v ention  a n d  s im p ly  passed 
costs to custom ers . N o w , the a u t o  a n d  
h ea lth  market-- a m  in s uch  d isarray  that 
d e m a n d s  a m  g r o w in g  for g o v e r n m e n t  
insurance  e o v er in p  ev eryone .

In  m i l l • ins 'a m v . w iiieh  produces  -12'- 
o f  tin proper ly  c a s u a lly  industry's  v o l­
u m e , the net us lo r  s oc ia liz ed  in s u r ­

a n c e  s tem s fr o m  r e le n t le s s ly  r is in g  
c la im s  costs a n d  p u b lic  pressure o n  slate 
r e g u la t o r s  to k e e p  p r e m iu m s  low  
P la n n e d  h\ losses, s om e insurers are 
le a v in g  the a u t o  hus iness . O the rs  are 
• t in i in i'  d o w n  m ore h a d  risks In  large 
u r b a n  s lates w ith tin- h ighest costs and  
p r e m iu m s , no tah ly  N ew  Jersey a n d  Mas- 
s a c h u s e lts , dr ivers w ho c a n ’t afford or 
i ;e i  in s u r a n c e  are re legated  to " res id u ­
a l"  m arkets o f  last resort s ubs id ized  by 
insurers a n d  s lates . N e w  Jersey's state- 
run re s idua l m arket has h a lf  the state's 
auln.N a n d  a b il l io n  deficit 

A u t o  insurers ".re now  p u s h in g  such 
m easures  as broader no -fa u lt  law s m id

cheap n o  frills policies Hut some 
uli-.-rvvi's feel these s o lut ions  d o  
not g o  far e n o u g h  " If  this s itua 
lio n  continues ,"  says < n u n  A 
Knr-ter ’s C h e e k , ' I d o n ’t see a n y  
a lt e r n a t iv e  to a g o v e r n m e n t  
takeover.”  A s  states have to foot 

,*.» more o f  the h ill for the bad  risks,
observers feel, som e w ill want to 
insure a ll motorists. W ith  m o n o p  
olv  pow er, they c o u h l control 

/t costs a n d  subs id ize  poor  risks
^  with pre m ium s  from g* c.d ones

Stales that d o n ’t soc ia lize  w ill 
still likely c o ntin ue  to sub ject in ­
surers to low -return, utility -type 
regu la tion .

T h e  outlook  for hea lth  mstir 
era is a lso  gr im . T la - ir  market is 
a lready a patchw ork o f  p u b lic  

a n d  private system s. In  theory, it m ake! 
sense ; private insurers, m a in ly  life  c o m ­
p a n ie s . w ho get a third o f  their p r e m i­
u m s  from  h ea lth , serve the g o o d  risks 
w ho can afford to pay . T h r o u g h  nn-di 
care a n d  m e d iea id , the governm ent s u b ­
s id izes coverage for the o ld  a n d  poor 
N o n p r o f it  H im - (Y o s s / H h ie  S h ie ld  helps 
the gove rnm e nt by  s e llin g  coverage to 
a ll co iners.
m in im u m  s t a n d a r d s . Hut t in - arrange 
m oot is bre ak ing  dow n. (Jovernm ei't pro­
gra m s  have becom e m ore restrictive a n d  
cover a d e c lin in g  portion o f  the needy . 
A n d  the lo s s -p lagu ed  H iu e s  are target­
in g  better risks. T h is  is r a is ing  the m in i-

V E R M O N T :  L A N D  O F  G R E E N  M O U N T A I N S  A N D  S E L F - I N S U R A N C E

M
o n tp e lie r , V t ., w ith its g o ld -  
d o m e d  cap ito l a n d  ta ll-sp irod  

I churches , m ak es a n  u n lik e ly  
headquarters  for K id  "captive"  in s u r ­
ers. T h e s e  are pap er  v eh ic les  created 
by  corporations , ind us try  g r o u p s , a n d  
nonpro fits  that h a v e  o p ted  to f in a n c e  
their  ow n risks. In s te a d  o f  s e n d in g  
c la im s  to an  ou ts id e  insurer , c o m p a n ie s  
w ith V e r m o n t  captiv es  route them  
here, u s u a lly  to s pec ia lized  c la im s-pro- 
ce ss in g  c o m p a n ie s . N o  fus s , n o  m u s s , 
an'- n o  surpr ise p r e m iu m  h ikes .

NY f ly -by -n ighters  e ither . A m o n g  the 
corporations w ith  V e r m o n t  captives  
are AT&T, H ew le tt-P a c k a r d , a n d  C it i­
corp. M o n tp e lie r  a lso  hosts the largest 
nu m b e r  o f  risk-retention g r o u p s — in ­
s u r a n c e -b u y in g  p o o ls  e n a b le d  b y  C o n ­
gress in 1 ‘JSli for g r o u p s  such  as law ­
yers w ho f in d  it lo u g h  to g e l co verage .

W h y  does  V e r m o n t , th e  state o f  m a ­
ple  syrup a nd  ski h u m s , now  r iva l B e r ­
m u d a , the  lo n g t im e  h o m e  o f  corporate 
c a p t iv e s ?  B e c a u s e  im a g e -c o n s c io u s  
com pan ies  w anted a base free o f  a n y  
offshore , ta x -d u c k in g  c o n n o ta t io n s . In  
IDT!.1, Ed w a r d  M e d ia n , director o f  cap­

tive in s u r a n c e  at the 
state B a n k in g  k I n ­
s u r a n c e  D e p t ,  in  
M on tp e lie r , a n d  insur­
ance  brok er H .  L in ­
c o ln  M il le r  b e g a n  
tr a n s fo r m in g  V er m o n t  
in to  a  h a v en  for cap­
tives. State le g is la t io n , 
in  19 8 1 , in c lu d e d  low  
in it ia l cap ita l requ ire­
m e nts , a n  a n n u a l a u ­
d it , a n d  a hefty  dose 
o f  se lf-reg  R a t io n . R e ­
su lt?  V e r m o n t  is now- 
h o m e  to  tw ic e  as 
m a n y  captives  as a ll 
other states c o m b in e d . 
a  b o o n .  V e r m o n t e r s  
b e n e f it , too. L a s t  year, 
the state co llected som e S-l m illio n  in  
taxes o n  pr e m iu m s . A n d  the bus iness  
lias  created m ore than  100 jo b s — not 
h a d  for a s la t e  w ith on ly  500,000 resi­
dents . B u t  m ost s ig n if ic a n t , says M ee­
h a n . is the re qu ire d  a n n u a l hoard m eet­
in g , a  b o o n  to the tourist trade. " T h e  
boards  o f  directors com e for two or

TINT M ONTPELIER IS HOM E TO  1 63 
CAPTIVE INSURANCE COMPANIES

four day s , they stay in 
th e  b e st  h o t e l, d o  
som e s k iin g  or the fo- 

: lia g e  th in g  in  the fa ll. 
It  really  he lp s  the lo ­
cal ec ono m y ,"  he says.

O t h e r  s t a le s , je a l ­
ous o f  V e r m o n t ’s suc- 

I cess, are tr y in g  to at­
tract c a p t iv e s . B u t  
V erm o nt is s ta v ing  o ff  
the com petit ion  with 
its te llin g  co m b in a t io n  
o f  attractive law s, ef­
fic ie nt in s u r a n c e  d e ­
partm ent, a n d  p lenty  
o f  s k ille d  in s u r a n c e  
professionals .

M ee han  expects tw o 
ne w  g ia n t  c a p t iv e s , 

w ith over S I00 m illio n  in  a n n u a l p r e m i­
u m s  each, to op en  this year. A n d  “ ju s t  
w ait unt il the next [in s u r a n c e ] crisis," 
says Char les  T a g m a n , a pr inc ipa l with 
consu ltants  T il lin g h a s t  in B o s to n . " T h e  
n u m b e r  of  captives cou ld  tr ip le . V e r ­
m ont w ill h e  the m ouse that roared."

By Laura Jereski in Montpelier, 1-’/. i
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b<-r (if |n*D|i|i* w ithout .o v e r a g e , i k w  37 
iii it liiiD  M a n y  hosp ita ls  treat the 'tuin- 
M ired Init then in f la k ' b iils  for c iien l*  
w ho a n '  a b le  In  pa y . in i iu i ly  em ployers . 
T n  arrest sk yrock eting contu, w inch  have 
resisted years of  r o n ln in m e n t  pro gram s, 
<!•)' n f  a ll large em ployer*  se lf  insure 
M ost insurers serv in g  the rest h av e  h een  
o|« ratinj' in  the m l .  T h e y 'v e  hee l) m i 
u l.) .- in  raise rates fast e n o u g h  to keep 
o p  with cost in f la t io n . T h e y ’re lo s in g  
market share to " m a n a g e d  care ’ iucili* 
ties s uch  as h c a it li in a in le im n c e  o r g a n i 
zat ions . A n i l  they ’ re lo s in g  b ig  m o n e y  on  
their nw n i i m o .s .

T h in g s  c o u ld  got even w orse. O h io  a nd  
s ev er a l othe r  s la t e s  a re  c o n s id e r in g  
state-run hea lth  p la n s . In  part to av o id  
p u k in g  u p  the ta l. for the u n in s u r e d , 
m a n y  large em ployers  s u c h  as C h ry s ier  
C o r p . a n d  A m er ican  A ir lin e s  In c . now  
support a federal p la n . N a t io n a l hea lth  
insurance  has a lw ays h e e n  a po lit ica l 
lo a n  shot, hut corporate b a c k in g  c o u ld  
c h a n g e  that. A federal system  w o u ld  not 
necessarily  threaten insurers . T h e ir  role, 
lo r  instance, w o u ld  tie preserved u n d e r  a 
In ’ ! s ponsored  hv S enator  Ed w a r d  M 
K e n n e d '. (I)-,M ass.I that w o u ld  im pose  
m in in n im  standards on  em p loy ers  a n d  
g u a r a n te e  s im ila r  coverage  to others 
th r o u g h  m e d ica id .

I tut critics, in c lu d in g  m an y  ph y s ic ia ns , 
c la im  the h e s i, in a v h e  o n ly , w ay to con 
ten! costs a nd  m ak e sure  everyone is

M O R I COM PANIES A R I D O IN G  W ITHOUT 
COV ERA GE— EXCEPT FOR CATASTROPHES

covered is to m ak e the go vernm ent the 
sole  payer T h e y  cite as a m o d e l C a n a ­
da's tax f inanc ed  nat ion a l hea lth  system , 
w hich  is far less ex pens iv e  than  that of 
the I ' . S  Insurers  c la im  its q u a lity  is 
infer ior . S t ill , o n ly  3 ' : o f  C a n a d ia n s  fa­
vor a sw itch to a I' .S .-s t y le  system , 
w h ile  t il’ ' o f  A m e r ican s  w ould  prefei 
the C a n a d ia n  system , a e ror iling  to I/ m is  
H arr is  a nd  E n d u p  p o lls ,
T H IN  m a f i g i n s . Sotiid i/ .ed  health  insur  
ance w o u ld  u s urp  insurers’ underw riting  
hus in e s s . except for excess coverage not

prov ided  hv the g o v e r n m e n t . Insurers 
c o u ld  serve as adm in istrators, m uc h  as 
they d o  today for corporate se ll insur 
i t s  K m  they w ould  face h enry  rnm pcti 
turn from  the K lu c s  a n d  no n iiiM irane e  
adm inistrators. A n d  they w o u ld  lose the 
inc om e  from  p r e m iu m  investm ent. Says 
D a v id  F , D ’ A le s s iiia lr o . h ead  o f  g r o u p
hi'ti it 11 I'm’ J o h n  l im it    M u tu a l l .ife
Instilaat'e  C o . :  " P roce s s ing  m ar p ius  are 
very th in  It ’s not a very g o o d  I iu m i io n s . ’ ’

O v e r  the next few v.-ur.s, co iiip a n ie s  
with th in  m ar g ins  ma> cons ider  th em ­
selves luck y , for they w ill at least he 
a liv e . T h a i  m ay  not he the case for do/.- 
eas. ev en  h und r e d s , o f  their com patriots.

O n  the surface, the proper ly  /casualty 
hus iness  looks fit. T h e  1 IIS - IX ! price 
h ik es , c o u p le d  w ith investm ent ga in s  
from  (lie  b o o m in g  stock a n d  h im d  m ar­
kets, boosted the industry's s u rp lus , or 
net w orth, to $ 117  b il lio n . F r o m  a jJ3.i i  
b il l io n  loss in  I its."., net inc om e  ju m p e d  to 
$ 12 .8  b il l io n  in Hiss'.

Kut appearances are d e c e iv in g . T h e  
q u a lity  o f  the po lic ies  that the industry 
is writ in)' is deter iorating , Price c u l l in g  
is ram pant. T o  c o m pe iis nte , insurers ar" 
s k im p in g  m i reserves for future c la im s . 
As a resu lt , says S he arson  L e h iiia t i H u t ­
ton In c  insurance ana lyst I M ayan 1). 
f ih o s e , current e a r n in g s  are "grossly  ex ­
a g g e r a t e d .”  F a m in e s .  further, d o  not 
reflect the d a n g e r  that insurers w ii! nev ­
er he a id e  to r o lle d  o n  c la im s  aga inst

S T A T E  F A R M ’S  H U G E  H A R V E S T  I N  A U T O  I N S U R A N C E

y  dw ard K . R u s t  Jr. ow ns a 
■ ■ s o y b e a n  a n d  cattle farm  
■ ■ n e a r  B lo o m in g t o n , II) . B u t  
w hen a h a il storm  h its , h e  w or­
ries less abo ut be a n s  th a n  a b o u t  
cars— m illio n s  o f  th e m . T hat's  
und ers ta n d a b le : A s  C K O  o f  State 
F a r m  M u t u a l A u t o m o b ile  In s u r ­
ance C o . ,  he covers m ore  cars 
K  an  a n y o n e  else . State F a r m ’s 
2 0 %  m arket share dw arfs arch­
r iv a l A lls t a t e  In s u r a n c e  C o . ’s 
1 2 %  stake. R u s t , the th ird  g e n e r ­
at ion  o f  h is  fa m ily  to h e a d  the 
co m p a n y , runs a ju g g e r n a u t  that 
sells  g o o d  service at a  fa ir  price.

A s  a “ direct w riter,”  State 
F a r m  se lls  auto  po lic ies  th r o u g h  its 
ow n 17 ,000 captive ag e n ts , w ho g e t 
1 0 %  co m m is s ion s , com pare d  w ith the 
1 5 %  rate for in d e p e n d e n t  age nts . T h a t  
he lp s  h o ld  State Fa r m 's  ex penses to 
1 7 %  o f  p r e m iu m  in c o m e , a g a in s t  the 
2 0 %  av er age  for co m p a n ie s  u s in g  in d e ­
pe nden ts . Low er  expenses  perm it low ­
er p r e m iu m s , a n d  d irect writers now  
control 6 3 %  o f  the a u to  m arket.

T h e  State F a r m  g r o u p , true to its 
M idw est farm  roots in the 1920s, sticks 
to the  basics. It  supports its w ell- 
tra ined  a ge nts  w ith a  h a n d fu l o f  care­
fu lly  d e s ig n e d  products , in c lu d in g  auto , 
lif-e, a n d  hea lth  po lic ies , a reputation 
for pro ces s ing  c la im s  fa ir ly  a n d  fast, 
a n d  a “ G o o d  N e ig h b o r "  n a t io n a l adv er­
t is in g  c a m p a ig n . A g e n ts , in  turn, pay 
their ow n ex penses. A lt h o u g h  the co m ­

pany  den ies  it, com petitors say 
that S u ite  F a r m  "cream s off"  
the best drivers.

S t ill , a u to  insurance  is a to ugh  
s lo g  these day s , even for State 
F a r m . D r a g g e d  dow n b y  $1 b il­
lio n  in  und erw rit ing  losses, its 
au to  e a r n in g s  fe ll 3 1% - last year, 
to $720.0 m il lio n . R u s t  says 1989 
results w ill be  worse. It  a lso  
fa c e s  a p o l ic y h o ld e r  la w s u it , 
bark ed b y  the C it iz e n  A ct ion  
co ns um er  g r o u p , a l le g in g  that 
State Fa r m 's  conservatism  has 
s h o r tc h a n g e d  p o lic y h o ld e r s  on  
d iv id e n d  pay m ents  by  p u tt in g  
tw ice as m u c h  into  reserves as 

the ind us try  average. State F a r m  says 
th i., is o n ly  prudent . “ W h e n  it com es to 
c la im  tim e ,"  R u s t  fires back , "custom ­
ers d o n ’t w ant a n  IO U ."

W e e p  not for State F a r m , how ever. 
A s  direct writers dr ive  others out o f  
the a u to  insurance bus in es s , the m ar­
ket c o u ld  becom e m ore lik e an  o lig o p o ­
ly— w ith State F a r m  r u lin g  the m ost.

I l l /  J J i i v i d  ( h r i s i i i j i  i n  U l i i i n n  i n i / l n n .  I I I .
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Millie Ily-by-night reiii-iii’ei's wlm |Hiji|iei! 
up d u rin g  tin- last price w ar. T hat hit 
say> 0 |i|u ,‘nheiiiaT  A, Ci», analyst M ynu, 
M I 'iro u h . cuiild he $1(1 billion

Losses  from  insurer iu.solveiie ies are 
a lready  esca lat ing . T h e  ev e ntua l tah for 
recent liq u id a t io n  c o u ld  lie as m uc h  as 
SlM b il l io n , m u c h  o f  w hich w ill have to 
he p ick ed u p  by  state g ua ranty  funds  
underw ritten by  solvent insurers. F o r ­
m er C o lo r a d o  In su rance  C o m m is s io n e r  
J o h n  Hotter has ca lle d  the pro b le m  
" h u g e , g r o w in g , a n d  . . .  un c h e c k e d .”  A  
probe  o f  three fa iled casua lty  co m pan ies  
by  R epresentative  J o h n  I) . D in g e d  (D - 
M ic h .) a n d  h is  overs ight a n d  in v e st iga ­
tions .subcom m ittee revealed , lie  says, 
d e a d ly  m ix  o f  incom petence , greed , * 
d e a lin g , a n d  fraudu lent activ ity .”  Tims* 
practices, c o u p le d  w ith weak re g u la t io n  
iiis  staff s a id , "are d is t u r b in g ly  s im ila r ’ 
to those that produced the s.V-l crisis.

L if e  insurers are not iu m uc h  be lter  
s h a p e . M a n y  h a v e  b e e n  s u b s id iz in g  
losses on  new  un iv e rs a l-life  products 
w ith profits from  o ld  w hole-life  po lic ies . 
S m iie  arc precariously  leveraged , a m i 
the q u a lity  o f  som e o f  their investm ents 
is d u b io u s . " There  are m an y  c o m pa n ies  
in d e e p , fu n d a m e n ta l tr oub le .”  says R o b ­
ert M c D o n a ld , c h ie f  ex ecutive  officer o f  
L ife l'S .t . a M in n e a p o lis  life  co m p a n y . 
" P e o p le  w o u ld  he scared if  they knew  
w hat was h a p p e n in g ."
AN E A R T H Q U A K E ?  A  WUVC o f  il lS II'a il •• 
co llapses  c o u ld  have a d o m in o  effect. It 
c o u ld  ov erw helm  often  weak a n d  u n d e r ­
staffed  stati regulators , d ra g  dow n 
h ea lthy  co m p a n ie s , a n d  u lt im ate ly  b r in g  
on  federal r e g u la t io n . M a n y  a n a ly s is  
th ink  a h a ir -e iir lin g  shakeout is ine v ita ­
b le , a n d  w o u ld  even be sa lutary , to 
w r ing  out overcapacity a nd  other in e ff i­
c iencies still b u r d e n in g  the d y in g  cartel. 
T h e  industry w o u ld  e n d  u p  sm a ller  hut 
w ith a c h ance  to r e bu ild  its hea lth .

I ’.ut lo o m in g  dow n the road m ay  be 
s om e  b ig  bits for p r o p e r ty ’c a s u a lly  in ­
surers that co u ld  m ak e overcapacity 
seem  lik e a fciwler-beitder c la im . I f  court 
r u lin g s  turn decis ively  aga inst th em , 
they  c o u ld  get stuck with m uc h  o f  the 
$17.7 b il l io n  cost o f  c le a n in g  u p  S uper - 
fu n d  toxic-w aste sites. A  worst-case L o s  
A n g e le s  earthquak e  c o u ld  seek insure < 
w ith a  S lid  b il l io n  b il l . Savs T illin g h a s v  
V ic e - l ’ iv s id e iil H .  F e lix  K In m a n : " Y ou're  
t a lk in g  abo ut a sequ ence  o f  events that 
c o u ld  topp le  the w hole  industry ."

T h e r e  isn't nu ieh  insurers can d o  to 
prevent the q u a k e  h u t  pray. T h e r e  is a 
hit they can d o  to arrest lln -ir  slow  s lid e  
in to  a perm anent tr lip s e . It w o u ld  re­
q u ir e  a heavy dosi- o f  enterprise, im a g i­
n a t io n . a nd  lu is lh — in  short, a cu ltura l 
r e vo lut ion . Rut if insurers are to re ga in  
a n y t h in g  e lo .-e to their former pow er 
a n d  g io r y . they have n o  other choice
1 In I U r//, * ninf 1 7, n.v.-f .jilti t Du n'll

iri A 'in' lo iv .  >c ilh tun i mi rr/nn ts
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THE TRUTH ABOUT INSURANCE COMPANY LOSSES

BY

BERNARD S. COHEN

Insurance companies in recent years have charged that there 

is a crisis in the medical malpractice field, that there is 

a crisis in the product liability field and that they are losii.g 

money writing these lines of insurance. They have raised premiums 

dramatically for thc?se and related types of coverage.

An examination and analysis of official insurance industry 

reports indicate that they ace actually overcharging doctors 

and other professionals on their malpractice coverage and businesses 

on their product liability coverage. The analysis also indicates 

that there is no crisis except the one that the insurance industry 

has manufactured to scare doctors, businesses and consumers 

into paying higher rates while insurance companies take in billions 

of dollars and take in profits in the multi-millions of dollars.

In order to understand how they do this and hide the true 

facts from the public it is necessary to understand the accounting 

definitions of some te^.ns commonly used by the insurance industry. 

The most important term to understand is "incurred losses".

To the average person, incurred losses is thought to mean actual 

dollar losses paid o\if- by the insurance companies. This is 

not so. The term is used to include possible future losses 

and report them as current losses. Incurred losses is a composite 

term and includes several components. The following equation
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and diagram will be helpful in understanding how the tern " i n c u r s  < 

losses" is used by the industry.

Incurred losses 3 (Claims Paid + Loss Adjustment Expense)

+ (Known Claims) + (IBNR) + (LAE)*

(i)

(2)

Incurred/ 

Losses ^

(3)

(4)

A c t u a l

dollars paid 

out for

Reserves

for

Reserves

for

Reserves

for

Claims & Loss Expense to 

adjust those claims actually 
p a i d .

Known claims which have

not yet been settled, litigated

or finally determined.

Incurred But Not Reported 

(IBNR) claims.

Loss Adjustment Expense (LAE)

As can be seen, only component (1) reflects actual dollars 

paid out by the insurance companies. Components '2), (3) and 

(4) are "reserves" which each insurance company sets for itself.

.  v ’fv-
Under the present system, if an insurance company wants to hide 

income or report high losses, all it has to do is artificially 

inflate the reserve components and report incurred losses which 

exceed premium income.

The A. M. Best Co. of Oldwick, New Jersey, collects voluminous

It is technically more correct to state the formula as: Incurred

Losses ond Expenses = (Claims Paid + Loss Adjustment Expense 

Paid) + change in reserves for known claims, IBNR and LAE.

However, for clarity, the abbreviated formula and diagram are 

shown.
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data from insurance companies an>1 state insurance commission* 

and publishes this data, hut it takes a lot if work to examine, 

analyse and interpret this data and it is not available in the 

necessary detail for each line of insurance. The following 

data, however, was culled from the Rest reports filed by the 

insurance companies with each state insurance commission ar' 

serves to show how reserves can be manipulated to allow over-charges 

by insurance companies. From 1977 through 1982, the 85 leading 

property/cas ua1ty Insurance companies representing 94% of the 

total premiums written, took in over S7.1 billion in premiums 

and actually paid out only Sl.l billion. Assuming a conservative 

10% return on investment for those six years, they earned more 

from the investment of the reserves than they had to pay out 

in claims.

Figure 1

S E L E C T E D  85,.C O M P A N I E S .  --J..977. _-.19.82.

(Representing 94% of Total Premiums Written)

8 i"1   1    ™ 1 1 1........................... ..............
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E A R N E D  I N C U R R E D  R E S E R V E S  L O S S E S  I N V E S T M E N T  

P R E M I U M S  L O S S E S  P A I D  I N C O M E  ( E S T . )



An examination of the data received from St. Paul Fire 

and Marine Insurance Company, the largest writer of medical 

malpractice insurance is equally revealing. In 1977, they received

S128.7 million in premiums and paid out S2.7 million in claims 

and expenses for occurrences in 1977, the year the premiums 

represent. For claims for all prior years plus 1977, plus all 

adjustment expenses, they paid out S5.1 million, just under 

4 cents on the dollar. In 1978, they took in SL31.3 million 

in premiums for 1978 occurrences alone and paid out S10.3 million 

for all claims and loss adjustment expenses, just under 8 cents 

on the dollar. (See Figure 2.)

All this information is contained in their Convention Statement 

on file with each state insurance commissioner. The reserves 

for losses and loss adjustment expenses were S 13R . 1 million 

in 1977 and S20D.9 million in 1978. The investment income for 

these years on their loss reserves is better than twice the 

claims paid and the expense of paying those claims. (See Figure 

2). It is important to note that when St. Paul first reported 

incurred losses for 1975 in the medical malpractice line they 

claimed they were S38.1 million. In their 1983 statement, their 

current estimate of incurred losses for 1975 has been reduced 

to S30.3 million^ Their original claim for 1976 losses was

562.6 million; by 1983, they reduced their estimate of incurred 

losses for 1976 to S25.02 million, a reduction of more than

5 37.6 mi 11 ion.
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The following table shows that they have similarly o v e r s t a t e

their incurred losses by millions of dollars for every year

from 1975 through 1982.

Change In Estimate of Incurred Losses and 

Expenses Between 1975 and 1982

YEAR CHANGE

1975 -5 7,744,000

1976 - 37,608,000

1977 - 43,010,000

1978 - 20,884,000

1979 - 47,518,000

1980 - 39,413,000

1981 - 40,531,000

1982 - 21,227,000

TOTAL -5257,935,000

Shouldn't the doctors and hospitals who paid premiums based 

upon incurred losses which St. Paul now says is more accurately 

5257.9 million less than their previous estimates get a refund? 

And what of the consumers who had the increased charges passed 

on to them in the form of higher hospital and doctor bills?

How will they get their refund?

An examination of the data for general liability, which 

includes p r o d u c t 'liability, is also v e ry revealing. The figures 

for 200 selected companies writing gene ral liability insurance 

show that for the eight years, 1977 through 1984, they had income 

of 544.676 billion; estimated incurred losses of 535.137 billion;
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a-1 claims paid, including loss adjustment expense of S17.4L5 

billion. Reserves at the end of 1984 were S17.719 Dillion arid 

investment income was $7,853 billion for those years. In 198J 

alone, investment income was SI.708 billion. What a way to 

go broke!

Un de r the present system it is impossible or at least very 

difficult for anyone who wants to check on the fairness of rates 

charged by an insurance company for a particular type or line

of insurance, because tf insurance companies are not required

to report the breakdowns of the component parts of "incurred 

losses" or other important details. Insurance companies should 

be required to report:

1. A breakdown of each of the reserve components 

and a rationale supporting the amount of reserves 

they set;

2. Premium income by type of insurance;

3. Mumber of claims actually made, paid or closed,

specifying when the incident occurred and when 

the loss was actually paid or closed;

4. The dollar amount of the clalmskvactually paid;

5. Reserve investment income.

Such truthful disclosure is the least we ought to require.
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T H E  VI R(? [MI A E X P E R T  E N C E

on the scope and severity of the medical malpractice insurance

problem in Virginia. The report stated at pages 27-28:

While extremely large verdicts or settlements 

may be a severe problem in other jurisdictions, 

available data indicates that verdict or 

settlement sizes has not yet reached crisis 

proportions in Virginia . . .

The report then documents the size of claims paid against 

physicians, surgeons, and hospitals from 1970 to 1975, indicating 

that of payments between 5100,000 and 5149,999 there were only 

five; between 5150,000 and S249,999 there was only one; between

S250,000 and S499,999 there was only one; and there were no 

payments over S500,000.

Although the November, 1975 data is now somewhat dated, 

later information has been made available from the Rureau of 

Insurance data on the disposition of all Virginia medical malpractice 

claims. The information covers the period from December, 1976 

through November, 1981. The total indemnity paid out for medical 

malpractice by insurance companies during this period is as 

follows:

Amount Frequency Percent

In N o v e m b e r ,  1975, the R u r e a u  of I n s u r a n c e  p r e p a r e d  a r e p o r t

Zero 2,002 73.4

SI to 525,000 577 21.2

525,001 to S100,000 115 4.2

5100,001 to 51,000,000 32 1.2

Totals 2,726 100.0

Since almost three-fourths of the dispositions result in
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the claimant getting nothing, it can hardly be said that the 

insurance companies are waging a losing battle. Indeed, the 

zero result disposition plus settlements or verdicts up to 5 2 5 ,onn 

constitutes 95% of all claims. Conversely, only 5% of all claims 

result in 525,000 or more to the claimant. Only 1% of the claims 

result in a recovery of 5100,000 or more.

Analyzing in more detail the 32 dispositions of 5100,000 

or more shows the following results:

Amount Frequency

5105.000 1

5115.000 2

5120.000 2

5124.386 3

5 125.000 3

5130.000 1

515^,549 1

5182.000 2

S 200,000 5

5250.000 1

5275.000 1

5285.386 1

5 3 4 0 .000 2

5350.000 1

5475.000 1

5525.000 1

5724.000 2

5750.000 _2

Total Claim 32

Thus, we see that there were only twelve dispositions over 

5200,000; only five were over 5500,000. The total dollar amount 

for these claims is less than 58.8 million in this five-year 

p e r i o d .

Additional figures available from the Rureau of Insurance 

for the period covering 1981 to 1983 are also very enlightening. 

While they indicate that the frequency of claims have gone up

8



(there are now more doctors), most of the claims (78.7^) still 

result in a zero recovery for the claimant. The figures for 

the largest claims actually paid (those falling between Slf)0,nnn 

and SI million), show a total payout of less than S5.5 million 

djring this three-year period.

The distribution of all 1981-1983 closed medical malpractice 

claims by size of payment is as follows:

AMOUNT FREQUENCY PERCENT

SO 3,275 78.7

SI.00 TO S 25,000 678 16.3

5 25.001 TO 5100,000 180 4.3

5100.001 TO 51,000,000  27  .1_

TOTAL: 4,160 100.0

The breakout of che 27 closed claims in the largest category 

total 55,489,953 and show a median value of 5200,000 and a mean 

value of 5203,332. The actual claims listed in ascending order 

a r e :

5100,083 5204,446

100,250 212,500

100,807 214,421

100,839 220,865

101,315 225,000

105,643 225,007

108,431 230,000

113,536 292,179

125,000 292,179

125,000 300,000

126,634 319,046

200,000 387,147

200,000

200,000

559,625

Total: 55,489,953
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It is interesting to note that of the 4,160 closed claims, 

the St. Paul Insurance Company has 2299, or 55*; the Virginia 

Insurance Reciprocal has 1132, or 28*. Thus, the two largest 

medical malpractice insurance writers in the state had 83* of 

all the closed claims. Since only 16 companies reported any 

closed claims for the three-year period, it is apparent that 

there is very little competition in the medical malpractice 

underwriting business in Virginia. This enables St. Paul to 

control the market.

The figures in the largest category also show that capping 

claims at SI,000,000 is unjustified and has _no effect on the 

insurance premiums paid by health care providers.

Remember, these figures are a census of all closed claims 

in Virginia for the periods shown; they are not samples or surveys. 

During this three-year period the carriers writing Medical Mal­

practice in Virginia earned premiums totaling in excess of 

S100 million. Ever; if we assume that the 885 cases in which 

something was paid were at the top dollar amount shown in each 

category range (we know it is actually less), their earned premiums 

are two and one-half to three times their payout. Examination 

of A. M. Best's Casualty Loss Reserve Development Tables shows 

that nationally the ratio of total claims paid to total premiums 

earned is only 24.7* for St. Paul in the medical malpractice 

line. Compare these reality figures with the premiums being 

charged by the carriers and you can readily see that they have

in



created the fiction of a malpractice crisis enabling them to 

overcharge health care providers and their patients.

THE 1986 "CRISIS"

In 1986 the casualty insurance industry is again claiming 

dramatic losses and they are demanding that claimants rights 

be limited and in some cases be abrogated. Rut close analyses 

show that they have used the same accounting methodology to 

manufacture the crisis and are attempting to mislead legislators 

into enacting unfair measures to curtail victims rights, so 

that they may move onto even greater profits. That is not to 

say that their profits did not go down in 1985. They went from 

years of astronomical profits to a year or two of ordinary p r o f i t s  

which would be the envy of almost any other business.

But, the cause of the drop in profits was not excessive 

jury verdicts as they would have you believe. Rather, several 

factors combined to cause profits to decline. First, there 

was the dramatic decline in interest rete&. The premium reserves 

which the insurance companies set aside to pay claims? were able 

to earn enormous sums during the era of 15s; to 21^ interest 

rates. Now that yields on government securities and certificates 

of deposit are down to 7% to 9%, their investment income has 

been dropping dramatically. Second, during the high interest 

rate period the carriers were competing to get premium dollars 

quickly so that they could earn the unprecedented income available 

from high interest rates. Some carriers were not as careful
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in s e l e c t i n g  t h e  r i s k s  t h e y  w o u l d  w r i t e  n o r  d i d  t h e y  c h a r g e  

t h e  p r e m i u m s  w h i c h  t h e i r  u n d e r w r i t i n g  d e p a r t m e n t  s a i d  w a s  naces-i ■>ry 

t o  c o v e r  t h e  r i s k s  t h e y  w e r e  w r i t i n g .  A s  i n t e r e s t  r a t e s  f e l l  

a n d  a s  c l a i m s  i n c r e a s e d  f r o m  t h e  p o o r e r  r i s k s  t h e y  w r o t e ,  u n d e r ­

w r i t i n g  p r o f i t s  d e c l i n e d .  I n s t e a d  o f  r e s p o n d i n g  w i t h  c a r e f u l  

c o n s i d e r a t i o n ,  t h e  i n d u s t r y  o v e r  r e a c t e d ,  e n g a g e d  in w h o l e s a l e  

c a n c e l l a t i o n s ,  r e f u s a l s  t o  r e n e w  a n d  r e n e w a l s  w i t h  p r e m i u m  i n c r e a s e s  

o f  2 0 0 %  t o  5 0 0 %  a n d  e v e n  m o r e .

A n o t h e r  f a c t o r  a l s o  a d d e d  t o  t h e  c r i s i s  o f  u n a v a i l a b i l i t y .

T h e  L o n d o n  r e i n s u r e r s  p u t  t h e  s q u e e z e  o n  t h e  A m e r i c a n  c a r r i e r s  

b y  r e f u s i n g  to r e i n s u r e  t h e  r i s k s  t h e y  w e r e  w r i t i n g .  R e i n s u r a n c e  

is a n  e s s e n t i a l  p a r t  o f  t h e  i n s u r a n c e  b u s i n e s s  w h e r e b y  i n s u r a n c e  

c o m p a n i e s  s p r e a d  t h e  r i s k  o f  t h e i r  e x p o s u r e  b y  r e i n s u r i n g  p a r t  

o f  t h e  r i s k s  t h e y  h a v e  w r i t t e n  w i t h  o t h e r  c a r r i e r s  w h o  s p e c i a l i z e  

in r e i n s u r a n c e .  L l o y d s  o f  L o n d o n  is t h e  m o s t  w e l l  k n o w n  o f  

t h e s e  r e i n s u r e r s .  T h e  L o n d o n  r e i n s u r e r s  l e t  it b e  k n o w n  t h a t  

t h e y  w a n t e d  t h e  A m e r i c a n  t o r t  s y s t e m  c h a n g e d  t o  c u r t a i l  t h e  

p r i n c i p l e s  o f  l i a b i l i t y  w h i c h  w e  h a v e  c a r e f u l l y  p u t  i n  p l a c e  

in t h i s  c o u n t r y  t o  g i v e  f u l l  a c c e s s  a n d  r e a l  j u s t i c e  t o  p e r s o n s  

i n j u r e d  b y  a n o t h e r  p e r s o n ,  c o m p a n y  o r  p r o d u c t .  T h e  A m e r i c a n  

c o m p a n i e s ,  e a g e r  f o r  e v e r - g r e a t e r  p r o f i t s  s e i z e d  t h e  o p p o r t u n i t y  

t o  c h a n g e  t h e  s y s t e m  to c u r t a i l  t h e  r i g h t s  o f  i n j u r e d  p e r s o n s .

T h e y  j o i n e d  t o g e t h e r  t o  c r i p p l e  t h e  t o r t  s y s t e m ,  b l a m i n g  h i g h  

v e r d i c t s ,  j u d g e s ,  j u r i e s  a n d  i m p o r t a n t  p r i n c i p l e s  in t h e  A m e r i c a n  

s y s t e m  o f  j u r i s p r u d e n c e  f o r  t h e i r  d e c l i n i n g  p r o f i t s .  T o  t h e  

u n i n i t i a t e d  w h o  d o  n o t  u n d e r s t a n d  t h a t  " i n c u r r e d  l o s s e s "  is
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a prediction shifting on the sands of time, this presented th» 

insurance industry with a golden opportunity to again add insult 

to injury by attacking victims rights.

In January of 1986, a trade group for the insurance industry, 

the Insurance Information Institute, claimed that the industry 

would lose S5.5 billion in 1985. But an analysis made by Robert 

Hunter, former Federal Insurance Administrator in the Ford and 

Carter administrations, showed that the claim was "misleading 

and fraudulent" b e c a u s e ’the industry did not include S6.5 billion 

of realised and unrealized gain on its investments, nor did 

it include federal tax credits of S3.5 billion. With a straight 

face the industry even included in losses, S2.1 billion paid 

out in dividends.

Abba Eban once said that "propaganda is the art of persuading 

others of what one does not believe oneself." The insurance 

industry is a prime example of this. The sophisticated investor 

and the stock market evidence the industry's profitability while 

they shed crocodile tears over their "incurred losses." Investors 

are not fooled' by this accounting system which counts the prophecy 

of tomorrow's "losses" as today's payout. During the last ten 

years the index of the leading property/casualty insurance stocks 

rose by almost 500%, while the Dow Jones Industrial average 

did not even double. In 1985 the index of insurance stocks 

rose more than 50%, twice as much as the Dow Jones Industrial 

a v e r a g e .
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One of the most effective ways to combat these overcharges 

is to require the insuraee carriers to report actual loss data 

on a closed claim basis. Also, health care providers should 

consider suing the carriers to recover the overcharges; in 1081 

this strategy resulted in a recovery by California doctors from 

Travelers Insurance Company on a breach of contract basis. 

Recovery for one year was S6 million and a reasonable estimate 

is that eventually more than S50 million will be recovered.

Concerned health care providers and legislators should 

resist the impulse to tackle the problem of high insurance rates 

through legislation which would deny or limit recoveries by 

injured victims. Denying fair compensation to those who are 

the victims of malpractice merely adds insult to injury, nurtures 

ill will and hostility between professionals and their patients, 

and does not comport with any sense of fairness, justice and 

equity.
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Doctors W h o  M a i m  and Kill.
B y  H a r v e y  F .  W a c h s m a n

G re a t Neck, L.I. gk doctor performs surgery on 
the sexual organs of 

#  ^  Women wlihout their 
consent. The proce- i  %  dure, totally unneces- 

-A . sary and without any
medical basts, ruins the lives of his 
patients. The hospital knows about It 
and other doctors In the community 
know about It. However, nobody acts 
on behalf of the patients. The doctor 
continues to perform this procedure 
on hundreds of women over two dec­
ades, both with and without consent, 
and nobody does anything.

Unfortunately, this astonishing'and 
chilling story Is true. Even more un­
fortunate, the Inability or the unwill­
ingness of the medical establishment 
to stop the doctor from engaging in 
Immoral, unprofessional, unethical.

HEALTH CARE: 
For Ho One

An Occjmonaf Series

Illegal and Hfe-threalenlng behavior 
Is not uncommon.

Dr. James C. Burt, a Dayton, Ohio, 
obstetrlclan-gynecologist who has 
come to be known as the "Love Sur­
geon," did experimental surgery on 
hundreds of women without their con­
sent over 22 years. Presumably, his 
procedure was designed to enhance 
their sex lives through surgery on the 
clitoris and vagina. In fact, the sur­
gery disfigured the women, causing 
extreme pain and many other signifi­
cant, Irreparable medical problems.

Perhaps worst of all. Dr. Burt per­
formed this surgery on many women 
without their consent, and while they 
were under general anesthesia for en­
tirely different reasons.

St. Elizabeth Medical Center, 
where he performed these proce­
dures, knew what he was doing. The 
members of his surgical teams knew 
what he was doing. He even wrote a 
book about It In 1975, called "Surgery 
of Love," published by a vanity press. 
Dr. Burt gave copies to his patients, 
sold It through bookstores and sent It 
to some physicians. He hired a press 
agent and appeared on talk shows. He 
admitted in articles, and In his book, 
that in many cases he hadn't received 
:onsent from his patients.
Harvey F. Wachsman is a physician and practicing lawyer. He has repre­sented patient'- and families of pa­tients of the doctors he mentions.

What was the reaction In Dayton’s 
medical community? Was It outrage? 
In fact, It was just the opposite.

Other doctors trivialized the prob­
lem and treated It as If It were a Joke. 
There are reports of doctors who ex­
amined women who had been through 
this horrendous procedure, who 
laughed and said, "Oh, I see Jim Burt 
got hold of you." But they did nothing 
about It.

St. Elizabeth's aided and abetted a 
physician who used the sanctity of 
their hospital to malm women, con­
cluding that what this physician had 
done was between him and his pa­
tients.

In 1975, the dean of the local medi­
cal school, In a report to the city 
medical society, said of the procedure 
that It was "medically unfounded and 
a rebuttal to the author would only 
add dignity to Its existence." But, ap­
parently under fear of a lawsuit, the 
medical society did nothing.

Other physicians, required by law 
to report Improper conduct to the 
state, .turned their backs, In obvious 
violation of every trust society has 
ever placed In doctors as a group.

It was not until some of Dr. Burt's vinUm brought lawsuits and the at- 
taadant publicity uncovered these 
scandalous events that anyone began 
to pay attention.

Dr. Burt was finally forced to re­
sign his license to practice medicine, 
In 1989, under pressure from the Gov­
ernor of Ohio and the Ohio Medical 
Board. His victims are scarred for 
life, and In many ways violated, 
abused and stripped of their human 
dignity while he Is living a comfort­
able life, in Fort Meyers, Fla. He has 
never apologized to his victims.

While this story may seem shock­
ing, it Is not an uncommon.

In New York City, a physician has 
been using an unproved cancer cure 
and Jeopardizing the lives of thou­
sands of desperate cancer patients 
for about 40 years.

In 1945, and again in 1949, the Jour­
nal of the American Medical Associa­
tion, referring to Dr. Emanuel Revici

P e r h a p s  t h e

G o v e r n m e n t

s h o u l d

l i c e n s e

p h y s i c i a n s .

and his treatment of cancer patients, 
warned of Its risk*. In 1965, the Jour­
nal concluded that, "The Revlcl 
method of treatment of cancer Is 
without value."

Cecilia Zyjewskl, a 66-year-o4d Con­
necticut resident was dlagnoaed by 
her physician, In 1982, as I laving a 
walnut sized rectal tumor, later ceo- 
flrm'.-d a* malignant However, 
rather than obtaining treatment that 
would have had i» 90 percent success 
rate, she visited Dr. Revici, whom she 
had heard on a radio program dis­
cussing his method of treatm ent (His 
treatment relied on a mixture of se­
lenium and other chemicals, none of 
which had approval from the Food 
and Drug Administration.)

In December 1982, Dr. Revici told 
Mrs. Zyjewskl that the tumor hBd al­
most-completely disappeared. She 
died In November 1988. An examina­
tion by another physician showed that 
the cancer had not shrunk; in fact, it 
had grown dramatically, spread to 
the liver, fractured her spine and 
caused her death.

Five years ago, the New York State 
Health Department charged Dr. 
Revlcl with fraudulent practice, 
gross Incompetence and groas negli­
gence.

hat hap­
pened? Was 
Dr. Revici
drummed out 
of the medical 
profession InW ;

shame? No.
The New York State Board of Re­

gents, which licenses physicians in 
New York, placed the 93-year-old Dr. 
Revici on five years’ probation and he 
is still practicing medicine. Although 
the Chancellor, alone, voted to revoke 
his license, other members of the 
board succumbed to the lobbying ef­
forts of Dr. Revicl’s supporters. They 
offered no official explanation.

Dr. Revlcl has been allowed to pul 
people’s  lives in, Jeopardy for years. 
But, again, It was not until he was 
sued for wrongful death by the family 
of one of his victims that he came 
under public scrutiny and his meth­
ods open for question. In July, the U.S. 
Court for the Southern District found 
Dr. Revlcl responsible for the death 
of Mrs. Zyjewski.

The medical profession is unable to 
police Itself. In 1987, there were 1,700 
complaints to the Office of Profes­
sional Medical Conduct, the authority 
that disciplines physicians in New 
York State. Of these, only five came 
from the medical societies of New 
York. The sad fact is that doctors 
don't report the misconduct of other 
doctors. And medical societies say

... A n d  

g e t  a w a y  

w i t h  a  

w i n k  a n d  

s m i l e .

It’s not their Job — or they don't have 
any power — to discipline physicians.

Stales have medical review boards, 
which license doctors and regulate 
and discipline them, but they Just are­
n’t doing the job properly. They are 
often understaffed, sometime subject 
to political pressures, sometimes re­
luctant to make waves. All too often, 
they e rr ot the side of giving a fellow 
physician a break rather than pro­
tecting patients' lives.

There are currently about 600,000 
physicians In the U.S. According to 
the American Medical AsaociatJon, 7 
percent to 9 percent of them are alco­
hol- or drug-impaired. This figure 
represent* approximately-90,900 to 
46,000 physicians. Last year, how­
ever, only about 200 physicians lost 
their licenses, including those who 
have committed criminal acts like 
fraud and felonies.

The only recourse is the legal sys­
tem. The courts have become the true 
policing body for the medical profes­
sion. Malpractice lawyers have be­
come the prosecutors.

II state governments won't make 
the commitment necessary in this 
area, then the Federal Government 
should. If Congress can investigate 
ethical lapses in Government, it can 
certainly Investigate the kinds of 
morally reprehensible practices that 
took place In the cases 1 have de­
scribed.

Perhaps the Government should li­
cense doctors. After all, standards of 
medical care should be the same 
from state to state and there should 
be a centralized authority to enforce 
those standards.

Most physicians are highly skilled, 
decent, honorable people who have 
dedicated their lives to helping 
others. However, the public should be 
outraged •— and our Government 
should be outraged — by a system 
that allows even a few quacks and 
charlatans to practice medicine. 
Every one of us, Including physicians 
and their families, is a potential pa­
tient, and we shoild all demand ac­
tion. After all, everyone's life is at 
stake. □
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DcA&iute-
Coghill’s bill w o u l d  create high-risk pool

B y  I m r e  N e m e t h  

U n in su rab le  is a  label b ran d ed  on 
m ore a n d  m ore people. A s h e a lth  
ca re  costs rise, in su ra n c e  p rov iders 
a re  look ing  for w ay s to cover th e m ­
selves in  a  very  vo la tile  b u siness ..

People w ith  h e a r t  cond itions, c a n ­
cer, o th e r serious illn esses  o r ju s t  a n  
a ll-a rou nd  broken-dow n body d o n ’t 
f it in to  the  system .

foot o f c a la m ity . 'I'llus, i t ’s good for 
th e  re s t  but, due to econom ic con­
cerns, cance ls  ou t an y b o d y  else.

A bill Sen. J a c k  C oghill (R -N enana) 
in trodu ced  th is  sessio n  would give 
these  u n in su ra b le s  a n o th e r  option.

S e n a te  bill N o. 304 w ould c rea te  a  
r isk  pool fo r th is  g roup . I t  w ould p ro ­
v ide “ access to  d is a b ili ty  in su ran c e

L ucky enough to f it u n d e r th e  u m ­
b re lla  o f  a  co rp o ra te  h e a lth  p lan , 
tho se  w ho h av e  h a d  som e m a jo r m ed­
ical c a ta s tro p h e  in  th e ir  p a s t  a re  ab le  
to get coverage. U nfortunate ly , a  large 
g roup  o f c as ta w a y s  seem s to fit in  the  
ind iv id u a l category .

In  th is  a rea , i t ’s easy  for a n  in su re r  
to p r in t  “ rejec ted ’’ on a n  a p p lic a n t’s 
form . I t  en h a n ce s  com petitiven ess 
a n d  keeps costs dow n for people who 
d o n ’t  get sick or tra m p led  u n d er the

p* r« r r -  r-r- nr**

coverage  to a ll re s id e n ts  o f  th e  s ta te  
w ho a re  den ied  a d e q u a te  d isab ility  
in su ra n c e  cov erage  fo r a n y  reaso n  or 
w ho a re  o th erw ise  considered  u n in ­
su ra b le .”

In su ran c e  a g e n t Bruce M oore, p re s­
id e n t o f  th e  S o u th e rn  A la sk a  Life 
U n d erw rite rs , con sid ers  th e  bill one 
o f  h is  p e t p ro jects. H e feels th e  issue 
is  of g ra n d  im p o rtan ce  n o t on ly  to h is 
in d u s try  b u t to c lien ts  o f h is  th a t  fall 
u nder th is  ca tegory .

R a th e r  th a n  p lace  h igh-risk  in d i­
v id u a ls  in  th e  s a m e  g roup  a s  o th ers  
ta k in g  ou t p la n s  o r h a v in g  them  face 
exclusion , th is  w ould inco rp o ra te  
every ind iv id u a l in to  one pool. The 
risk  for th is  w o u ld n ’t  th e  concen­
tra ted  resp o n sib ility  o f a  sing le  in ­
su re r b u t sp re a d  even ly  am o n g  all 
th e  in su ran c e  firm s p rov id in g  h ea lth  
coverage in th e  s ta te .

“ We a s  a n  in d u s try  would be pick­
in g  up th e  ta b ,” M oore sa id . “ I th in k  
i t ’s im p o rta n t t h a t  o u r  in d u s try  do 
w h a t i t  c an  to su p p o rt th is  b ig  p rob­
lem. I t ’s a  very  positive  so lu tion ."

U nd er th e  b ill, w h ich  acco rd in g  to 
Moore w as w ritten  to include a s  m an y  
h y p o th e tica l s i tu a tio n s  a s  possible, 
th o se  in th e  pool w o u ld n ’t  p ay  a n y ­
m ore th a n  50 p e rc en t m ore th a n  the

av e rag e  h ea lth  in su rance  prem ium .
T h e  bill is m odeled a fte r  a  s im ila r 

p ro g ram  in W ashington  sta te . So fa r 
17 s ta te s  h av e  adopted leg isla tion  
c re a tin g  like p rogram s.

T h e  problem  o f th e  u n in su rab le  is 
fa ir ly  large. T here  is  the  possib ility  
th a t  em ployers m ay  refra in  from  h ir ­
in g  som ebody w ho would cause the ir 
h e a lth  p la n s  problem s in th e  future.

M oore sa id  the re  seem s to be qu ite  
a  b it o f  su p p o rt th is  tim e aro u n d  for 
th e  h igh-risk  pool.

“T h e  concern  is w h a t if  th e  losses 
becom e too h ig h ? "  he  sa id . “ W hat i f  
th e  50 p ercen t prem ium  cap  is n o t 
ad eq u a te?”

T h ese  a re  question s nobody yet 
know s th e  a n sw ers  to. I t  is n ’t  even 
know n y e t how  m a n y  people a re  out 
the re  w ho would be eligible.

KIRA BROKERAGE AND AFFILIATES
“ Your Leasing Specialist”

*  A utom atic approval for Medical Practitioners 
(s ta rlin g  from $10,000 and up)

• Sell-Buy Lease Backs
* D irect Leasing
• Vendor programs available
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S e n a t o r  J a c k  C o g h i l l  
C a p i t a l ,  Room 30  
J u n e a u

F rom : J a n  H. S o lo y
P .O . B ox 8 7 2 8 0 1  
W a s i l l a ,  A la s k a  9 968 7  
3 7 6 -3 8 1 3

S u b j e c t :  H ig h  R i s k  H e a l th  I n s u r a n c e  C o v e ra g e

I  h a v e  b e e n  a n  A la s k a n  r e s i d e n t  s i n c e  1 9 8 1 , p r i o r  t o  m o v in g  h e r e  1 w o rk e d  a s  a  
R e g i s t e r d  N u rs e  i n  t h e  s p e c i a l i t y  a r e a s  o f  C o r o n a r y | I n t e n s i v e  C a r e .  T h e  r e a s o n  
1 r e l o c a t e d  t o  A la s k a  w as t h a t  I  m a r r i e d  a  m an t h a t  r e s i d e d  h e r e .  We h a v e  tw o  
s o n s ,M a t th e w  i s  s e v e n  a n d  Sam i s  3 .  We own a n d  o p e r a t e  a  h e l i c o p t e r  com p any  t h a t  
i s  b a s e d  i n  W a s i l l a .  T he  p a s t  e i g h t  y e a r s  we h a v e  b u i l t  t h e  com pany  f ro m  t h e  
s i z e  o f  o n e  m a c h in e  a n d  o n e  e m p lo y e e  t o  f i v e  m a c h in e s  a n d  2 5  f u l l -  t im e  a n d  
s e a s o n a l  e m p lo y e e s .  C h r i s  a n d  I  a r e  a c t i v e  i n  c o m m u n ity  y o u t h  a c t i v i t y  p ro g ra m s  
a n d  w e ,s p o n s o r  y o u th  s p o r t s  i n  t h e  a r e a .  We a l s o  h a v e  d e c i d e d  t o  d o n a t e  a  p i e c e  
o f  n e e d e d  e q u ip m e n t  f o r  o n e  o f  t h e  s c h o o l s  i n  t h i s  a r e a  e a c h  y e a r  t h a t  we c a n .
We a r e  f i r m  b e l i e v e r s  i n  l o c a l  b u s i n e s s  a n d  i n d i v i d u a l s  s u p p o r t i n g  t h e  c o m m u n ity .

F o r  t w e lv e  y e a r s  I  h a v e  l i v e d  w i t h  a  c o n d i t i o n  c a l l e d  M u l t i p l e  S c l e r o s i s .  A l th o u g h  
I  am lu c k y  a n d  h a v e  b e e n  v e r y  s t a b l e . ,  l i v i n g  a n d  c o p in g  w i t h  a  d i s e a s e  l i k e  MS 
h a s  b e e n  a  c h a l l e n g e  i n  m any w a y s . I  h a v e  h a d  t h e  o p p o r t u n i t y  t o  b e  i n  l a i g e  g r o u p s  
f o r  h e a l t h  i n s u r a n c e  c o v e r a g e ,  t h a t  l ia s  c h a n g e d  now  b e c a u s e  o f  som e c h a n g e s  i n  
f e d e r a l  la w  a n d  com pany  p o l i c i e s  o f  t h e  g r o u p  w e a r e  i n .  We h a v e  g ro u p  b e n e f i t s  
f o r  17 m o re  m o n th s  a n d  i f  i t  w e r e n 11  f o r  t h e  f a c t  t h a t  o u r  c o v e r a g e  i_  i n  W a s h in g to n  
a n d  n o t  i n  A l a s k a ,  I  w o u ld  b e  o u t - o f - l u c k  a n d  b e  w i t h o u t  a n y  c o m p r e h e n s iv e  c o v e r a g e .  
B e c a u s e  t h e  W a s h in g to n  l e g i s l a t o r s  saw  f i t  t o  p a s s  l e g i s l a t j o n  t h a t  s a v s  t h a t  i f  
y o u  l o s e  g ro u p  c o v e r a g e  y o u  m u s t  b e  g u a r a n t e e d  c o n v e r s i o n  t o  a n  i n d i v i d u a l  p l a n ,  
r e g a r d l e s s  o f  y o u r  h e a l t h  s t a t u s . T h i s  g o e s  b e y o n d  t h e  COBRA la w . T h e r e f o r e  I 'm  
l u c k i e r  t h a n  m o s t w i t h  a  h ig h  r i s k  c o n d i t i o n  i n  a  n o n - g r o u p  s i t u a t i o n .  I  h a v e  
som e b a s i c  c o v e r a g e  f o r  g e n e r a l  m e d ic a l  c a r e .  N o th in g  f o r  S k i l l e d  N u r s in g  F a c i l i t i e s ,  
H o s p ic e ,  R e h a b . ,  n o  c a t a s t r o p h i c  c o v e r a g e  a t  a l l .  I 'm  g r a t e f u l  f o r  t h e  la w  i n  Wa. 
b u t  I  l i v e  i n  A la s k a  now . I  h a v e  b e e n  t u r n e d  dow n f o r  i n s u r a n c e  b e f o r e  b u t  w e n t 
b a c k  t o  w o rk  i n  a  l a r g e  h o s p i t a l ,  I  h a v e  b e e n  a w a re  o f  h e a l t h  i n s u r a n c e  p r o b le m s , 
now  t h a t  a w a r e n e s s  i s  r e a l i t y .  I 'm  o n e  o f  t h e  1 5  m i l l i o n  i n  t h i s  c o u n t r y  a n d  th o u s a n d s  
i n  t h i s  s t a t e  a l o n e , t h a t  b e c a u s e  o f  a  p r e e x s i s t i n g  c o n d i t i o n  i s  u n d e r i n s u r e d . T h e  
n u m b e rs  f o r  u n i n s u r e d  a r e  m uch g r e a t e r .

I  h a v e  c o p i e s  o f  s e v e r a l  p i e c e s  o f  l e g i s l a t i o n  o n  t h i s  t o p i c , t h a t  h a v e  b e e n  i n t r o d u c e d  
i n  t h e  A la s k a n  l e g i s l a t u r e  t h i s  y e a r  a n d  o n e  i n  1 9 8 6 . G r a n te d  t h i s  i s  a  n a t i o n a l  
p ro b le m  b u t  e x p e r t s  a g r e e  t h a t  we a r e  a t  l e a s t  2 0  y e a r s  aw ay  fro m  s o l v i n g  i t  a t  t h e  
n a t i o n a l  l e v e l .  I n d e e d , t h e  t r e n d  f o r  s o l u t i o n s  i s  a t  t h e  S t a t e  l e v e l  o f  g o v e r n m e n t .  
T w en ty  s t a t e s  h a v e  p a s s e d  a r d  p u t  i n t o  e f f e c t  la w s  w h ic h  h a v e  c r e a t e d  som e v e r s i o n  
o f  a  H ig h  R i s k  H e a l t h  I n s u r a n c e  P o o l .  T h i s  n u m b e r  g ro w s  e a c h  y e a r ,  f i f t e e n  m o re , 
i n c l u d i n g  A la s k a  h a v e  i n t r o d u c e d  b i l l s  d e a l i n g  w i t h  t h i s  i s s u e .  Y e s , t h e  s t a t e s  l o s e  
m oney b u t  w i t h o u t  t h i s  c o v e r a g e  a n o t h e r  g r o u p  o f  i n d i g e n t s : 'a r e  c r e a t e d .  T h a t  h a s  a  
f i s c a l  im p a c t  o n  t h e  s t a t e  a l s o .  O n ly  M u l t i - m i l l i o n a i r e s  c a n  a f f o r d  t o  b e  w i t h o u t
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High Risk Insurance

health insurance. One should not have to get a divorce or relinguish all assets 
to be eligible for medical benefits.

This is a problem that faces many people in Alaska. I have been in contact with 
the Heart, Diabetes,Lung and Epileptic Associations,MDAjCancer S>ciety and several 
Senior Citizens groups among a few. 'Ihey are all in support of state health 
Insurance for people that have been refused coverage for health reasons. We all 
^realize that tnis insurance is costly, with large deductibles. I spoke with 
several that would be able to pay this, with some effort on my part ai>d others 
you will be hearing from constiguents on this. In the meantime, I believe it is 
time for Alaska to address this problem. I am aware of The Budget problems we face 
but if 20 going on more states can find ways to resolve this problem despite their 
varied problems, then I believe Alaska can too and will. Mike Losow of the National 
MS Society informed me that Alaska had introduced some of the best legislation 
ever designed to dissolve barriers'.-to health insurance coverage for the chronic 
condition groups. This made me strangely proud. I told Mike that I felt we would 
do more than design and consider. The time is now to make this a legislative priority,
even in the face of oil prices.

Furthermore, there is no sector of private business that can solve this, we have no 
one to turn to but our government. Government that was formed, among other things to 
protect and promote public health for everyone, not just the unfortunate but the 
middle-class group and upper middle-class.

I

I support state sponsored and created High Risk Health Insurance. Please consider 
introducing or supporting legislation that would allow access to health care for 
the ones who " fall through the cracks".

I would like to hear from you, your thoughts and how close you feel Alaska is to
passing this type of legislation.

Respectfully,

Jan H. -Soloy

cc: legislative offices
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February 15, 1990
Anchorage, Alaska Have A 

Happy Day

Senator John 13 Coghill 

P.O. Box V 

Room 30 Captil Building 

Juneau, Alaska, 99011
Res Senate Bill #304

Uninsured and Catastrophic 

Medical Coverage, Etc.Dear Senator John Coghill:

We liavo just been advised that you are in suppost of Senate Bill #304 

and v/e are in support one hundred per cent on this bill, and hoping that 

it passes the Senate as the unisured and catastrophic individuals have a 

very bleak existence having to contend their sickness along with worrying 

about medical coverage, we Imow full well on this issue as we carry a group 

policy at our business , but we are dropping employees all of the time and

our group will not cover under 5 'persons on their group plan and none of

the other companies we talk to will cover either, consequently we have a

follou on the policy that will be unisurable when v/e drop the plan and he

will iDe unable to convert to a single policy as they say he is uninsurable 

due to being a 30 year old diabetic and he will have no coverage, whereas 

everyone else will be able to be covered as they are HEALTHY individuals.

Certainly do appreciate your efforts in the aboveforesaid Bill and wishing 

you much success during this legislative session.

Sincerely,

Norman and Shirley Presotn 

901 East 15th Avenue 

Anchorage, Alaska 99501

S P :s 
E n e l :

901 E. 15th Avenue • Anchorage, Alaska 99501 • Phone: 277-333!



SU B U R B A N  
P R IN T IN G

F e b r u a r y  6 , 1990

S e n a t o r  C o g h i l l
P.O. Box 55028
N O r t h  Pole, A l a s k a  99705

De a r  S e n a t o r  C o g h i l l ,

I h a v e  a m e d i c a l  c o n d i t i o n  w h i c h  a p p a r e n t l y  m a k e s  m e  u n i n s u r a b l e .
I h a v e  r e c e n t l y  a t t e m p t e d  to o b t a i n  a d e q u a t e  m e d i c a l  c o v e r a g e  and 
h a v e  b e e n  s e v e r e l y  r i d e r e d  b e c a u s e  of m y  c u r r e n t  m e d i c a l  c o n d i t i o n .  
I k n o w  t h a t  t h e r e  are m a n y  o t h e r s  t h a t  h a v e  the same fate as I.

I w o u l d  like to e x p r e s s  m y  s u p p o r t  f o r  S e n a t e  B i l l  304 as w r i t t e n .
I h a v e  r e c e n t l y  r e v i e w e d  the b i l l  a n d  f e e l  t h a t  t h e  c r e a t i o n  of 
a " h igh r i s k  pool" w o u l d  be a b e n e f i t  to a l l  c o n c e r n e d .  T h e  S t a t e  
of A l a s k a ,  t h e  i n s u r a n c e  c o m p a n i e s  i n v o l v e d  a n d  c e r t a i n l y  t h e  
A l a s k a n  p a r t i c i p a n t s  w o u l d  be b e t t e r  o f f  as a r e s u l t  of t h i s  bill.

P l e a s e  c o n t a c t  me for a n y  f u r t h e r  s u p p o r t  t h a t  you m i g h t  need.

S i n c e r e l y ,

H. L a m a r  G r a y  

7703 A r l e n e
A n c h o r a g e ,  A l a s k a  99502

5 2 1  W . 41 st  A v e n u e  A n c h o r a g e , A la s k a  9 9 5 0 3 -6 6 3 5  (9 0 7 ) 5 6 2 - 2 9 1 1



7an Maslyk

2220 Tasha Drive

Anchorage, AK 99502

November 22, 1939

Senator Coghill 

P.O. Office Box 55023 

North Pole, AK 99705

Re: Support of Senate Bill 304 as written

Dear Senator Coghill,

My dependant child has a medical condition which apparently makes 

her uninsurable. I have recently attempted to obtain medical 

coverage for her from two insurance companies and have been 

rejected by both because of her current circumstance. I 

understand that there are many Alaskans whom share my situation.

I would like to express my support for Senate Bill 304 as 

written. I have recently reviewed the bill and feel that the 

creation of a "high risk pool" would be a benifit to all 

concerned. The State of Alaska, the insurance companies involved 

and certainly the Alaskan participants would be better off as a 
result of this bill.

Please feel free to contact me for any further support that you 
may need.

Sincerely,

J a n  M a s l y k
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RISK POOLS FOR UNINSURABLES

ACKNOWLEDGEMENT The charts and information provided with this

SLR were in large part compiled by an organization 

called Communicating for Agriculture which has been very 

involved in the risk pool issue since 1975. We thank 

them and the other organizations who have provided 

information to NALU and who continue to provide infor­

mation on this important issue.

WHAT ARE RISK Among the uninrured are those who have been

POOLS? denied insurance coverage for reasons of poor health or

who have been offered insurance policies with extremely 

high premiums or with restrictive exclusions for p r e ­

existing conditions. For some of these people, money is 

not the barrier to health care until such time as large 

medical bills drain their resources.

In 15 states, high risk individuals now have 

access to health insurance risk pools. Under such

programs, health status is in theory eliminated as a

barrier to the availability of health insurance, since 

insurance is available through the pool.

Clearly, risk pools do not eliminate all 

barriers to the availability of health insurance, 

because the insurance obtainable through pools is ex pe n­

sive. Nevertheless, advocates argue that this av a ilabi­

lity of insurance helps to create a principle that 

svetyuns should nave tne opportunity to purchase health 

insurance. Second, they argue that health insurance for 

high risk individuals does address one small segment of 

the larger population of uninsured individuals.

NALU POLICY NALU supports the passage of enabling legisla 

tion in all states to create reinsurance pools or other
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H I G H  P R I O R I T Y  
I S S U E

P U R P O S E  OF 
T H I S  SLR

B A S I C  D E S I G N  
OF A R I S K  P O O L

C O V E R A G E

m e c h a n i s m s  to f u lly s p r e a d  the r i s k s  a s s o c i a t e d  w i t h  
i n s u r i n g  t h o s e  p e r s o n s  now d e n i e d  a c c e s s  to a d e q u a t e  
h e a l t h  i n s u r a n c e .

T h e  issue of s t a t e  p o o l s  for u n i n s u r a b l e s  is a 
, high p r i o r i t y  i t e m  of N A L U ' s  S t a t e  L a w  a n d  L e g i s l a t i o n  

C o m m i t t e e .  The C o m m i t t e e  has b e e n  w o r k i n g  t o w a r d  the 
e n a c t m e n t  of l e g i s l a t i o n  c r e a t i n g  s u c h  p o o l s  in all 
s t a t e s .

T o  p r o v i d e  i n f o r m a t i o n  to  a l l  r e c i p i e n t s  of 
the S t a t e  L e g i s l a t i v e  R e p o r t  a n d  to u r g e  those s t a t e s  
c u r r e n t l y  not p r o v i d i n g  a m e t h o d  or  m e c h a n i s m  for u n i n -  
s u r c b l e s  t o  o b t a i n  h e a l t h  i n s u r a n c e  to c o n s i d e r  t a k i n g  
s teps t o w a r d  the e v e n t u a l  e n a c t m e n t  of l e g i s l a t i o n  p r o­
vi d i n g  for su c h  pools.

T h e  b a s i c  d e s i g n  of a r i s k  p o o l  is to g u a r a n­
tee a v a i l a b i l i t y  of a d e q u a t e  h e a l t h  i n s u r a n c e  to all 
i n d i v i d u a l s ,  r e g a r d l e s s  of t h e i r  p h y s i c a l  con d i t i o n .  
A l t h o u g h  the o p e r a t i o n  of p o o l s  v a r i e s  c o n s i d e r a b l y  f r o m  
s t ate to s t a t e  t h e r e  is a b a s i c  p a t t e r n .  The s t ate 
g e n e r a l l y  f o r m s  an a s s o c i a t i o n  of all h e a l t h  i n s u r a n c e  
c o m p a n i e s  d o i n g  b u s i n e s s  in the s t a t e  ( p r o p o s e d  f e d e r a l  
l e g i s l a t i o n  w o u l d  p e r m i t  i n c l u s i o n  of s e l f - i n s u r i n g  
b u s i n e s s  in this a s s o c i a t i o n ) .  One o r g a n i z a t i o n  is 
s e l e c t e d  to a d m i n i s t e r  the p l a n  u n d e r  the g u i d e l i n e s  for 
b e n e f i t s ,  p r e m i u m s ,  d e d u c t i b l e s ,  etc. a s  set f orth in 
the s t a t e  law. I n d i v i d u a l s  t h e n  a r e  a b l e  to p u r c h a s e  
i n s u r a n c e  f r o m  the plan.

R i s k  po o l  p o l i c i e s  d o  p r o v i d e  a fa i r l y  c o m p r e­
he n s i v e  p a c k a g e  of b e n e f i t s .  U n l i k e  m a n y  p r i v a t e  i n d i­
vid u a l  p o l i c i e s  that do  not c o v e r  p h y s i c i a n  fees, r i s k  
p o o l s  g e n e r a l l y  s p e c i f y  a m i n i m u m  b e n e f i t  p a c k a g e  th a t  
i n c l u d e s  i n - p a t i e n t  h o s p i t a l  s e r v i c e s  a n d  s e r v i c e s  r e n­
de r e d  by or at the d i r e c t i o n  of a p h y s i c i a n ,  as w e l l  as 
some s k i l l e d  n u r s i n g  care, h o m e  h e a l t h  care, and 
p r e s c r i p t i o n  drugs.

N o r m a l l y  a c h o i c e  of d e d u c t i b l e s  is o f f e r e d ,  
rang in-,, f r o m  as low as $150 to as h i g h  as $2000, 
r e s u l t i n g  in s u b s t a n t i a l l y  d i f f e r e n t  p r e m i u m s .  Some 
f o r m  of p r e - e x i s t i n g  c o n d i t i o n  r e s t r i c t i o n  has b e e n  
d e e m e d  n e c e s s a r y ,  if on l y  to p r e v e n t  i n d i v i d u a l s  f r o m  
e n r o l l i n g  for i n s u r a n c e  on l y  a f t e r  t h e y  need m e d i c a l  
care. M o s t  p o o l s  ha v e  a six t o  t w e l v e  m o n t h  w a i t i n g  
p e r i o d  for p r e - e x i s t i n g  c o n d i t i o n s .  H o w e v e r ,  so m e  sta­
tes a l l o w  a w a i v e r  of this w a i t i n g  p e r i o d  t h r o u g h  
p a y m e n t  of a p r e m i u m  s u r c h a r g e .
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COST OF

INSURANCE

P A Y I N G  FOR 
T H E  P O O L

IN SUMMARY

C o s t  r e m a i n s  the b i g g e s t  b a r r i e r  to o b t a i n i n g  
h e a l t h  i n s u r a n c e  t h r o u g h  risk p o o l s ,  s i n c e  i n s u r a n c e  
p r o v i d e d  to h i g h  r i s k  i n d i v i d u a l s  m u s t  o b v i o u s l y  be m o r e  
e x p e n s i v e  th a n  th a t  for s t a n d a r d  risks.

W h i l e  t h e s e  p r e m i u m s  a r e  high, t h e y  w o u l d  be 
e v e n  h i g h e r  in t h e  a b s e n c e  of s t a t e  i m p o s e d  l i m i t s  that 
c a p  p r e m i u m s  at no m o r e  than a f i x e d  p e r c e n t a g e  ( u s u a l l y  
a b o u t  150%) of the s t a n d a r d  i n d i v i d u a l  p r e m i u m  in the 
state.

One s t a t e  has t a ken an a d d i t i o n a l  s t e p  to m a k e  
r i s k  p o o l s  m o r e  a c c e s s i b l e  to the poor. T h e  W i s c o n s i n  
l e g i s l a t u r e  in 1985 p a s s e d  l e g i s l a t i o n  a p p r o p r i a t i n g  
f u nds to a s s i s t  l o w  i n c o m e  p o l i c y h o l d e r s  in p a y i n g  
p r e m i u m s .

In t h e o r y ,  p r e m i u m s  are to c o v e r  the m a j o r i t y  
of c l a i m s  p a i d  by the pool. In p r a c t i c e ,  hov/ever, p r e­
m i u m s  are g e n e r a l l y  i n s u f f i c i e n t ,  b e c a u s e  of the p r e m i u m  
c a p  a n d  the p o o r  h e a l t h  st a t u s  of the i n s u r e d  i n d i v i­
duals. A c c o r d i n g l y ,  the losses i n c u r r e d  a r e  c o m p e n s a t e d  
by a s s e s s i n g  the m e m b e r s  of the p o o l i n g  a s s o c i a t i o n ,  in 
p r o p o r t i o n  to t h e i r  s h a r e  of the s t a t e  h e a l t h  i n s u r a n c e  
m a r k e t .  In m o s t  states, these p o o l  a s s e s s m e n t s  are s u b­
s i d i z e d  t h r o u g h  r e b a t e s  o n  p r e m i u m  t a x e s  or o t h e r  s t a t e  
t a x e s .

E x p e r i e n c e  in m o s t  s t a t e s  i n d i c a t e s  that the 
p l a n s  lose m o n e y  o v e r  the co u r s e  of a y ear. W h i l e  
l o s s e s  can at t i m e s  be large, the c o s t  has b e e n  in the 
r a n g e  of 1 % of the total a m o u n t  of p r e m i u m s  c o l l e c t e d  
f r o m  a l l  h e a l t h  i n s u r a n c e  p o l i c i e s  s o l d  in t h o s e  states.

O v e r  the la s t  c o u p l e  of y e a r s ,  s e v e r a l  o t h e r  
a p p r o a c h e d  to f u n d i n g  h a v e  b e c o m e  a v a i l a b l e .  At l east 
o n e  s t a t e  has d e c i d e d  to s i m p l y  p a y  all l o s s e s  d i r e c t l y  
o u t  of s tate g e n e r a l  funds, t h e r e b y  f o r e g o i n g  the 
a s s e s s m e n t  t o t a l l y .  At least o n e  o t h e r  s t a t e  has p l a c e d  
a tax on h o s p i t a l  p a t i e n t  r e v e n u e s  to r a i s e  the f unds 
n e c e s s a r y  to s u p p o r t  o p e r a t i o n  of the p r o g r a m .  T h e r e  is 
no d o u b t  that s e v e r a l  o t h e r  o p t i o n s  w i l l  b e c o m e  
a v a i l a b l e  in the ne a r  f u t u r e  as m o r e  s t a t e s  c o n s i d e r  the 
p r o g r a m .

No o n e  c a n  r e a s o n a b l y  c l a i m  t h a t  r i s k  p o o l s  
w i l l  s o l v e  the e n t i r e  p r o b l e m  of the i n s u r e d ,  s i n c e  the 
r e a s o n s  for t h i s  l a c k  of c o v e r a g e  are e n o r m o u s l y  v a r i e d .  
Some p e o p l e  are left v u l n e r a b l e  by l i m i t a t i o n s  in 
M e d i c a i d  e l i g i b i l i t y ;  o t h e r s  are e m p l o y e d  by f i r m s  that 
d o  not o f f e r  h e a l t h  insurance; s t i l l  o t h e r s  a r e  left
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w i t h o u t  i n s u r a n c e  a f t e r  b e c o m i n g  u n e m p l o y e d  or l o s i n g  
d e p e n d e n t  c o v e r a g e  t h r o u g h  a spouse; some take the r i s k  
of not p u r c h a s i n g  i n s u r a n c e  a l t h o u g h  they can a f f o r d  it.

R i s k  p o o l s  r e p r e s e n t  a s m all s t e p  in r e d u c i n g  
the u n i n s u r e d  p o p u l a t i o n ,  or at least that s e g m e n t  of 
the insured t h a t  is n o t  po o r  but c o u l d  b e c o m e  p o o r  w h e n  
f a c e d  with m a j o r  m e d i c a l  e x p e n s e s .  T h e s e  plans, 
h o w e v e r ,  p r o v i d e  no  c o m p r e h e n s i v e  s o l u t i o n  to the i n d i­
g e n t  care p r o b l e m .  R i s k  p o o l s  s i m p l y  e n c o u r a g e  a n d  
a s s i s t  i n d i v i d u a l s  in p u r c h a s i n g  h e a l t h  ins u r a n c e .
T h o s e  who c a n n o t  a f f o r d  to p u r c h a s e  i n s u r a n c e  w i l l  in 
m o s t  cases not b e n e f i t  f r o m  the pools.

T he r e m a i n d e r  of this SLR c o n t a i n s  i n f o r m a t i o n  
on s p e c i f i c  s t a t e  p r o g r a m s  s h o w i n g  the s t a t u s  of 
l e g i s l a t i o n  c r e a t i n g  c o m p r e h e n s i v e  h e a l t h  i n s u r a n c e  
p o o l s  and d e s c r i b i n g  t h e  m a i n  a s p e c t s  of a p a r t i c u l a r  
s t a t e ' s  pool.

T h e  f i n a l  a t t a c h m e n t  to this SLR is the M o d e l  
L e g i s l a t i o n  a d o p t e d  by the N a u i o n a l  A s s o c i a t i o n  of 
I n s u r a n c e  C o m m i s s i o n e r s .  I m m e d i a t e l y  p r e c e d i n g  the N A I C  
M o d e l  is a b r i e f  s y n o p s i s  of the m o d e l  bill.

* * *

For f u r t h e r  i n f o r m a t i o n  p l e a s e  c o n t a c t :
R o l a n d  L. P a n n e t o n ,  C o u n s e l ,  N a t i o n a l  A s s o c i a t i o n  of 
L i f e  U n d e r w r i t e r s ,  1 9 2 2  F Street, N.W., W a s h i n g t o n ,  D.C. 
20006, ( 2 0 2 ) 3 3 1 - 6 0 2 3 .



S Y N O P S I S  O P  M O D E L

T h e  p u r p o s e  of t h e  N A I C  M o d e l  B i l l  is t o  e s t a -  
b i s h  a m e c h a n i s m  t h r o u g h  w h i c h  d e q u a t e  l e v e l s  of h e a l t h  
i n s u r a n c e  c o v e r a g e s  c a n  b e  m a d e  a v a i l a b l e  to r e s i d e n t s  
of t h e  s t a t e  w h o  a r e  o t h e r w i s e  c o n s i d e r e d  u n i n s u r a b l e .  
T h e  b i l l  w o u l d  e s t a b l i s h  a s t a t e  " a s s o c i a t i o n "  o r  p o o l  
in w h i c h  all h e a l t h  c a r e  f i n a n c i n g  m e c h a n i s m s  ( i n s u r e r s ,  
n o n - p r o f i t  s e r v i c e  p l a n  c o r p o r a t i o n s  a n d  H M O s ) w o u l d  b e  

m e m b e r s .

T h e  p o o l  c o v e r a g e  c o n s i s t s  of v e r y  b r o a d ,  
c o m p r e h e n s i v e  b e n e f i t s  w i t h  a c h o i c e  of " h i g h "  a n d  " l o w "  
d e d u c t i b l e .  E a c h  s t a t e  is c a u t i o n e d  t h a t  t h e  s c o p e  of 
c o v e r a g e  m a y  n o t  be a p p r o p r i a t e .  In s u c h  c a s e  t h e  b e n e ­
f i t  l e v e l s  s h o u l d  b e  a d j u s t e d .

By d e f i n i t i o n ,  a p o o l  c o n s i s t i n g  of u n i n ­
s u r a b l e  r i s k s  w i l l  n e c e s s i t a t e  p r e m i u m  r a t e s  s u b s t a n ­
t i a l l y  g r e a t e r  t h a n  a p p l i c a b l e  f o r  s t a n d a r d  r i s k s .  T h e  
t 11 e s t a b l i s h e s  an i n i t i a l  m a x i m u m  r a t e  of 1 5 0 %  of 
a p p l i c a b l e  s t a n d a r d  r i s k  r a t e s .  T h e r e a f t e r  r a t e s  a r e  
e x p e c t e d  tu f l u c t u a t e  a c c o r d i n g  t o  e x p e r i e n c e ,  h o w e v e r ,  
in no e v e n t  s h a l l  r a t e s  e x c e e d  2 0 0 %  of s t a n d a r d  r i s k  
r a t e s .  T h e  i n i t i a l  m a x i m u m  r a t e  o f  1 5 0 %  is a d m i t t e d l y  
i n a d e q u a t e  f o r  t h e  r i s k s  i n s u r e d ,  a n d  t h e  2 0 0 %  m a x i m u m  
w i l l  p r e v e n t  t h e  r a t e s  f r o m  b e c o m i n g  p r o h i b i t i v e .  P o o l  
l o s s e s  in e x c e s s  of t h e  2 0 0 %  m a x i m u m  r a t e  w i l l  b e  
a s s e s s e d  to e a c h  m e m b e r  of t h e  p o o l  in p r o p o r t i o n  to t h e  
v o l u m e  of b u s i n e s s  d o n e  in t h e  s t a t e .  E l i g i b i l i t y  f o r  
p o o l  c o v e r a g e  is n o t  e s t a b l i s h e d  b y  c r i t e r i a  s u c h  as the 
i n c u r r i n g  of a c a t a s t r o p h i c  c o n d i t i o n  o r  the e x p e n d i t u r e  
of a p r e s c r i b e d  a m o u n t  of e a r n i n g s  for h e a l t h  c a r e .
S u c h  c r i t e r i a  m a y  n o t  a p p l y  e q u i t a b l y  t o  all u n i n -  
s u r a b l e s  a n d  m a y  n e i t h e r  be c o s t  e f f i c i e n t  n o r  p r a c t i c a l  
t o  a d m i n i s t e r .  P r a c t i c a l  c o n s i d e r a t i o n s  of p r i c e  w i l l  
s e r v e  to d i s c o u r a g e  i n d i v i d u a l s  f r o m  b u y i n g  p o o l  
c o v e r a g e  w h e n  it is a v a i l a b l e  to t h e m  in the s t a n d a r d  
m a r k e t p l a c e  a t  a l e s s e r  r a t e .

F o r  o b v i o u s  c o s t  c o n t a i n m e n t  r e a s o n s ,  t h e  p o o l  

c o v e r a g e  is t h e  c o v e r a g e  of " l a s t  r e s o r t "  a n d  it d o e s  
n o t  d u p l i c a t e  c o v e r a g e s  f r o m  a n y  o t h e r  s o u r c e ,  p r i v a t e  

o r  p u b l i c .  T h e  m e c h a n i c s  of t h e  p o o l ,  its o p e r a t i o n s  
a n d  f u n c t i o n s  m u s t  a l l  be e s t a b l i s h e d  u n d e r  a p l a n  
a p p r o v e d  by t h e  C o m m i s s i o n e r .  T h e  p o o l  is s u b j e c t  to  
t h e  r e q u i r e m e n t s  of t h e  i n s u r a n c e  c o d e  as has t h e  
g e n e r a l  p o w e r s  a n d  a u t h o r i t y  of an i n s u r e r  l i c e n s e d  to  

t r a n s a c t  h e a l t h  i n s u r a n c e .
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MODEL HEALTH INSURANCE POOLING MECHANISM ACT 

T ab le  of C on ten ts

Section 1. Definitions
Section 2. Operation of Pool
Section 3. Eligibility
Section 4. Administrating Insurer
Section 5. Assessments
Section 6. Minimum Benefits • Availability
Section 7. Collective Action
Section 8. Taxation
Section 9. Effective Date

BE IT  ENACTED BY THE STATE OF (insert state).
(adapt caption and formal portions to local requirements and statutes)

S ta tem en t o f P rinc ip les

The State and Federal Health Insurance Legislative Programs (B6) Task Force was charged to 
develop model state legislation for the establishment of health insurance pooling mechanisms 
for uninsurables. The Task Force has developed the attached Model S tate Health Insurance 
Pooling Mechanism Bill and recommends its final adoption by NAIC subject to the following 
principles:

1. Adoption of the model bill does not constitute NAIC endorsement of the pooling concept, 
nor is it recommended fbr enactment in all states. Each state is urged to determine, through ( independent study, whether a pooling mechanism is needed and whether enactment of the
model would be cost effective.

2. Enactment of the model bill by states is no t recommended unless and until a viable solution
is secured, through federal law or otherwise, under which pools for uninsurables can operate 
on a universal basis including all health  care financing mechanisms. These recommen­
dations and principles are consistent w ith NAIC strategy for alternative io national health 
insurance which embrace the interrelated goals concerning the federal ERISA preemption 
problems, state pooling mechanisms, adequate health insurance availability and cost con­
tainment. The interrelationship of these initiatives is exemplified by the ERISA barrier 
to universal participation in such pools and overall concerns about health care cost 
containment.

Although much has been accomplished w ith the enactment of P.L. 97-473 subjecting multiple 
employer trusts to state jurisdiction, and by the adoption of the NAIC model “Jurisdiction to 
r>etermine Jurisdiction" bill, these measures will not, in and of themselves, establish universal 
participation in state pools for uninsurables.

Uninsurable pools may not be needed in every state, nor present the i.'ost effective answer to 
questions of availability of health insurance in every state. The establishment of such programs 
iB costly and their cost effectiveness should be weighed in relation to whether there is a dem­
onstrated need for a pool in a given state. Their cost effectiveness can be substantially impaired 
in the absence of universal participation, for without the inclusion of self-insured plans, the 
financial base necessary to support the pooling mechanism will tend to progressively diminish. 
The purpose of the attached model bill is to establish a mechanism through which adequate 
levels of health insurance coverages can be made available to residents of the state who are 
otherwise considered uninsurable. TTie bill would establish a state "association" or pool in v.nich 
all health care financing mechanisms (insurers, nonprofit service plan corporations, HMO’s and 
self-insurers) would be members.
Ce?yn«ht NAIC 1W4 145-1



Mcdfl Health (murine* Pooling M tthin iwn Act

The pool coverage consists of very broad comprehensive benefits with a choice of a "high” and a 
"low" deductible. Each state is cautioned tha t the scope of coverage may not be appropriate. In 
such case, the benefit levels should be adjusted, or the bill should include the Alternative Section 
6. under vh ich the Commissioner is authorized to establish by regulation actual pool benefits 
commensurate w ith the prevailing levels of group coverages provided in that state.

By definition, a pool consisting of uninsurable risks will necessitate premium rates substantially 
g reater than  applicable for standard risks. The bill establishes an initial minimum rate of 150% 
of appl icable standard risk rates. Thereafter rates are expected to fluctuate according to experience, 
however, in no event shall rates exceed 200% of standard risk rates. The minimum rate of 150% 
is adm ittedly inadequate for the risks insured, and the 200% maximum will prevent the rates 
from becoming prohibitive. Pool losses in excess of the 200% maximum rate will be assessed to 
each member of the pool in proportion to the volume of business done in the state. Eligibility 
for pool coverage is not established by criteria such as the incurring of a catastrophic condition, 
the expenditure of a prescribed amount of earnings for health care, or the rejection of the applicant 
by any specified number of health insurance carriers. Such criteria may not apply equitably to 
all uninsurables and may neither be cost efficient nor practical to administer. Practical consid­
erations of price will serve to discourage individuals from buying pool coverage when it is 
available to them  in the standard marketplace at a lesser rate.

For the obvious cost containment reasons, the pool coverage is the coverage of "last resort" and 
it does not duplicate coverages from any other source, private or public. The mechanics of the 
pool, its operations and functions must all be established under a plan approved by the Com­
missioner. The pool is subject to the requirements of the insurance code and has the general 
powers and authority of an insurer licensed to transact health insurance.

S ection  1. Definitions.

(1) "Pool" means the S tate Health Insurance Pool as created in Section 2. of the Act.

(2) “Board" means the Board of Directors of the pool.

(3) “Insured" means any individual resident of this state who is eligible to receive benefits 
from any insurer or insurance arrangement as defined in this section.

(4) “Insurer" means any insurance company authorized to transact health insurance busi ness 
in th is state, any (reference state nonprofit health care service plan act and, if appropriate, 
HMO law).

(5) ‘In su rance  arrangement" means any plan, program, contract or any other arrangement 
under which one or more employers, unions or other organizations provide to their em­
ployees or members, either directly or indirectly through a trust or third party admin­
istrator, health care services or benefits other than through an insurer.

(6) "H ealth insurance" means any hospital and medical expense incurred policy, nonprofit 
health care service plan contract and health maintenance organization subscriber con­
tract. The term  does not include short term, accident, fixed indemnity, limited benefit or 
credit insurance, coverage issued as a supplement to liability insurance, insurance arising 
out of a workers’ compensation or sim ilar law, automob'le medical-payment insurance, 
or insurance under which benefits are payable with or without regard <.0 fault and winch 
is sta tu to rily  required to be contained in any liability insurance policy or equivalent self- 
insurance.
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(7) •’Medicare" means coverage under both part A and B of Title X VIU of the Social Security 
Act, 42 USC 1395 et seq., as amended.

(8) "Physician" (reference applicable state laws).

(9) “Hospital” (reference applicable state laws).

(10) "Health maintenance organization" (reference applicable sta te laws),

(11) "Plan of operation" means the plan of operation of the pool, including articles, bylaws 
and operating rules, adopted by the board pursuant to Section 3. of th is Act.

(12) "Benefits plan" means the coverages to be offered by the pool to eligible persons pursuant 
to Section 6. of th is Act.

(13) “Department" means the Insurance Department.

(14) "Commissioner" means the Insurance Commissioner.

(15) “Member" means all insurers and insurance arrangements participating in the pool.

Section 2. O pera tion  o f th e  Pool.

(1) There is hereby created a nonprofit entity to be known as the (State) Health Insurance 
Pool. All insurers issuing health insurance in this sta te and insurance arrangements 
providing health plan benefits in th is state on and after the effective date of th is Act shall 
be members of the pool.

(2) The Commissioner shall give notice to all insurers and insurance arrangements of the 
time and place for the initial organizational meetings. The pool members shall select the 
initial board of directors and appoint one or more insurers to serve as administrator. Both 
the selection of the board of directors and the administering insurer(s) shall be subject to 
approval by the Commissioner. The Board shall a t all times, to the extent possible, include 
a t least one domestic insurance company licensed to transact health insurance and one 
domestic nonprofit health care service plan.

(3) If, within sixty (60) days of the organizational meeting, the board of directors is not selected 
or the adm inistering insurer is not appointed, the Commissioner shall appoint the initial 
board and appoint an adm inistering insurer.

(4) The pool shall submit to the  Commissioner a plan of operation for the pool and any 
amendments thereto necessary or suitable to assure the fair, reasonable and equitable 
adm inistration of the pool. The Commissioner shall, after notice and hearing, approve the 
plan of operation provided such is determined to be suitable to assure the fair, reasonable 
and equitable adm inistration of the pool, and provides for the sharing of p^ol gems or 
losses on an equitable proportionate basis. The plan of operation shall become effective 
upon approval in w riting by the Commissioner consistent with the date on which the 
coverage under this Act must be made available. If the pool fails to submit a suitable plan 
of operation within 180 days after the appointment of the board of directors, or at any 
time thereafter fails to submit suitable amendments to the plan, the Commissioner shall, 
after notice and hearing, adopt and promulgate such reasonable rules as are necessary or 
advisable to effectuate the provisions of this section. Such rules shall continue in force 
until modified by the Commissioner or superseded by a plan submitted by the pool and 
approved by the Commissioner.
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(5) In its plan the pool shall,

(a) Establish procedures for the handling and accounting of assets and monies of the 
pool.

(b) Select ap administering insurer in accordance with Section 4. of th is Act, and 
establish procedures for filling vacancies on the Board of Directors.

(c) Establish procedures for the collection of assessments from all members to provide 
for claims paid under the plan and for administrative expenses incurred or estimated 
to be incurred during the period for which the assessment is made. The level of 
payments shall be established by the board, pursuant to Section 5. of th is Act. 
Assessment shall occur a t the end of each calendar year. Assessments are due and 
payable within 30 days of receipt of the assessment notice.

(d) Develop and implement a program to publicize the existence of the plan, the eli­
gibility requirements, and procedures for enrollment, and to maintain public aw are­
ness of tb i  plan.

(6) The pool shall have the general powers and authority granted under the laws of this state
to insurance companies licensed to transact the kinds of insurance defined under Section
1. and in addition thereto, the specific authority to:

(a) Enter into contracts as are necessary or proper to carry out the provisions and 
purposes of this Act, including the authority, with the approval of the  Insurance 
Commissioner, to enter into contracts with similar podls of other states for the joint 
performance of common adm inistrative functions, or with persons or other organ­
izations for the performance of administrative functions;

(b) Sue or be sued, including taking any legal actions necessary or proper for recovery 
of any assessments for, on behalf of, or against pool members;

(c) Take such legal action as necessary to avoid the payment of improper claims against 
the pool or the coverage provided by or through the pool;

<d> Establish appropriate rates, rate schedules, rate adjustments, expense allowances, 
agents' referral fees, claim reserve formulas and any other actuarial function ap­
propriate to the operation of the pool. Rates shall not be unreasonable in relation 
to the coverage provided, the risk experience and expenses of providing the coverage. 
Rates and rate schedules may be adjusted for appropriate risk factors such as age 
and area variation in claim cost and shall take into consideration appropriate risk 
factors in accordance with established actuarial and underwriting practices.

<e) Assess members of the pool in accordance with the provisions of this section, and 
to make advance interim assessments as may be reasonable and necessary for the 
organizational and interim operating expenses. Any such interim assessments to 
be credited as offsets against any regular assessments due fallowing the close of 
the fiscal year.

(f> Issue policies of insurance in accordance with the requirements of this Act.

tg) Appoint from among members appropriate legal, actuarial and other committees
as necessary to provide technical assistance in the operation of the pool, policy and 
other contract design, and any other function w th in  the authority of the pool.

1 4 5 - 4
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A tU t«  may with Ui provide member* of the pool with the option of utilizing their existing distribution 
systems for the issuance of pool coverage If *o, »uch a provision thould authorise the establishment 
of specific rules under which the pool would approve and serve as a reinsurer for coverage issued by 
members in their own name* Paragraph (hi is designed to allow atales lo implement this option.

(h) Establish rules, conditions and procedures for reinsuring risks of pool members 
desiring to issue pool plan coverages in their own name. Such reinsurance facility 
shall not subject the pool *o any of the capital or surplus requirements, if any, 
otherwise applicable to reinsurers.

S ection  3. Eligibility.

(1) Any individual person, who is a resident of this state shall be eligible for 
pool coverage, except the following:

(a) persons who have on the date of issue of coverage by the pool coverage under health 
insurance or an insurance arrangement;

(b) any person who is a t the time of pool application eligible for health care benefits 
under (references state Medicaid law);

(c) any person having term inated coverage in the pool unless twelve months h-ve 
lapsed since such term ination;

(d) any person on whose behalf the pool has paid out $1,000,000 in benefits;
(

(e) inmates of public institutions and persons eligible for public programs.

(2) Any person who ceases to meet the eligibility requirements of this section may be te r ­
m inated at the end of the policy period.

(3) Any person whose health insurance coverage is involuntarily term inated for any reason 
other than nonpayment of premium and who is not eligible for conversion, may apply for 
coverage under the plan. If such coverage is applied for within 60 days after the involuntary 
termination, and if premiums are paid for the entire overage period, the effective date of 
the coverage shall be the date of term ination of the previous coverage.

Drafting Not* • Section 3

It is intended that only those unable to purchase health insurance coverage in the marketplace a t a 
reasonable price will apply for pool coverage. The higher cost of pool coverage should accomplish th is 
result. However, to assure th a t the pool coverage does not compete with available coverage in th e  
marketplace, a state may desire to include aa a criterion for pool coverage the requirement of rejection 
of coverage by a specified number of health insurance earners. This question is discussed fully in 
the attached Synopsis.

Section 4. A dm in istering In su re r.

(1) The board shall select an insurer or insurers through a competitive bidding process to 
adm inister the pool. The board shall evaluate bids submitted based on criteria established 
by the board which shall include:

(a) The insurer’s proven ability to handle individual accident and healti insurance;

(b) The efficiency of the insurer’s claim paying procedures;

Drafting Not* • Optional Paragraph
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(c) An estimate of total charges for administering the plan;

(d) The insurer's ability to administer the poo) in a cost efficient manner.

(2) (a) The administering insurer shall serve for a period of 3 years subject to removal for
cause.

(b) At least 1 year prior to the expiration of each 3-year period of service by an ad­
ministering insurer, the board shall invite all insurers, including the current ad­
m inistering insurer to submit bids to serve as the administering insurer for the 
succeeding 3-year period. Selection of the administering insurer for the succeeding 
period shall be made at least 6 months prior to the end of the current 3-year period.

(3) (a) The administering insurer shall perform all eligibility and adm inistrative claims
payment functions relating to the pool.

(b) The administering insurer shall establish a premium billing procedure for collection 
of premium from insured persons. Billings shall be made on a periodic basis as 
determined by the board.

(c) The administering insurer shall perform all necessary functions to assure timely 
payment of benefits to covered persons under tire pool including:

1. Making available information relating to the proper manner of submitting a 
claim for benefits to the pool and distributing forms upon which submission 
shall be made;

/

2. Evaluating the eligibility of each claim for payment by the pool.

(d) The administering insurer shall submit regular reports to the board regarding the 
operation of the pool. The frequency, content, and form of the report shall be as 
determined by the board.

(e) Following the close of each calendar year, the administering insurer shall determine 
net w ritten and .earned premiums, the expense of administration, and the paid and 
incurred losses for the year and report this information to the Board and the De­
partment on a form as prescribed by the Commissioner.

(f) The administering insurer shall be paid as provided in the plan of operation for its 
expenses incurred in the performance of its services.

S ection  5. A ssessm ents.

(1) Following the close of each fiscal year, the pool adm inistrator shall determ ine th -' net 
premiums (premiums less administrative expense allowances), the pool expenses of admin­
istration and the incurred losses for the year, taking into account investment income and 
other appropriate gains and losses. Health insurance premiums and benefits paid by an 
insurance arrangement tha t are less than an amount determined by the board to justify 
the cost of collection shall not be considered for purposes of determining assessments.

(a) Each insurer’s assessment shall be determined by multiplying the total cost of poo) 
operation by a fraction, the numerator of which equals that insurer’s premium and 
subscriber contract charges for health insurance written in the sta te  during the 
preceding calendar year and the denominator of which equals the total of all pre­
miums, subscriber contract charges written in the state and 1107< of all claims paid
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by insurance arrangem ents in the state during the preceding calendar year.

(b) Each insurance arrangem ent’s assessment shall be determined by multiplying the
total cost of pool operation by a fraction, the numerator of which equals 110'S of 
the benefits paid by th a t insurance arrangement on behalf of insureds in this state 
during the preceding calendar year and the denominator of which equals the total 
of all premiums, subscriber contract charges and 110% of all benefits paid by in ­
surance arrangements made on behalf of insured in this state during the preceding 
calendar year. Insurance arrangements shall report to the board claims payments 
made in this sta te  on an annual basis on a form prescribed by the Commissioner.

(2) If assessments exceed actual losses and administrative expenses of the pool, the excess 
shall be held at interest and used by the board to offset future losses or to reduce pool 
premiums. As used in th is subsection, "future losses” includes reserves for incurred by 
not reported claims.

(3) (a) Each member’s proportion of participation in the pool shall be determined annually
by the board based on annual statements and other reports deemed necessary by 
the board and filed by the member with it.

(b) Any deficit incurred by the pool shall be recouped by assessments apportioned under
subsection (1) of th is Section by the board among members.

(4) The board may abate or defer, in whole or in part, the assessment of a member if, in the 
opinion of the board, payment of the assessment would endanger the ability of the member 
to fulfill its contractual obligations. In the event an assessment against a member is abated 
or deferred in whole or in part, the amount by which such assessment is abated or deferred 
may be assessed against the other members in a manner consistent with the besis for 
assessments set forth in subsection (1) of this Section. The member receiving such abate­
ment or deferment shall rem ain liable to the pool for the deficiency for 4 years.

Drafting Note • Section 6

Section 6 deals with the coverage to be issued by the pool, fhe original draft bill established a 
comprehensive and specific plan of coverage. However, this plan may not be appropriate to the needs 
of all stales. Thus, the model bill provides two alternative approaches to Section 6 Alternative I 
specifically establishes a broad, comprehensive plan of coverage in the form of a detailed schedule of 
benefits, exclusions, limits, deductibles and coinsurance factors.

A lternative 2 vests authority in the Commissioner to promulgate, with the advice and recommen­
dations of the pool members, a level of pool coverage determined to be commensurate with those 
typically provided by a representational number of large employers in the state. It should be pointed 
out that mo;1, carriers will be members of the pools in more than one, and perhaps all, of the 6tates 
tha t enacted pooling legislation. The administration of these pools will be greatly facilitated if those 
provisions of the model bill dealing w ith pool formation, operation and administration remain uniform.
This uniformity will allow each sta te  pool to benefit from the operational experience of the others 
and will facilitate monitoring of the efficiency of pooling mechanisms. There is not the same necessity, 
however, regarding the actual plan benefits or coverage and the scope of coverage could vary according 
to individual sta te needs.

ALTERNATIVE 1

Section 6. M inimum  Benefits - Availability.

(1) The pool shall offer major medical expense coverage to every eligible person who is not 
eligible for Medicare. Major medical expense coverage offered by the pool shall pay an 
eligible person's covered expenses, subject to limits on the deductible and coinsurance 
payments authorized under paragraph (4) (d) of this Section, up to a life time limit of 
$1,000,000 per covered individual. The maximum limit under this paragraph shall not be 
altered by the Board, and, no actuarial equivalent benefit may be substituted by the Board
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(2) Covered Expenses. Covered expenses shall be the prevailing charge in the locality for the
following services and articles when prescribed by a physician and determ ined by the pool
to be medically necessary:

(a) Hospital services;

(b) Professional services for the diagnosis or treatment of injuries, illnesses, or condi­
tions, other than mental or dental, which are rendered by a physician, or by other
licensed professionals at his direction;

(c) Drugs requiring a physician’s prescription;

(d) Services of a licensed skilled nursing facility for not more than 120 days during a 
policy year;

(e) Services of a home health agency up to a maximum of 270 services per year;

(f) Use of radium or other radioactive materials;

(g) O x y g e n ;

(hi Anesthetics;

(i) Prostheses other than dental;

(j) Rental of durable medical equipment, other than eyeglasses and hearing aids, for
which there is no personal .use in the absence of the conditions for which is 
prescribed;

(k> Diagnostic x-rays and laboratory tests;

(1) Oral surgery for excision of partially or completely unerupted, impacted teeth or
the gums and tissues of the mouth when not performed in connection with the 
extraction or repair of teeth;

(m) Services of a physical therapist;

(n) Transportation provided by a licensed ambulance service to the nearest facility
qualified to trea t the condition;

(o) Services for diagnosis and treatm ent of mental and nervous disorders, provided that
an insured shall be required to make a 50 percent copayment, and th a t the payment 
of the pool shall not exceed $4,000 for outpatient psychiatric treatm ent.

(3) Exclusions. Covered expenses sha l l  not include the following-

(a) Any charge for treatment for cosmetic purposes other than  surgery for the repair
or treatm ent of an injury or a congenital bodily defect to restore normal bodily 
functions;

<bi Care which is primarily for custodial or domicilliary purposes;
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<c) Any charge for confinement in a private room to the extent it is in excess of the
institution s charge lor its most common 6emiprivate room, unless a private room 
is prescribed as medically necessary by a physician;

(d) That part of any charge for services rendered or articles prescribed by a physician, 
dentist, or other health care personnel which exceeds th'v prevailing charge in the 
locality or for any charge not medically necessary;

(e) Any charge for services or articles the provision of which is not within the scope of 
authorized practice of the institu tion or individual providing the services or articles;

<0 Any expense incurred prior to th e  effective date of coverage by the pool for the
person on whose behalf the expense is incurred;

(g) Dental care except as provided in subsection (3) (1) of this section;

(h) Eyeglasses and hearing aids;

(i) Illness or iryury due to acts of war;

(j) Services of blood donors and any fee for failure to replace the first 3 pints of blood
provided to an eligible person each policy year;

(k) Personal supplies or services provided by a hospital or nursing home, or any other 
nonmedical or nonprescribed supply or service.

(4) Premiums, Deductibles, and Coinsurance.

(a) Premiums charged for coverages issued by the pool may not be unreasonable in 
relation to the benefits provided, the  risk experience, and the reasonable expenses 
of providing the coverage.

(b) Separate schedules of premium ra tes based on age, 6ex, and geographical location 
may apply for individual risks.

(c) The pool shall determ ine the standard risk rate by calculating the average indi­
vidual standard ra 'e  charged by th e  five largest insurers offering coverages in the 
state comparable to the pool coverage. In the event five insurers do not offer com­
parable coverage, th e  standard risk  rate shall be established using reasonable ac­
tuarial techniques and shall reflect anticipated experience and expenses for such 
coverage. Initial ra tes for pool coverage shall not be less than 150% of rates estab­
lished as applicable for individual standards risks. Subsequent rates shall be es­
tablished to provide fully for the expected costs of claims including recovery of prior 
losses, expenses of operation, investment income of claim reserves, and any other 
cost factors subject to the lim itations described herein. In no event shall pool rates 
exceed 200% of ra tes applicable to individual standard risks. All rates and rate 
schedules shall be submitted to th e  Commissioner for approval.

(d) The pool coverage defined in Section 6. shall provide optional deductibles of $500 
or $1,500 per annum  per individual, and coinsurance of 20%, such coinsurance and 
deductibles in the aggregate not to exceed $3,500 per individual nor $5,000 per 
family per annum. The deductibles and coinsurance factors may be adjusted an ­
nually according to the Medical Component of the Consumer Price Index.

(5) Preexisting Conditions. Pool coverage shall exclude charges or expenses incurred during
the first twelve months following the effective date of coverage as to any condition, which
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during the six month period immediately preceding the effective date of coverage, (i) had 
manifested itself in such a manner as would cause an ordinarily prudent person to Bcek 
diagnosis, care or treatm ent or (ii) for which medical advice, care or treatm ent wan rec­
ommended or received. Such preexisting condition exclusions shall be waived to the extent 
to which sim ilar exclusions, if  any, have been satisfied under any prior health insurance 
coverage which was involuntarily terminated; provided, tha t application for pool coverage 
is made not la ter than thirty-one (31) days following such involuntary term ination and, 
in 6uch case, coverage in the pool shall be effective from the date on which such prior 
coverage was term intated.

(6) Nonduplication of Benefits.

»a) Benefits otherwise payable under pool coverage shall be reduced by all amounts 
paid or payable through any other health insurance, or insurance arrangement, 
and by all hospital and medical expense benefits paid or payable under any workers' 
compensation coverage, automobile medical payment or liability insurance whether 
provided on the basis of fault or nonfault, and by any hospital or medical benefits 
paid or payable under or provided pursuant to any state or Federal law or program 
except Medicaid.

(b) The insurer or the pool shall have a cause of action against an eligible person for 
the recovery of the amount of benefits paid which are not coverage eyTenses. Benefits 
due from the pool may be reduced or refused as a set-off against any amount re­
coverable under this paragraph.

ALTERNATIVE 2
i

Section 6. M inimum  Benefits - Availability.

(1) The pool shall offer major medical expense coverage to every eligible person who is not 
eligible for Medicare. The coverage to be issued by the pool, its schedule of benefits, 
exclusions and other limitations, shall be established through regulations promulgated 
by th e  Commissioner taking into consideration the advice and recommendations of the 
pool members.

(2) In estab lish ing the pool coverage, the Commissioner shall take into consideration the 
levels of health insurance provided in the state, medical economic factors as may be deemed 
appropriate and promulgate benefit levels, deductibles, coinsurance factors, exclusions and 
lim itations determ ined to be generally reflective of and commensurate with health insur­
ance provided through a representative number of large employers in the state.

(3) Pool coverage established under th is Section shall provide both an appropriate “high” and 
a "low" deductible to be selected by the pool applicant. The deductibles and coinsurance 
factors may be adjusted annually according to the Medical Component of th e  Consumer 
Price Index.

(4; Prem ium s and Assessments.

(a) Prem ium s charged for pool coverage may not be unreasonable in relation to the 
benefits provided, the risk experience and the reasonable expenses of providing the 
coverage. Separate schedules of premium rates based on age. sex and geographical 
location may apply for individual risks.

(b) The pool shall determine the standard risk rate by calculating the average indi­
vidual standard rate charged by the five largest insurers offering coverages in the
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slate comparable to the pool coverage. In the event five insurers do not ofTer com­
parable coverage, the standard risk rate shall be established using reasonable ac­
tuarial techniques and shall reflect anticipated experience and expenses for such 
coverage. Initial rates for pool coverage shall not be less than 150% of rates estab­
lished as applicable for individual standard riskE. Subsequent rates shall be estab­
lished to provide fully for the expected costs of claims including recovery of prior 
losses, expenses of operation, investment income of claim reserves, and any other 

'cost factors subject to the lim itations described herein. In no event shall pool rates 
exceed 200% of ra tes applicable to individual Btandard risks. All rates and ra te 
schedules shall be submitted to the Commissioner for approval.

(5) Preexisting Conditions. Pool coverage shall exclude charges or expenses incurred during 
the first twelve months following the effective date of coverage as to any condition, which 
during the six month period immediately preceding the effective date of coverage, (i) had 
manifested itself in such a manner as would cause an ordinarily prudent person to seek 
diagnosis, care or treatm ent or (ii) for which medical advice, care or treatment was rec­
ommended or received as to such condition. Such preexisting condition exclusions shall 
be waived to the extent to which sim ilar exclusions, if any, have been satisfied under any 
prior health insurance coverage which was involuntarily terminated; provided, th a t ap­
plication for pool coverage is made not later than thirty-one (31) days following such 
involuntary termination and, in such case, coverage in the pool shall be effective from the 
date on which such prior coverage was terminated.

(6) Nonduplication of Benefits.

(a) Benefits otherwise payable under pool coverage shall be reduced by all amounts 
paid or payable through any other health insurance, or insurance arrangement, 
and by all hospital and medical expense benefits paid or payable under any workers’ 
compensation coverage, automobile medical payment or liability insurance whether 
provided on the basis of fault or nonfault, and by any hospital or medical benefits 
paid or payable under or provided pursuant to any state or Federal law or program 
except Medicaid.

(b) The insurer or the pool shall have §^cause of action against an eligible person for 
the recovery of the amount of benefits paid which are not for covered expenses. 
Benefits due from the pool may be reduced or refused as a set-off against any amount 
recoverable under th is paragraph.

S ection  7. Collective Action.

Neither the participation in the pool as members, the establishment of rates, forms or procedures 
nor any other joint or collective action required by this Act shall be the basis of any legal action, 
crim inal or civil liability or penalty against the pool or any of its members.

Section  8. Taxation.

The pool established pursuant to th is Act shall be exempt from any and all taxes.

Copyright 1986 NAIC 145-11
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Drafting Note • Optional Section

A  a t a l e  m a y  w i s h  t o  p r o v i d e  f o r  s o m e  f o r m  o f  o f f s e t  a g a i n s t  a p p l i c a b l e  t a x e s  i n  t h e  a m o u n t  o f  t h e  

a s s e s s m e n t s  i n c u r r e d  b y  t h e  m e m b e r s  o f  t h e  p o o l .  I f  a o ,  a u c h  a  p r o v i s i o n  s h o u l d  a l l o w  a p p r o p r i a t e  

r e d u c t i o n s  i n  a s s e s s m e n t s  a s  t o  p o o l  m e m b e r s  n o t  s u b i e c t  t o  t h e  t a x e s  a g a i n s t  w h i c h  o f f s e t s  a r e  
a l l o w e d .

Section 9. E ffective Date.

The provisions of this Act shall become effective____________________________________

Legislative History (all references are to the Proceedings of the NAIC).
1983 Proc. I I 16,22. 638, 693, 698-712 tadopted).
1984 Proc. I 6,31, S76, 685, 590-592 (adopted The Health Insurance Act of 1983 as NAIC Policy).
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STATUS OF LEGISLATION 

CREATING COMPREHENSIVE HEALTH INSURANCE POOLS 

FORJUGHiRISKJffl)iyiDUALS

SIATE

Alaska

Arizona

California

Colorado

* Connecticut

* Florida 

% Dlinois

* Indiana

* Iowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

* Minnesota 

Mississippi 

Missouri

* Montana

* Nebraska

New Mexico 

New York

* North Dakota

STATUS

Introduced in 1986 - Failed.

Introduced in 1984 - Failed.

Introduced in 1984,1985,1986 - Failed.

Introduced in 1985,1986 - Failed.

Program in effect -1976.

Program in effect • October, 1983.

Introduced in 1985, 1986-Failed. In 17^7

Program in effect - July, 1982.

Passed and signed into law - April, 1986 - To become 
operational in 1987.

Legislation passed and signed into law to further study the issue and 
draft legislation - March, 1986.

Introduced in 1984 - Failed.

Introduced in 1986.

To study the issue summer of 1986.

To study the issue summer of 1986.

Studying the issue.

Program in effect • June, 1976.

Introduced in 1984,1985,1986 - Failed.

Introduced in 1984,1985,1986 - Failed.

Passed and signed into law • 1985 - To become operational 
July, 1987.

Passed and signed into law - 1985 • To bscome operational 
late 1986 or early 1987.

Introduced in 1986-Failed. Massed in I 7 ^ ?  

Introduced in 1985, carried over to 1986 - Failed.

P r o g r a m  i n  e f f e c t  - J u n e ,  1 9 8 1 .



Ohio 

Oregon 

Rhode Island
• i

South Carolina 

South Dakota

* Tennessee

Texas

Utah

Virginia

Washington

* Wisconsin

Introduced in 1983-84 and 1985-86 - Failed.

Introduced in 1985 - Failed.

Catastrophic health plan in effect 

Introduced in 1985-86 - Failed.

Passed in 1984, but vetoed by Governor. Introduced in 1985 - Failed.

Passed and signed into las? • April, 1986 - To become 
operational in 1987.

Introduced in 1977 - Failed.

Introduced in 1986 - Failed.

Passed mandated enrollment for Blue Cross/Blue Shield in 1985. 
Studying pool issue in 1986.

To study issue the summer of 1986. /as scti in 1 ^ 7  

Program in effect - June, 1981.

* Highlighted states have existing plans.

July, 1986
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STATE

Alaska

Arizona

California

Colorado

* Connecticut

* Florida 

Illinois

* Indiana

* Iowa 

Kansas 

Kentucky 

Louisiana

* Minnesota

Mississippi

Missouri

* Montana

* Nebraska 

New Mexico 

New York

* North Dakota 

Ohio 

Oregon

South Carolina 

South Dakota

S T A T E S

No Limit In Legislation

$1,000,000 Lifetime Benefit

SI,000,000 Lifetime Benefit

$500,000 Lifetime Benefit

$1,000,000 Lifetime Benefit

$500,000 Lifetime Benefit

$500,000 Lifetime Benefit

Plan I - No Limit
Plan II • $50,000 Lifetime Benefit

$250,000 Lifetime Benefit

No Limit in Legislation

$1,000,000 Lifetime Benefit

$500,000 Lifetime Benefit

Regular Plan - $250,000 Lifetime Benefit 
Medicare Plan - $100,000 Lifetime Benefit

$500,000 Lifetime Maximum

$ 1,000,000 Lifetime Benefit

Not Less Than $100,000 Lifetime Benefit

$500,000 Lifetime Benefit

To be Determined By The Board

$500,000 Lifetime Benefit

$250,000 Lifetime Benefit

$250,000 Lifetime Benefit

$250,000 Lifetime Benefit

$1,000,000 Lifetime Benefit

5 5 0 , 0 0 0  A n n u a l  - $ 2 5 0 , 0 0 0  L i f e t i m e  B e n e f i t
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PREMIUftLCAES

STATE

Alaska

Arizona
California

Colorado

Connecticut

Florida

Illinois

Indiana

Iowa
Kansas

Kentucky

Louisiana

Minnesota

Mississippi

Missouri

Montana

Nebraska

New Mexico

New York

North Dakota

Ohio

Oregon

South Carolina

South Dakota

RATE

125% Maximum 

150% Maximum

To Be Determined By The Board 

150% Initial, 200% Maximum 

125% Minimum, 150% Maximum 

150% Initial, 200% Maximum 

135% Maximum 

150% Maximum 

150% Maximum 

To Be Determined By The Board 

150% Initial, 200 Maximum 

135% Initial, 165% Maximum 

125% Maximum 

150% Initial, 200% Maximum 

150% Initial, 200% Maximum 

150% Initial, 400% Maximum 

135% Initial, 165% Maximum 

To Be Determined By The Board 

150% Maximum 

135% Maximum

130% Maximum For First Three Years 

130% Maximum For First Three Years 

150% Initial, No Maximum 

125% Initial, 200% Maximum



* Tennessee 

Texas 

Utah

* Wisconsin

150% Maximum 

To Be Determined By The Board 

To Be Determined By The Board 

150% Maximum

* Highlighted states have existing plans.

July 1,1986
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D E D U C T I B L E S

NOTE: Many states offer more than one plan. Unless stated, the amounts listed are all 
deductibles available.

STATE AMOUNT

Alaska To Be Determined By The Board

Arizona $200

California $1,000

Colorado $250; $500; $ 1,000 and any others Designated By The Board

* Connecticut $400; $1,000; $1,500

* Florida $1,000; $1,500; $2,000

Illinois $1,000; $1,500; $2,000

* Indiana $200; $500; $1,000

* Iowa $500; $1,000 and any others Designated By The Board

Kansas To Be Determined By The Board

Kentucky To Be Determined By The Board

Louisiana To Be Determined By The Board

* Minnesota $500; $1,000

Mississippi $1,000; $1,500; $2,000

Missouri To Be Determined By The Board

* Montana Not to exceed $1,000

* Nebraska To Be Determined By The Board

New Mexico To Be Determined By The Board

New York $500; $ 1,000 and any others Designated By The Board

* North Dakota $150; $500; $1,000

Ohio $1,000

Oregon $1,000

South Carolina To Be Determined By The Board

South Dakota $500; $ 1,000 and any others Designated By The Board



* Tennessee $500; $2,000 and any others Designated By The Board

Texas $200

Utah To Be Determined By The Board

* Wisconsin $1,000

* Highlighted states have existing plans.

July, 1.986
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STOP LOSS/OUT-OF-POCKET EXPENSE [.IMITATION

NOTE: Out-of-Pocket expense is the amount each insured will pay each year before the plan 
begins to pay 100% of eligible expenses.

STATE
i

Alaska

Arizona

California

Colorado

* Connecticut

* Florida

Illinois

Kansas

Kentucky

Louisiana

* Minnesota

Mississippi

Missouri

* Montana

* Nebraska 

New Mexico

* North Dakota

AM.Q.UNI

To Be Determined By The Board

$ 1,000/Individual; $2,000/Family

$3,000/Individual; $5,000/Family

51300/Individual; 53,000/Family

$2,000/Individual; $4,000/Family

Regular Plan I 52300/Individual;
Plan II 53,000/Individuai;
Plan III 53,500/Individual;

Medicare Plan .1 $1300/Indi vidua!;
Plan II $2,000/Individual;
Plan III 51300/Individual;

$4,000/Family 
54300/Family 
$5,000/Family

$4,000/Family 
$4,500/Family 
$5,000/Family

$1,500/Individual; $3,000/Family; 5500/Medicare

* Indiana Plan I 51,000/Individual; 52,000 Family
Plan II A. 51,000/Individual; 52,000 Family

B. 51300/Individual; 53,000 Family
C. 52,000/Individual; 54,000/Family

* Iowa A. 51300/Individual; 53,000/Family
B. 52,000/Individual; $4,000/Family

To Be Determines By The Board

To Be Determined By The Board

To Be Determined By The Board

Regular Plan - 53,000/Individuai 
Medicare Supplement • 51,000/Individual

51300/Individual; $3,000,Family; 5500/Medicare

To Be Determined By The Board

55,000/Lndividual

To Be Determined By The Board

To Be Determined By The Board

53,000/Individuai
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Ohio

Oregon

South Carolina 

South Dakota

* Tennessee

Texas

Utah

* Wisconsin

$1,500/Individual; $3,000/Family 

51300/Individual; $3,000/Family; 5500/Medicare 

To Be Determined By The Board 

53,000/Individuai

A.
B.

51300/Individual; 52300/Family
52300/Individual; 53300/Family

5200 or 10% of insured's adjusted gross income, whichever is greater 

To Be Determined By The Board

54,000/FamilyPlan I 
Plan II

52,000/Individual 
5500

* Highlighted states have existing plans.

July, 1986
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W A I T I N G  P E R I O D  F O R  P R E - E X I S T I N G  C O N D I T I O N

NOTE: Most plans contain provisions under which coverage is excluded for a certain period of 
time following the effective date of coverage. This exclusion is based on a pre-existing condition 
which manifested itself within a certain period of time prior to coverage or medical advice or 
treatment was recommended or received

S IA 1 E

Alaska

Arizona

California

Colorado

* Connecticut

* Florida 

Illinois

° Indiana

* Iowa 

Kansas 

Kentucky 

Louisiana

* Minnesota 

Mississippi 

Missouri

* Montana

* Nebraska 

New Mexico 

New York

* North Dakota 

Ohio 

Oregon

WAITING PERIOD 

6 Months 

6 Months

To Be Determined By The Board 

6 Months 

12 Months 

12 Months 

6 Months 

6 Months 

6 Months

To Be Determined By The Board 

12 Months 

6 Months 

6 Months 

12 Months 

12 Months 

12 Months 

6 Months

To Be Determined By The Board 

6 Months 

6 Months 

30 Days 

30 Days

j ^ m n o j i E E B m n

6 Months 

6 Months

6 Months 

6 Months 

6 Months 

6 Months 

6 Months 

6 Months

6 Months 

6 Months 

90 Days 

90 Days 

6 Months

5 Years

6 Months

.^Months 

90 Days 

6 Months 

6 Months

1 5



South Carolina 

South Dakota

* Tennessee 

Texas 

Utah

* Wisconsin

6 Months 

12 Months 

6 Months 

6 Months 

12 Months 

6 Months

6 Months 

6 Months 

6 Months 

6 Months 

6 Months 

6 Months

* Highlighted states have existing plans.

July, 1986

16



P Q Q L  F U N D I N G

NOTE: Because of Federal Law (The Employee Retirement Income Security Act, known as 
ERISA) self-insurers arc not required to become members of a state pool, therefore are not 
assessed any of the cost. In addition, all state pool legislation allows abatement of assessment if 
the payment of the assessment would endanger the ability of the member to fulfill his contractual 
obligations. Also, assessments that are less than an amount determined by the board to justify the 
cost of collection shall not be considered.

S I A I E
Alaska

Arizona

California

Colorado

* Connecticut

* Florida

Illinois

* Indiana

* Iowa

Kansas

Louisiana

* Minnesota

Mississippi

Missouri

* Montana

* Nebraska

S O U R C E

Assessment of losses to participating insurers.

Assessment with credit applied against premium tax and income tax. 
Use formula of approximately 20% per year.

The state has created a start-up fund of $750,000.

Assessment with credit applied against premium tax and income tax.

Assessment of losses to participating insurers.

Assessment with credit applied against premium tax and 
income ta:c. Maximum assessment of 1% per year on • 
premiums or greater than premium tax. Use formula of 
approximately 20% per year for offset.

Assessment with credit applied aga ist premium tax and income tax. 
Also allowed to increase rates to offset assessment

Assessment with credit applied against premium tax and 
income tax. Also allowed to increase rates to offset 
assessment.

Assessment with credit applied against premium tax an 
income tax.

To Be Determined By The Board

Assessment with credit applied against premium tax.

Assessment with credit applied against premium tax and 
income tax.

Assessment with credit applied against premium taxes, but only for the 
amount over 20% of total premiums collected by cash insurer.

Assessment of losses to participating msuren.

Assessment with credit applied against premium tax.

Assessment with credit applied against premium tax.



New Mexico To Be Determined

New York Assessment to insurers, although state has r.ot determined if tax credit 
will be allowed.

* North Dakota Assessment with credit applied against premium tax and 
income tax.

Ohio Assessment of losses to participating insurers.

Oregon Assessment of losses to participating insurers.

South Carolina Assessment with credit applied against premium tax and income tax.

South Dakota Assessment with credit applied against premium tax. Use formula of 
approximately 20% per year for write-off.

* Tennessee Assessment of losses to participating insurers with credit 
applied against premium tax.

Texas Assessment of losses to participating insurers.

Utah To Be Determined

* Wisconsin Assessment of losses to participating insurers plus special 
fund created by state to subsidize premiums for low-income 
policyholders.

• Highlighted states have existing plans.

July, 1986
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AGENT & ADMINISTRATflRJEES

NOTE: Those listed have fees set by statute. All others are to be determined by The Board.

Alaska Agent Referral Fee - $50 
Administrator Fee -12 1/2% Maximum

California 

* Connecticut

Agent Referral Fee - $100

Agent Referral Fee • $20

* Florida

* Indiana

Agent Referral Fee • $75

Agent Referral Fee • $25

Minnesota Agent Referral Fee - $50 
Administrator Fee • 12 172% Maximum

Montana Agent Referral Fee - $25 
Administrator Fee -12% Maximum

North Dakota Agent Referral Fee - $25 
Administrator Fee • 12 1/2% Maximum

Wisconsin Agent Referral Fee - $35

July, 1986



£ L I f i i a u m a i . I E R I A

All states with comprehensive health insurance pools for high risk individuals, as well as those 
previously introducing legislation, have eligibility requirements for individuals wishing to take 
advantage of pool coverage.

The most common of these eligibility requirements are one or more of the following:

1. S T A T E  R E S I D E N C Y .  All individuals applying for pool coverage must be state 
residents. This ranges from a residency requirement of 30 days up to six months before 
becoming eligible Some states simply state "residency required" with no specific period 
listed.

2. P R O O F  O F  R E J E C T I O N .  Individuals must prove they have been rejected for 
insurance coverage by at least one insurance carrier. Some states require proof of rejection 
by at least two carriers, however the trend seems to be requiring only one proof of rejection. 
In addition, several states arc adopting or considering guidelines which allow for automatic 
acceptance into a pool. The pool Board adopts a list of medical conditions to allow automatic 
acceptance into the pool without requiring a proof of rejection if the individual is afflicted 
with one of these conditions.

3. P R E S E N T L Y  I N S U R E D  W I T H  A  H I G H E R  P R E M I U M .  An individual is 
eligible for pool coverage even though they are currently insured if their present insurance 
has a higher premium than that afforded under the pool.

4. P R E S E N T L Y  I N S U R E D  W I T H  A  R I D E R  O R  R A T E D  POLICY. An
individual is eligible for pool coverage even though they arc currently insured if their present 
insurance has a rider attached or is rated.

5. Most states do not allow an individual to apply for pool coverage if that individual is 
eligible for Medicare or Medicaid. Several states do offer a Medicare supplement plan for 
these individuals.
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Wednesday, October'

A n o t h e r  n a t i o n a l  h e a l t h  c a r e  i s s u e  t h a t  C o n g r e s s  m u s t  t a c
After having its knuckles 

rapped for trying to protect the 

elderly against the expense of 

cutustrophic illness, Congress 

m a y  be wary of grabbing hold of 

another health care issue soon. 

Yet there is one that lawmakers 

cannot afford to avoid any more: 

how to make health insurance 

available to more than 30 million 

Americans who now have none.

The ranks of the uninsured 

have grown substantially in re­

cent years. Employer-based in­

surance coverage has been 

scaled back in response to rising 

costs, while more workers have 

entered industries that do not 

offer health insurance. The re­

sult is that one in every six 

Americans does not have access 

to even the most basic protection 

today.

Lacking insurance, these peo­

ple tend not to seek out health 

care except in an emergency. 

When they finally do stagger into 

a public hospital’s emergency 

room, their condition often is far 

worse than might have been the

I3y  B o b  M o o s

case if they had obtained help 

early. In a nation as advanced 

and wealthy as ours, that is ap­

palling.

Contrary to conventional wis­

dom, the uninsured are not nec­

essarily the unemployed. Most 

work for employers who do not 

offer health insurance: In fact, 

-almost 60 percent of the unin­

sured family heads are full-time 

employees. Another 20 percent 

are part-time employees. Only 

about one-fifth of the uninsured 

adults are jobless.

Some of the lower-income 

uninsured are covered by Medi­

caid, the federal-state health 

care program for the poor, but 

unfortunately most are not. Me d­

icaid’s financial eligibility ceil­

ings are notoriously low —  less 

than 50 percent of the federal 

poverty line in some states —  so 

even many of the very poor do 

not qualify for benefits.

A  commission of congres­

sional members an'1 ''residential 

appointees began! ngs on the

problems of the sured last

week and is expected to issue re­

commendations in the spring. As 

was true with providing cata­

strophic illness coverage for the 

elderly, the goal is a noble one. 

Where the disputes will arise is 

over how best to pursue it.

At the moment, many Ameri­

cans are looking at Canada’s pri­

vately run but government- 

funded health care system as a 

way of providing comprehensive 

coverage. Our interest is easy to 

understand. While we spend 12 

percent of our economic output 

on a system that pr.sses over mil­

lions, *he Canadians spend only

8.6 percent to care for all their ci­

tizens.

Still, Canada’s system has its 

flaws. Some advanced medical 

devices are not easily available, 

and some surgery requires long 

waits. What’s more, such a sys­

tem would be costly —  about $180 

billion yearly. The protest waged 

over the catastrophic illness sur­

tax would pale in comparison to 

the public’s resistance to a tax 

bill of that magnitude.

In all likelihood, then, the 

problem of the uninsured will be 

solved in narrower terms and 

through some kind of public-pri­

vate partnership. One proposal 

that already has been put on the 

table deserves a close look. Of­

fered by the insurance industry 

itself, it would combine public 

and private resources to make 

sure no one is uninsured.

To begin with, the plan sug­

gested by the Health Insurance 

Association of America would 

expand Medicaid eligibility to 

anyone below the federal pov­

erty line —  roughly $10,000 lor a 

family of four. Anyone with an 

income slightly higher —  say, to 

$15,000 —  would pay a small pre­

mium, or whatever he could af­

ford, for coverage.

Next, the proposal seeks to en­

courage more employers to offer 

basic insurance. The Industry be­

lieves that many smaller busi­

nesses could afford to help their

workers with the cost of health 

coverage if states did not m a n ­

date so many benefits. To reduce 

premiums, the plan would allow 

smaller employers to offer 

stripped-down policies.

Third, the industry says the 

self-employed should receive a 

bigger tax break for the pur­

chase of their health insurance. 
Under its proposal, people In 

business for themselves cc-id in­

crease their tax deduction from 

25 percent of their prerr-aum 

costs to a full 100 percent, wfbich 

is the same benefit now afforded 

corporations.

Finally, the plan would Haave 
all states set up high-rislc insur­

ance pools for people w h o  Suave 

had difficulty obtaining protec­

tion because of special nsedbcal 

problems or particularly danger­

ous occupations. About IS states 

currently operate such pc^is. 

The industry envisions a pr/oKs 

losses being financed by a stage's 

general revenue.

Whether the insurance ssavei*

A fair reapportionment
Dear Editor:

One would conclude by your editorial of Friday, 

Sept. 22, that only the Democrats cheat when it 

comes to reapportionment.

You express fear of what the Democrats m a y  do 

in the 1990 reapportionment because of what they 

did in 1983 with the creation of the doughnut dis­
trict. Throuah this rlpcentinn nf pnnal rpnmconfn.

Don’t pay us anymore lip service .. . show usl 

Those of us who been beating on Juneau’s door to 

deaf ears are real gun-shy. Minority special-inter- 

est groups seem to have a hold and have locked up 
Alaska.

I don’t mean pave the whole state, but allow us 
to use some of it.

Marla Jean Adkins 

Roadless in Cordova

naked attempt to apologize for a situation that logic 

and reason say should not exist. In his piece, Foster 

provides answers to the questions he asks.

The first and most important answer is that the 

people who wish the rules bent are American citi­

zens, just like the rest of us. That prime fact re­

moves most of the basis for special consideration.

Foster discovered that the Nunamiut ancestors 
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case if they had obtained help 

early. In a nation 33 advanced 

and wealthy as ours, that is ap­

palling.

Contrary to conventional wis­

dom, the uninsured are not nec­

essarily the unemployed. Most 

work for employers who do not 

offer health insurance: In fact, 

almost 60 percent of the unin­

sured family heads are full-time 

employees. Another 20 percent 

are part-time employees. Only 

about one-fifth of the uninsured 

adults are jobless.

Some of the lower-income 

uninsured are covered by Medi­

caid, the federal-state health 

care program for the poor, but 

unfortunately most are not. M e d ­

icaid’s financial eligibility ceil­

ings are notoriously low —  less 

than 50 percent of the federal 

poverty line in some states —  so 

even many of the very poor do 

not qualify for benefits.

A  commission of congres­

sional members and presidential 

appointees began hearings on the 

problems of the uninsured last 

week and is expected to issue re­

commendations in the spring. As 

was true with providing cata­

strophic illness coverage for the 

elderly, the goal is a noble one. 

Where the disputes will arise is 

over how best to pursue it.

At the moment, many Ameri­

cans are looking at Canada’s pri­

vately run but government- 

funded health care system as a 

way of providing comprehensive 

coverage. Our interest is easy to 

understand. While we spend 12 

percent of our economic output 

on a system that passes over mil­

lions, the Canadians spend only

8.6 percent to care for all their ci­

tizens.

Still, Canada’s system has its 

flaws. Some advanced medical 

devices are not easily available, 

and some surgery requires long 

waits. What’s more, such a sys­

tem would be costly —  about $180 

billion yearly. The protest waged 

over the catastrophic illness sur­

tax would pale in comparison to 

the public’s resistance to a tax 

bill of that magnitude.

In all likelihood, then, the 

problem of the uninsured will be 

solved in narrower terms and 

through some kind of public-pri­

vate partnership. One proposal 

that already has been put on the 

table deserves a close look. Of­

fered by the insurance industry * 

itself, it would combine public 

and private resources to make 

sure no one is uninsured.

To begin with, the plan sug­

gested by the Health Insurance 

Association of America would 

expand Medicaid eligibility to 

anyone below the federal pov­

erty line —  roughly $10,000 for a 

family of four. Anyone with an 

income slightly higher —  say, to 

$15,000 —  would pay a small pre­

mium, or whatever he could af­

ford, for coverage.

Next, the proposal seeks to en­

courage more employers to offer 

basic insurance. The industry be­

lieves that many smaller busi­

nesses could affjrd to help their

workers with the cost of health 

coverage if states did not m a n ­

date so many benefits. To reduce 

premiums, the plan would allow 

smaller employers to offer 

stripped-down policies.

Third, the industry says the 

self-employed should receive a 

bigger tax break for the pur­

chase of their health insurance. 

Under its proposal, people in 

business for t. • mselves could in­

crease their tax deduction from 

25 percent of their premium 

costs to a full 100 percent, which 

is the same benefit now afforded 

corporations.

Finally, the plan would have 

all states set up high-risk insur­

ance pools for people who have 

had difficulty obtaining protec­

tion because of special medical 

problems or particularly danger­

ous occupations. About 16 states 

currently operate such pools. 

The industry envisions a pool’s 

losses being financed by a state’s 

general revenue.

Whether the insurance associ­

ation’s plan would provide a 

broad enough safety net remains 

to be debated, as does the ques­

tion of how to pay for it. H o w ­

ever .Congress eventually de­

cides to cover the uninsured, new 

taxes likely will be needed. Even 

a modest federal-stale program 

could total in the tens of billioas 

of dollars annually.

Still, the public ought to re­

member that a hidden tax al­

ready exists to some extent. The 

cost of caring for the uninsured 

now is borne by hospitals, by pri­

vate insurance carriers and by 

businesses with group insurance. 

The challenge facing lawmakers 

will be to design a system that 

more fairly apportions the ex­

pense.

Unfortunately, lhat could 

make the present wrangling over 

catastrophic illness coverage 

look like child’s play.

B o b  M o o s  is a n  editorial 

writer a n d  columnist for the 

Dallas M o r n i n g  N e w s .
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Don’t pay us anymore lip service . .. show us! 

Those of us who been beating on Juneau’s door to 

deaf ears are real gun-shy. Minority special-inter- 

est groups seem to have a hold and have locked up 

Alaska.

I don’t mean pave the whole state, but allow us 

to use some of it.

Marla Jean Adkins
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naked attempt to apologize for a situation that logic 

and reason say should not exist. In his piece, Foster 

provides answers to the questions he asks.

The first and most important answer is that the 

people who wish the rules bent are American citi­

zens, just like the rest of us. That prime fact re­

moves most of the basis for special consideration.

Foster discovered that the Nunamiut ancestors 

hiked into the wilderness, wore caribou skins, ate

costs are so outrageous, who pays, and how do they 

do it?

What is the economic reason for the village 

seeking special rules allowing its residents privi­

leges ur.avilable to the rest of Americans?

Even A F N ’s Janie Leask has indicated that vil­

lages without economic base might review their 

reason for existence. Considering rural Alaskans
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