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CHILD CARE: THE EMERGING INSURANCE
CRISIS

THURSDAY, JULY 18, 1985

HOUSE OF REPRESENTATIVES,
SELECT COMMITTEE ON CHILDREN, YOUTH, AND FAMILIES,

Washington, DC.
The committee met, pursuant to notice, at 9:35 a.m., in room

2257, Rayburn House Office Building, Hon. George Miller presid-
ing.

Members present: Representatives Miller, Rowland, Wheat,
Coats, Johnson, Monson, Smith, and Gejdenson.

Staff present: Ann Rosewater, deputy staff director; Jill Kagan,
professional staff; Anne Wynne, minority professional staff; Carol
Statuto, minority professional staff; and Joan Godley, committee
clerk.

Chairman MILLER. The Select Committee on Children, Youth and
Families has convened this hearing to look into recent reports of
dramatically reduced availability of liability insurance for provid-
ers of child care services.

The committee is deeply concerned about the impact of this crisis
or, millions of American families and their children, for whom
child care is an essential service.

Child care centers, family day care homes, Head Start Programs,
and resource and referral agencies report that their liability poli-
cies are not being renewed, th...- premiums have become prohibi-
tive, that coverage for child care abuse claims is unavailable and
that policies are being cancelled with little or no notification.

As recently as this week, we have heard reports of highly creden-
tialed family day care providers who not only have had their liabil-
ity coverage cancelled midterm, but who have been told their
homeowner's coverage is at risk for nonrenewal.

In my own district the situation reached the point that many
providers threatened to strike. In nearly half of the States, includ-
ing California, the problem is complicated by the requirement that
child care providers carry liability insurance in order to be li-censed.

But in order to secure insurance, they are being told they must
first be licensed. This is a classic catch-22 case.

The select committee has completed a year-long investigation
into the escalating demand for child care services. That report,
which we issued, which was signed by all the members of the com-
mittee, recognized that child care is a reality for millions of Ameri-

(1)
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can families, and that the supply of reasonably priced, reliable, and
accessible care is woefully inadequate.

Now, we find that the existing facilities may be forced to shut
down, to reduce the quality of their services, or to operate illegally
without coverage due to the lack of liability insurance.

Should an impasse be reached where insurance is not available
to child care providers, the ramifications for working A merican
families could be catastrophic.

For millions of families child care is an absolute necessity to the
economic well-being of the family. If insured child care is not avail-
able, these families will be forced to make a decision between their
economic livelihood and the well-being of their children. This is a
problem that affects millions of families in all of our congressional
districts. Clearly, the failure to provide coverage is unacceptable.

Today we will review the best available information on this prob-
lem. In the committee's tradition, we have sought testimony from
those who have experienced the problem directly, the child care
providers and those in the insurance industry who have been in-
volved in these policy changes.

Unfortunately, each of the many representatives of insurance
and underwriting companies, as well as State insurance commis-
sioners whom we have invited, declined that invitation.

I very much regret the industry's refusal to provide witnesses,
but I will, with the approval of the members of this committee,
move to leave the record open for an additional week in order to
receive any testimony which the industry might provide for our
consideration.

I would like to recognize, at this time, Congressman Gejdenson,
who has joined the committee for the purposes of this morning's
hearing. Sam?

[Opening statement of Chairman George 'Miler follows:]

OPENING STATEMENT OF HON. GEORGE MILLER, A REPRESENTATIVE IN CONGRESS FROM
THE STATE or CALIFORNIA, AND CHAIRMAN, SELECT COMMITTEE ON CHILDREN,
YOUTH, AND FAMILIES, JULY 18, 1985

The Select Committee on Children, Youth, and Families has convened this hear-
ing to look into recent reports of dramatically reduced availability of liability insur-
ance for providers of child care services.

The committee is deeply concerned about the imp.ict of this crisis on millions of
American families and their children, for whom child care is an essential service.

Child care centers, family day care homes, Head Start programs, and resource
and referral agencies report that their liability policies are not being renewed, that
premiums have becoma. prohibitive, that coverage for child abuse claims is unavail-
able, and that policies are being cancelled with little or no notification. As recently
as this week, we have heard reports of highly credentialed family day care providers
who not only have had their liability coverage cancelled midterm, but who have
been told their homeowner's coverage is at risk of nonrenewal. In my own district,
the situation reached the point that many providers threatened to strike.

In nearly half the States, including California, the problem is complicated by the
requirement that child care providers carry liability insurance in order to be li-
censed. But in order to secure insurance, they are being told, they must first be li-
censed. This is a classic "Catch 22".

The select committee has completed a yearlong investigation into the escalating
demand for child care services. That report, signed by all the members of the com.
mittee, recognized that child care is a reality for millions of American families, and
that the supply of reasonably priced, reliable, and accessible care is woefully inad-
equate.
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Now we find that existing facilities may be forced to shut down, to reduce the
quality of their services, or to operate illegally without coverage due to the lack ofliability insurance.

Today, we are seeking a clearer picture of what is happening and why. In the
committee's tradition, we have sought testimony from those who have experienced
the problem directly, the child care providers, and from those in the insurance in-
dustry who have been involved in these policy changes.

Unfortunately, each of the many representatives of insurance and underwriting
companies, as well as State insurance commissioners, whom we invited declined theinvitation. I very much regret the industry's refusal to provide witnesses, but I will,with the approval of the members of the committee, move to leave the record of thishearing open for an additional week beyond the regular period allowed, in order to
receive any testimony which the industry might provide for our consideration.I look forward to the testimony which will be presented and hope that it will
begin to identify ways to solve this serious problem.

STATEMENT OF HON. SAM GEJDENSON, A MEMBER OF
CONGRESS FROM THE STATE OF CONNECTICUT

Mr. GEJDENSON. Thank you, Mr. Chairman. I think it is impor-
tant to note that Federal action can play a major role and I com-
mend the chairman personally fl.,r his efforts 1V2 years ago inadding training funds for day care workers. In my own State of
Connecticut, that has resulted in a law that (toes provide for train-
ing and police checks for day care workers and thank you for al-
lowing me to join you today. I commend the chairman for a swiftaction on this issue which is putting many day care centers in my
district, and around the country, in jeopardy of being closed.

The needthe increasing need for day care centers is clear to all
of us. Both here and in the Congress, when we find both parents in
a family working and in our own districts. The short-sighted actiontaken in the early days of the Reagan administration which basi-
cally removed the Congress from much of its regulatory oversight
in day care needs to be reversed.

It is the Federal Government that has virtually abdicated its
oversight responsibility on the day care issue today. We find thatthis hearing is a necessary first step to make sure that citizens
around the country, in many instances where both parents work,
have available to them affordable day care services.

We commend the chairman for joining with us in asking for the
report on trying to find the basic status around the country to seehow much of an impact there is, what course of action we can take.
I would hope that the insurance industry would be forthcoming in
taking advantage of the chairman's generous offer to keep the
record open; and, in additional hearings, that we would be able tohear from an industry that to a large degree is based in my State
and plays a vital role in keeping these day care centers open. .Chairman MILLER. Thank you. Our first witness this morning
will be Congressman Jim Florio, who has been a very good friend
of the chairmen of this committee, but more importantly, a sup-porter of the issues and concerns this committee has tried to raisein the U.S. Congress.

Congressman Florio is a subcommittee chairman on the Com-
merce Committee. Jim, welcome to the committee.

[Prepared statement of Congressman Sam Gejdenson follows:)
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PREPARED STATEMENT OF REF ..ESENTATIVE SAM GEJDENSON, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CONNECTICUT

Mr. Chairman and Members of the Committee: Thank you for asking me to join
you today to investigate the problems faced by day care providers in obtaining li-
ability insurance. Swift reaction to this new and growing problem is essential if we
are to avoid a national crisis for providers of day care and the millions of young
families they serve.

As members of this committee are well aware, the need for quality, affordable
daycare is increasing every day. Unfortunately, this need has not bean accompanied
by a comparable commitment of either Federal or State resources. Quite the con-
trary. In 1981 Congress drastically reduced day care funding and effectively ended
any Federal involvement in the est..blishment of standards for day care programs
receiving Federal funds.

Mr. Chairman, you have responded to the Nation's day care problems with an in-
telligent and well-crafted piece of legislation to address the major deficiuncies in
Federal day care policy. I was pleased to join you in cosponsoring that legislation.
Part of the reason day care providers are facing the insurance problems they are
today, I believe, is that the Federal Government has virtually abdicated its over-
sight responsibility in this area. By reinstating a day care earmark in the social
services block grant, and by providing inducements for States to step up their child
abuse prevention efforts, your bill would go a long way toward restoring to day care
programs a set of national priorities.

Without those standards, day care centers from Connecticut to California already
find themselves in the predicament of either not being able to get insurance cover-
age at all or being forced to pay three and four times their current premiums to
maintain coverage. Apparently, reports of sexual abuse in several day care centers
have led the insurance industry to now consider day care a high risk area. The ac-
curacy of this assessment is as yet unclear. What is clear, though, is that day care
providers will either have to raise their fees to compensate for increased insurance
costs, or they will simply save to close their doors. What's more, the very people
most likely to be forced to shut down are the in-home providersthose who provide
the least expnsive and most accessible form of day care around.

Mr. Chairman, you have joined me in asking the General Accounting Office to
study the day care insurance issue. Today's hearing emphasizes that the problem is
becoming more acute and is spreading at an alarming rate. It merits immediate con-
gressional attention. Certainly there are no simple solutions for easing the day care
insurance crunch. That is why I hope this hearing will be but the first step in a full-
scale effort to examine this problem thoroughly and to address it in the swiftest,
most effective way possible. I look forward to working toward that goal with you
and members of the committee, Mr. Chairman, and again I thank you for asking me
to join you today.

STATEMENT OF HON. JAMES J. FLORIO, A MEMBER OF
CONGRESS FROM THE STATE OF NEW JERSEY

Mr. FLORIO. Thank you very much, Mr. Chairman and members
of the committee. I do appreciate the opportunity to share with you
briefly some thoughts, not only on the question of the enlarging
child care insurance crisis, but redly the entire insurance crisis
that we are experiencing in this Nation.

As chairman of the House subcommittee with jurisdiction over
insurance, I believe it is very important that we monitor the activi-
ties of this very important industry, which is exempt from Federal
regulation and is subject to very uneven regulation at the State
level.

My concern is heightened, when as, in this case, the industry
acts in a way that can impact negatively on the quality of Ameri-
can life.

The insurance industry appears to be going thro'igh a period of
retrenchment, a reexamination of its own role in our economy and
in our entire way of conducting business affairs. Insurance under-
writers and carriers are refusing to offer coverage that is essential
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to the enforcement of many of our laws. The environmental lawsare certainly a very important example. Toxic waste disposal cover-age is not being made available.
The chairman is very active in the asbestos field and he knowsthat removal of asbestos is not an endeavor for which there is easyaccess to insurance coverage.
Nurse/midwives recently have been notified that their policiesfor medical malpractice insurance will not be renewed. And nowthe industry is sharply curtailing insurance for the providers ofchild care services, which, of course, is the subject of this hearing.On that particular matter, the committee certainly knows thatover half of all the mothers with infants and very young childrenin this country are now in the work force and their numbers aregrowing.
To these women and their families, the availability and the qual-ity and affordability of child care is certainly critical and insurance

plays an important role in determining those factors.
The insurance industry seems to want the best of many worlds.

The industry wants to uphold coverage from all but what it deter-mines to be the smallest and the most profitable of risks. At thesame time it is waging a passionate fight to exclude banks andother financial institutions from entering the market to provide in-surance.
Quite frankly, Mr. Chairman, to this point I have not been avery strong supporter of banking deregulation initiatives, whichwould obliterate the distinctions between insurance companies andinvestment brokerage houses and banks. I am starting to rethinkthrough my commitment to the position that I have had over thelast number of years.
I suppose as the ultimate fulfillment of our commitment to thecompetitive marketplace, that if someone is not going to providethe service and someone else says that they will provide the serv-ice, maybe we should think through whether we want to allowthose other people to provide the service.
Last year, when we debated H.R. 100, which is a bill that wouldhave prohibited sex discrimination in the providing of insurance,the insurance industry worked very hard to defeat that bill.
Right after the defeat, I heard from representatives of the bank-ing industry, who said that if they had the opportunity to go intothe insurance field as they would like to, they would be more thanhappy to provide for gender neutral insurance coverage.Well, that is, of course, rhetoric. That is not a commitment, butit may very well be that we want to consider taking people up onmore specific offers as to whether they are willing to go into thisbusiness.
In the upcoming months, I intend, and I see Mr. Coats is here, amember of my subcommittee, we intend to look into this questionof the availability and affordability of insurance, particularly, fo-cusing on environmental insurance but looking at the whole scopeof insurance activities.
I am convinced that the findings of this select committee will aidus in the effort that we are going to become involved with in re-viewing insurance action or inaction. I thank you for the op?ortu-

1 0
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nity to share some thoughts with you and I look forward to receiv-
ing the results of your deliberations.

[Prepared statement of Congressman James Florio follows..]

PREPARED STATEMENT OF HON. JAMES J. FLORIO, A HIEFRESENTATIYE IN CONGRESS
FROM THE STATE OF NEW JERSEY

Chairman Miller and Members of this Select Committee, I greatly appreciate this
opportunity to join you in this inquiry into the emerging child care insurance crisis.

A° Chairman of the House Subcommittee with jurisdiction over insurance, I be-
lieve we must monitor the activities of the insurance industryan industry which is
exempt from federal regulation and subject to very uneven regulation at the &ate
level.

My concern is heightened when, as in this case, the industry acts in ways that can
impact negatively on the quality of American life.

The insurance industry appears to be undergoing a major phase of retrenchment.
Insurance underwriters and carriers are refusing to offer coverages that are essen-
tial to the enforcement of our environmental laws. Nurse midwives were recently
notified that their policies for medical malpractice insurance will not be renewed.
And now the industry is sharply curtailing insurance for providers of child care
services.

Over half of all mothers with infante and very young children in this country are
now in the work force, and their numbers are growing. To these women and their
families the availability of quality and affordable child care is critical.

The insurance industry seems to want the best of many worlds: the industry
wants to withhold coverage from all but what it determines to be the smallest and
most profitable risks. At the same time, it is waging a passionate fight to exclude
banks and other financial institutions from entering the market.

:n the upcoming months I intend to focus on several aspects of the availability of
insurance issue.

I trust that the findings of this Select Committee will aid me in that effort.

Chairman MILLER. Well Jim, thank you very much for your in-
terest. In our discussions it has become clear that should we find it
necessary to address this problem at the Federal level, we are
going to need your help, and that of your subcommittee and full
committee. I am delighted that we began today with the subcom-
mittee chairman, and that you have shown early and strong leader-
ship with regard to the current cancellations.

I appreciate you taking time to come over here. I know you have
the Superfund markup. Any questions?

Mr. GEJDENSON. May I briefly ask what areas do we presently
regulate insurance companies over on the Federal level? What Fed-
eral legislation presently regulates them?

M. FLORIO. Well-
Mr. GEJDENSON. In similar kinds of problems as the ones we are

looking at today.
Mr. FLORIO. Well the McCarran-Ferguson Act effectively pre-

cludes the regulation of insurance as a business. But quite frankly,
the loopholes that are starting to be developedin some instances
at the request of the insurance industryare almost getting to be
more extensive than the prohibition against Federal regulation.

Last year in the course of the banking deregulation propozal, we
had insurance representatives come and ask for Federal laws that
would have precluded the ability of some banking interests to uti-
lize State law, I think in South Dakota, to get into the insurance
business. It was, of course, somewhat unique to have the insurance
industry coming to ask for Federal regulation dealing with the
ability to go into the business of insurance.

-11
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That has traditionally not been the insurance position. So it is
changing very dramatically, and I suspect over the next number of
years it will change in even more dramatic ways.

Chairman MILLER. Congressman Coats.
Mr. COATS. Well, I appreciate, Mr. Chairman, your holding thishearing. I think there are an awful lot of questions that are stillout there to be answered.
In that regard, I was particularly appreciative of the chairman of

the Commerce Subcommittee at the Energy and Commerce Com-
mittee indicating that we should look into these questions.

Perhaps with a joint effort between that committee and this com-mittee, we can get the answers to some of these questions. I do
know some insurance companies wanted to testify but did not feelthat they had adequate notice or time to prepare the necessary in-
formation. We should give them that opportunity and we shouldlook into this further.

There are obviously some disturbing questions regarding the
whole concept of liability coverage for day care centers. Why arethe insurance companies suddenly so concerned? What are thecauses of these concerns? What are the risks that we are lookingat? Are we exaggerating these risks? Is the media playing up theabuses and sexual abuses that have occurred in some child carecentersoverhypedis that creating a situation that is unrealis-
tic? A lot of questions have to be answered.

A lot of statistics have to be proffered to our committees. I look
forward to the opportunity to jointly investigate that and find outthe answers to some of these questions. It is a disturbing issue andone that we should look at.

Chairman MILLER. Congressman Rowland.
Mr. ROWLAND. I have no statement at this time.
Chairman MILLER. The first panel that the subcommittee willhear from will be made up of Alyce Chcssnoe who is a family day

care provider from Burke, VA, and the president of the NorthernVirginia Family Day Care Association; Karen Solon who is afamily day care provider from Falls Church, VA; Jean Weaver whois the day care coordinator for the YWCA out of Baltimore, MD,
and the president of the Maryland Child Care Association; Sandra
Gellert, who is the president of the National Association of FamilyDay Care from Clifton Heights, PA, who will be accompanied byLori Weinstein who is the director of the Family Day Care Project
for the Children's Foundation from Washington, and Deborah Phil-
lips who is the director of the Child Care Information Service for
the National Association for the Education of Young Children.

If you will come forward please? We welcome you to the commit-
tee. We appreciate your taking your time to come today to share
your thoughts and your concerns on this subject. Now we will take
you in the order in which I called your names.

Your written statements will be placed in their entirety in therecord of this hearing. In order to allow the maximum amount oftime for questions from members of the committee to you, wewould appreciate your summarization of your statements to the
extent that you so desire.

Ms. Chessnoe.

12



8

STATEMENT OF MS. ALYCE M. CHESSNOE, FAMILY DAY CARE
PROVIDER, BURKE, VA, PRESIDENT, NORTHERN VIRGINIA
FAMILY DAY CARE ASSOCIATION

Ms. CHESSNOE. I have been a family day care provider for over 8
years and it looks like my days in this profession are numbered
due to something beyond my control and something I had nothing
to do withnamely, the midterm cancellation of my liability insur-
ance and the unavailability of any other similar liability insurance
at this time. Most importantly, the working parents and their chil-
dren would suffer if I do not continue.

The special joys of children are what brought me to be a family
day care provider and that, in addition, to the unique relationships
we all develop as "extended families" is why I have continued in
this prof- -ion.

Family day care has allowed me to utilize my training and edu-
cation, my 10 years experience as both an art teacher and an ele-
mentary teacher, my on-the-job training as a mother of 2 boys
now 12 and 13 years oldand my concern for the children that I
care for, that all their needs are met.

I have been a family day care provider since January 1977 when
I reentered the work force after an absence of 6 years. This was
what I chose to do after considering other job possibilities involving
working with children and what I would like to do also for many
years to come.

The product that we offer is service and through the years, I
have been able to provide, in many instances, a unique service to
both the children and their families.

How could I ever forget Clay, a pre-teenager who was wrestling
with the handicap of his body in a wheelchair while stretching his
mind to new heights?

Or, the memories of each new baby that comes and grows and
develops . . . memories which in turn, are later shared with these
same children, who are delighted as I begin a story with, "I remem-
ber you when . . ." Or, how can I ever forget the times that we
have been with the families and children in time of crisis and spe-
cial needs.

By being a stable influence in their little lives, I have tried to
ease the tremendous challenge of "getting bigger."

Although the monetary compensation is needed, I am in this pro-
fession for the personal satisfaction that comes from being a part-
ner with the family in the wonderful process of nurturing a new
baby each year, for example, or of carefully monitoring for five
years the special needs of anothar child with a very unique disease,
or of caring for a child through the time span of serving him three
meals a day since his parents' work schedule takes them away for
such a long time.

My continuance in child care is being threatened by this mid-
term cancellation of my liability insurance by Mission Insurance
Company as of September 1, 1985.

To me, this action leaves many unanswered questions of "why
me?" To the parents of whom I serve, they wonder who will care
for these special children now?
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These unanswered questions continue in my second role, as presi-dent of the Northern Virginia Family Day Care Association
[NVFDCA] as we ask "why us?"

Our association has a membership of over 170 child care provid-ers located predominantly in Fairfax County. Approximately 90percent of those members requested, through us, the applicationand insurance information.
Our outreach is even further, as I visit classes for new providersto tell them about our organization and to encourage them to haveliability insurance.
What do I tell them now? In the last 6 months our minimum in-surance premium has been raised from $82 to $165 to now beingunavailable.
During this same time the liability limit available dropped from$1 million to $300,000. However, all those whose insurance was duefor renewals were told that they were not being carried any longer;they were not even given 60 days notice. All others were given mid-term cancellation notices effective in approximately 60 days or Sep-tember 1, 1985.
We have tried to be patient as BMF Marketing Insurance Serv-ices, Inc. assured us that they were negotiating with three or fourcompanies to get what we consider both adequate and affordableinsurance.
However, we have not to this date been informed of anythingdefinite. In the meantime, our insurance committee has searchedout every other possibility that they heard of.
Still nothing. Nothing! No insurance at any rate. No insurancewith any special endorsements omitted. No insurance with any ex-ceptions added. Nothing!
Without adequate, affordable insurance, family day care as weknow it today will not exist. There are grave concerns among theproviders. The general feelings of those that I talked to, who do nothave insurance now, is that they would not continue in taking careof children without it.
We, the family day care providers, are giving of ourselves andour families to provide an irreplaceable service of meeting theneeds of the children we take care of and their families.
In opening up our hearts and our homes to the child who hasspecial needs, to the newborn and his mother who needs all thesupport we can muster to help her cope with her anxieties overleaving her baby, to the working parents with long and unusualworking hours, to the parent with little income, we hear you.Where will these working families with their special needs turnto? Who will take care of America's children?
[Prepared statement of Alyce Chessnoe follows:]

PREPARED STATEMENT OF ALYCE CHESSNOE, FAMILY DAY CARE PROVIDER, BURKE, VA
I have been a family day care provider for over 8 years and it looks like my daysin this profession are numbered due to something beyond my control and somethingI had nothing to do withnamely, the mid-term cancellation of my liability insur-ance and the unavailability of any other similar liability insurance at this time.Most importantly, the working parents and their children would suffer if I do notcontinue.
The special joys of children are what brought me to be a family day care providerand that, in addition, to the unique relationships we all develop as 'extended fami-
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lies" is why I have continued in this profession. Family day care has allowed me to
utilize my training in education, my 10 years experience as both an art teacher and
elementary teacher, my on-the-job training as a mother of two boys (now 12 and 13
years old), and my concern for the children that I care for, that all their needs are
met.

I have been a family day care provider since January, 1977 when I reentered the
work force after an absence of 6 years. This was what I choose to do after consider-
ing other job possibilities working with children and is what I would like to contin-
ue doing for many more years.

The product that we offer is service and through the years, I have been able to
provide, in many instances, a unique service to both the children and their families.
How could I ever forget Clay a pre-teenager who was wrestling with the handicap of
his body in a wheelchair while stretching his mind to new heights? Or, the memo-
ries of each new baby that comes and grows and develops . . . memories which, in
turn, are later shared with these same children, who are delighted as I been a story
with, "I remember you when . . ." Or, how can I ever forget the times that we have
been with the families and children in time of crisis and special need. By being a
stable influence in their little lives, I have tried to ease the tremendous challenge of
"getting bigger".

Although the monetary compensation is needed, I am in this profession for the
personal satisfaction that comes from being a partner with the family in the won-
derful process of nurturing a new baby each year, for example, or of carefully moni-
toring for 5 years the special needs of another child with a very unique disease, or
of caring for a child through the time span of serving him three meals a day since
his parents' work schedule takes them away for such a long time. My continuance
in child care is being threatened by the mid-term cancellation of my liability insur-
ance by Mission Insurance Company as of September 1, 1985. To me, this action
leaves many unanswered questions of "why me?" To the parents of whom I serve,
they wonder who will care for these special children now?

These unanswered questions continue in my second role, as president of the
Northern Virginia Family Day Care Association (NVFDCA) as we ask "why us?"

Our association has a membership of over 170 child care providers located pre-
dominately in Fairfax County. Approximately 90 percent of those members request-
ed the application and insurance information. Our outreach is even further, as I
visit classes for new providers to tell them about our organization and to encourage
them to have liability insurance. What do I tell them now? In the last 6 months our
minimum insurance premium has raised from $82 to $165 to now being unavailable.
During this same time the liability limit available dropped from $1,000,000 to
$300,000. However, all those whose insurance was due for renewals were told they
were not being carried any longer, they were not even given 60 days notice. All
others were given mid-term cancellation notices effective in approximately 60 days
or September 1, 1985.

We have tried to be patient as BMF Marketing Insurance Services, Inc. assured
us that they were negotiating with three or four companies to get what we consider
both adequate and affordable insurance. However, we have not to this date been in-
formed of anything definite. In the meantime, our insurance committee has
searched out every possibility that they heard of. Still nothing. Nothing! No insur-
ance at any rate. No insurance with any special endorsements omitted. No insur-
ance with exceptions added Nothing!

Without adequate, affordable insurance, family day care as we know it today will
not exist. There are grave concerns among the providers. The general feelings of
those that I talked to, who do not have insurance now, is that they would not co:.-
tinue in taking care of children without it. We, the family day care providers, are
giving of ourselves and our :amilies to provide an irreplaceable service of meeting
the needs of the children who we care for and their families. In opening up our
hearts and our homes to the child who has special need to the newborn and his
mother who needs all the support we can muster to help her cope with her anxieties
over leaving her baby, to the working parents with long and unusual working hours,
to the parent with little income, we hear you. Where will these working families
with their special needs turn? Who will take care of America's children?

STATEMENT OF KAREN E. SOLON, FAMILY DAY CARE PROVIDER,
FALLS CHURCH, VA

Ms. SoLoN. For hopefully less than 20 seconds, I ask your indul-
gence while I hand you some photographs that I would like you to
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look at to give some flesh to the children I refer to in my report.
Particularly Erin whose name is mentioned here.

I would like you to keep in mind the child that fits this bathing
suit. Her mother is here. She accidentally left it in my home yes-
terday, we played in the sprinkler. Her mom is here.

My family day care liability insurance was terminated at 12:01
a.m. on July 1, this month. I thank you for the opportunity to ad-
dress you on behalf of my own children and the children and fami-
lies I serve in my family day care business. I hope you will find the
testimony useful.

My own children are Sarah, age 11 and Simon, age almost 9. We
became a single parent family in 1978. Faced with the economic re-
alities, I chose to provide family day care. Fees collected would pay
my bills and working at home saved me day care fees I would have
had to pay for my young children's care had I worked outside the
home.

To me, raising my babies alone, isolated from all relatives,
seemed unnatural. I was raised in a small New England village
with grandparents, aunts, uncles, and cousins within walking dis-
tance. Weekends meant three-generational pot-luck picnics. The
adults shared the joys and sorrows and responsibilities of raising a
family. We children flitted from relative to relative like humming-
birds in a field of wildflowers, drinking the nectar of their love and
spreading love from family member to family member.

The isolation I felt was bad enough. But to leave my children in
the care of a stranger seemed unthinkable to me then. Most of my
friends were home with their babies, supported financially by hus-
bands.

I worried that I would have trouble relating to women who
would leave their children with me. Then the interviews to fill my
vacancies began. My kitchen table encounters raised my conscious-
ness. Parents shared with me their deep love for their children and
their commitment to their family life. Parents' voices were often
tremulous as they contemplated leaving their precious children
with a strangerme. The stories of their agonizing search for the
right person are no doubt familiar to this committee. Our needs
meshed, and my career in family day care began.

Two and a half years later, I accepted an offer to work part time
for the Fairfax County Office for Children as a monitor in the
Child Care Food Program. My own children were in school already
and my day care children were ready for nursery school as an al-
ternative. Providing after-school care for four of the children pro-
vided stab ity in the relationships we had developed, and supple-
mented my income. I had a foot in two worlds.

As a monitor, I met well over a hundred family day care provid-
ers regularly for 2 years. Those visits convinced me that family day
care meets a vital need for many families, and a viable alternative
to the traditional extended family. Anecdotes abound of the loving
interdependence and support systems provided for the caregivers
and the families they serve. I chose to return to family day care as
a full time provider, this time with older children, greater energy,
and a stronger commitment.

I was slow in renewing my membership in my local day care as-
sociation and in applying for insurance. A cut requiring three
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stitches spurred me on. The child lived in a single parent home
with a handicapped sibling 2.nd no health insurance. I was grateful
for my Red Cross training, I blessed the mother for her under-
standing and applied for liability insurance.

The older children referred to above are my own. The day care
children entrusted to me are young. I view infants and very young
children as a population at great risk in the child care crunch.
Coming back, I knew I just had to have at least one infant, and for
many reasons selecting the right parentsparents with philoso-
phies of childrearing compatible with minewas important.

I met Andrew at 3 months, Shallon at 13 months, and we began..
Ryan, about Shallon's age, joined us in September; by January I
was ready to add Ho lli, about Andrews' age.

Ryan's older sister is Erin and she is about to enter second grade.
She had just turned 2 years old when I used to tell her nap-time
stories about when I was a little girl. How can I express the joy of
watching her meet the schoolbus with my son Simon, and how can
I tell her she cannot come to my house this fall because I cannot
find day care insurance.

Nowhere is it written that we have to become important in one
another's lives. But when Shallon's father was hospitalized and her
mother was almost delirious with feverthis was at the same
timefar from family and in a new neighborhocd, my home and
my heart were open to support her family in whatever ways I
could.

And at the same time, until he succumbed to the flu, Andrew's
father transported Shallon to my home. With three of my day care
parents out of commission, I transported both children and wel-
comed the excuse to see in person how Shallon's mother was
faring.

Likewise, nowhere is it written that my clients have to nurture
my children but they do. How many little "shows" has Erin and
Ryan's mother applauded over the years. The tenderness and grati-
tude they express to my children for the peek-a-boo play and piggy-
back rides their children enjoy with mine recalls for me the pot
luck picnics of my childhood.

Family day care may not be what every family wants nor what
every family needsnor every child needs. But knowing my exr,eri-
ences are not unique to me compels me to be here today. It is not
right to force me into the work force outside my home because ade-
quate insurance is unavailable. The school-age child care resources
are strained enough without adding my children to the population
in need. The resources for infants and toddlers does not need my
day care babies. And we want to stay together.

I remarried 3 years ago. I will not jeopardize my husband's
assets, saved for his teenage daughters and his aged parents. As a
responsible parent and loving wife, I am obligated either to secure
adequate liability insurance or to seek alternate employment.
Having survived the quicksand of legal fees from my divorce, I
cannot knowingly place myself in the position of having someone
saying to me, "Talk to my lawyer," for reasons over which I have
no control or responsibility, unless I have insurance.

[Prepared statement of Karen Solon follows:]
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PREPARED STATEMENT OF KAREN SOLON, FAMILY DAY CARE PROVIDER, FALLS CHURCH,
VA

My family day care liability insurance was terminated at 12:01 a.m. on July 1,
this month. I thank you for the opporty .,ity to address you on behalf of my childrenand the children and families I serve in my family day care business. I hope you
will find the testimony useful.

My own children are Sarah, age 11, and Simon, age almost 9. We became a single
parent family in 1978. Faced with the economic realities, I chose to provide family
day care. Fees collected would pay my bills, and working at home saved me day carefees I'd have had to pay for my young children's care, had I worked outside the
home.

To me, raising my babies alone, isolated from all relatives, seemed unnatural. I
was raised in a small New England village with grandparents, aunts, uncles, andcousins within walking distance. Weekends meant three-generational pot luck pic-nics. The adults shared their joys and sorrows and responsibilities. We children flit-ted from relative to relative like hummingbirds in a field of wildflowers, drinking
the nectar of their love and spreading love from family member to family member.The isolation I felt was bad enough. But to leave my children in the care of a
stranger seemed unthinkable to me then. Most of my friends were home with their
babies, supported financially by their husbands. I worried that I'd have trouble re-lating to women who'd leave their children with me. Then the interviews to fill my
vacancies began. My kitchen table encounters raised my consciousness. Parentsshared with me their deep love for their children and their commitment to theirfamily life. Parents' voices were often tremulous as they contemplated leaving their
precious children with a strangerme. The stories of their agonizing search for theright person are no doubt familiar to this committee. Our needs meshed, and mycareer in family day care began.

Two and a half years later, I accepted an offer to workpart time for the Fairfax
County Office for Children as a monitor in the Child Care Food Program. My ownchildren were in school already, and my day care children were ready for nursery
school as an alternative. Providing after-school care for four of the children provid-ed stability in the relationships we had developed, and supplemented my income. I
had a foot in two worlds. As a monitor, I met well over a hundred family day careproviders regularly for two years. Those visits convinced me that family day caremeets a vital need for many families, and a viable alternative to the traditional ex-
tended family. Anecdotes abound of the loving interdependence and support systemsprovided for the caregivers and the families they serve. I chose to return to familyday care as a full time provider, this time with older children, greater energy, and astronger commitment.

I was slow in renewing my membership in my local day care association and in
applying for insurance. A cut requiring three stitches spurred me on. The childlived in a single parent home with a handicapped sibling and no health insurance. I
was grateful for my Red Cross training, I blessed the mother for her understanding,and applied for liability insurance.

The older children referred to above are my own. The day care children entrusted
to me are young. I view infants and very young children as a population at great
risk in the child care crun.h. Coming back, I knew I just had to have at least oneinfant, and for many reasons selecting the right parentsparents with philosophiesof childrearing compatible with minewas important.

I met Andrew at three months, Shelton at thirteen months, and we began. Ryan,
about Shallons age, joined us in September. By January, I felt ready to add Holli,
about Andrews age. Ryan's older sister is Erin, about to enter second grade. She hadjust turned two when I used to tell her naptime stories about when I was a littlegirl. How can I express the joy of watching her meet the school bus with my sonSimon, and how can I tell her she can't come to my house this fall because I can'tfind day care insurance?

No where is it written that we have to become important in one another's lives.
But when Shallon's father was hospitalized and her mother was almost deliriouswith fever, far from family and in a new neighborhood, my home and my heartwere open to support her family in whatever ways I could. Until he succumbed tothe flu, Andrew's father transported Shallon. With three of my day care parents outof commission, I transported both children and welcomed the excuse to see inperson how Shallon's mom was faring.

Likewise, no where is it written that my clients have to nuqure my children but
they do. How many little "shows" has Erin's and Ryan's mother applauded over theyears. The tenderness and gratitude they express to my children for the peek-a-boo
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play and piggy-back rides their children enjoy with mine recalls for me the pot-luck
picnics of my childhood.

Family day care may not be what every family wants nor what every child needs.
But knowing my experiences are not unique to me compels me to be here today. It
is not right to force me into the work force outside my home because adequate in-
surance is unavailable. The achool-age child care resources are strained enough
without adding my children to the population in need. The resources for infants and
toddlers doesn t need my day care babes. And we want to stay together.

I remarried three years ago. I will not jeopardize my husband's assets, saved for
his teenage daughters and his aged parents. As a responsible parent and loving
wife, I am obligated either to secure adequate liability insurance or to seek alter-
nate employment. Having survived the quicksand of legal fees from my divorce, I
cannot knowingly place myself in the position of having someone say to me, "Talk
to my lawyer," for reasons over which I have no control or responsibility, unless I
have insurance.

STATEMENT OF JEAN WEAVER, DAY CARE COORDINATOR, YWCA,
BALTIMORE, MD, AND PRESIDENT, MARYLAND CHILD CARE
ASSOCIATION

Ms. WEAVER. First of all I would like to thank you for inviting
me to come today. I do have testimony that I would appreciate that
you have in hand before I read mine.

My name is Jean Weaver and I am the day care coordinator for
the YWCA. I am also here to represent another organization which
is called the Maryland Child Care Association, which is made up of
day care center directors for approximately 80 day care centers in
Baltimore City and surrounding counties of Maryland.

I just want to give you some background information about the
YWCA. The YWCA of Greater Baltimore has a large day care pro-
gram-11 siteswith a licensed capacity of over 800 children.

The YWCA also operates three shelters for the homeless and a
full range of class and group programs for children and adults.

Several years ago, before the existence of the day care programs
or the shelter programs, the Baltimore YWCA had joined with
other YWCA's nationwide in obtaining property and liability insur-
ance, with multiyear policies running from July 1 to June 30.

The cancellation problem. Between March 15 and April 15 of this
year, the YWCA was notified that our property and liability, our
board of directors and officers, and our excess liability insurance
were all being canceled.

As we understand it, 45 days' notice of cancellation is obligatory.
We were given 45 days' notice on the property and liability, and
less than 3 weeks on the Excess Liability.

We had had some property claims, because of a fire at a non-day
care site and several small vandalism incidents. There had been no
liability settlements, nor were there any actual claims pending.

No reason was given for the cancellation, however, beyond un-
derwriting reasons. We requested the Maryland Insurance Commis-
sioner to look into the matter and received a reinstatement notice
to cover us until the 45 days had passed.

We were also informed that the settlement on the fire, which
had not originated in the space we rented, exceeded the amount of
the premiums we had paid, and that this was part of the reason for
our policy being canceled.

The insurance company which had underwritten the YWCA's
across the country ceased to work with all YWCA's as a group. We
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understand that they have accepted YWCA's on an individual basis
only if the YWCA does not have day care centers, shelters or teamsports programs. Four brokers searched for insurance companies tohandle the YWCA's property and liability insurance; we finally ob-tained property and liability on the 45th day, at 6 p.m. after being
turned down by more than 30 companies and having had to make
contingency plans to shut down our entire operation.

Obtaining excess liability was equally difficult, and we Lad to gouncovered by board of directors and officers liability insurance fornearly 2 weeks before a policy was found.
The first property and liability policy which was offered specifi-cally excluded child abuse. We were able, through splitting thepolicy and setting up the day care policy separately, to obtain thisessential coverage.
Although we have not had any claims of this sort, other centers

in central Maryland have had claims, and there is always the pos-sibility of such a claim occurring.
Just want to talk a little bit about the increased costs and thedecreased coverage. The new policy costs a total of $73,846, com-pared to the $23,620 for last year.
This is an increase of 212 percent for the entire YWCA for prop-erty and liability and excess liability, board of directors' liability,

and automobile coverage.
The day care portion increased from $12,150 to $30,000, while de-ductibles increased and total coverage decreased. A chart is at-tached to my testimony which gives details.
Our day care centers are a mix of private paying parents, andsubsidized parents, for whom the daily rate is fixed by contract. Wecannot charge subsidized parents anything beyond the State dailyreimbursement rate, which is currently $10 per day, per child, re-gardless of whether or not our cost per child per day is $10, $12, or$100.
This means that the added insurance costs cannot ba passedthrough to 50 percent of our children, and that either we passthem through to the paying parents or somehow reduce other costs.Having the private paying parents absorb the total cost of insur-ance increases would put day care beyond the ability of many par-ents to pay, and would close entire centers in our system. Our daycare program is 4 years old.
We are constantly fighting an operating deficit while fighting toget salaries above minimum wage. Our system has lost money in 3of its 4 years of operation because of freezes on subsidized place-ments.
We have been working hard to build the number of full-pay par-ents. Our current weekly fee runs between $50 and $55. An addi-tional $5 per week per child would simply remove many childrenfrom the day care system, force parents to leave their jobs or toleave children unattended.
If we exclude subsidized children from our day care centers so asto pass through the insurance increases mare equitably, we will beforcing parents who need to work to leave their jobs, or to leavetheir children unattended.
There is no help available from other parts of the YWCA, whosebudget has been equally adversely affected by insurance increases.
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The bottom line for the YWCA is that day care is an economically
fragile program at best.

This increase in insurance premiums, or failure to find insurance
could push our board to the unwelcome conclusion that we should
limit our day care program to the affluent, or, that we should cease
to provide the service.

We hate to think of the disruption that such solutions would
cause to families who are dependent on us for care. We hate to
think that their alternatives would be other providers who are will-
ing to go uninsured, or, even worse, leaving the children unattend-
ed.

I have given you an attachment to show you a comparison from
last yearwhat our insurance rates wereas opposed to fiscal year
1986. Total Baltimore YWCA insurance bill for the year ending
June 30, 1985 compared to the bill for current fiscal year 1986. Day
care property and liability for fiscal year 1985 was $8,600 and for
fiscal year 1986 it was $13,468. Other YWCA property and liability
last year was $9,244, this year it is $31,428. Excess liability was
$2,500, for fiscal year 1986 it is $18 thousand. Board of Directors
and Officers was $385 and in fiscal year 1986 it is $1,750. Automo-
bile was $2,891 and fiscal year 1986 it is $8,600. The total package
fo7 fiscal year 1985 was $23,680 and the total for fiscal year 1986 is
$73,846.

If you notice the coverage comparisonin almost every category,
deductibles increased and coverage was lowered. The most striking
example is in the excess liability policy which has covered the
entire association for $3 million last year for a premium of $250.00
which is not limited to $1 million while the premium is $18,600.

I thank you for allowing me to testify. [Attachment.]
[Prepared statement of Jean Weaver fAlows:]

PREPARED STATEMENT OF JEAN WEAVER

BACKGROUND

The YWCA of the Greater Baltimore Area has a large day care program (eleven
sites) with a licensed capacity of over 800 children. The YWCA operates three shel-
ters for the homeless and a full range of class and group programs for children and
adults.

Some years ago, before the existence of the day care programs or the shelter pro-
grams, the Baltimore YWCA had joined with other YWCA's nationwide in obtaining
property and liability insurance, with multi-year policies running from July 1 to
June 30.

CANCELLATION

Between March 15 and April 15 of this year, the YWCA was notified that our
Property and Liability, our Board of Directors and Officers, and our Excess Liability
Insurance were all being cancelled. As we understand it, 45 days' notice of cancella-
tion is obligatory. We were given 45 days' notice on the Property and Liability, and
less than three weeks on the Excess liability.

We had had some property claims, because of a fire at a non-day care site, and
several small vandalism incidents. There had been no liability settlements, nor were
there any actual claims pending. No reason was given for the cancellation, however,
beyond "underwriting reasons . We requested the Maryland Insurance Commission-
er to look into the matter, and received a reinstatement notice to cover us until the
45 days had passed. We were a'..* informed that the settlement on the fire, which
had not originated in the space we rented, exceeded the amount of premiums we
had paid, and that this was part of th..: reason for our policy being cancelled.

21



17

The insurance company which had underwritten the YWCA's across the countryceased to work with all YWCA's as a group. We understand that they have acceptedYWCA's on an individual basis only if the YWCA does not have Day Care, Shelteror Team Sports programs. Four brokers searched for insurance companies to handlethe YWCA's property and liability insurance; we finally obtained Property and Li-ability on the 45th day, at 6 pm, after being turned down by more than 30 comi-,.-vies and having had to make contingency plans to shut down our entire operation.Obtaining Excess Liability was equally difficult, and we had to go uncovered byBoard of Directors and Officers Liability insurance for nearly two weeks before apolicy was found.
The first Property & Liability policy which was offered specifically excluded childabuse. We were able, through splitting the policy and setting up the day care policyseparately, to obtain this essential coverage. Although we have not bed any claim ofthis sort, other centers in Central Maryland have had claims, and there is alwaysthe possibility of such a claim occurring.

INCREASED COSTS AND DECREASED COVERAGE

The new policies cost a total of $73,846, compared to $23,620 for last year. This isan increase of 212% for the entire YWCA for property and liability, excess liability,Board of Directors' liability and automobile coverage. The Day Care portion in-creased from $12,150 to $30,000, while deductibles increased and total coverage de-creased. A chart is attached to my testimony which gives details.Our day care centers are a mix of private paying parents, and subsidized parents,for whom the daily rate is fixed by contract. We cannot charge subsidized parentsanything beyond the State daily reimbursement rate, which is currently $10 perday, regardless of whether our cost per child per day is $10, $12, or $100. Thismeans that the added insurance costs cannot be passed through to 50% of our chil-dren, and that either we pass them through to the paying parents or somehowreduce other costs.
Having the private paying parents absorb the total cost of insurance increaseswould put day care beyond the ability of many parents to pay, and would closeentire centers in our system. Our day care program is four years old. We are con-stantly fighting an operating deficit while fighting to get salaries above minimumwage. Our system has lost money in three of its four years of operation because offreezes on subsidized placements. We have been working hard to build the numberof fullpay parents. Our current weekly fees run between: $50 and $55. An additional$5 per week per child would simply remove many children from the day caresystem, force parents to leave their jobs or to leave children unattended. If we ex-clude subsidized children from our Day Care Centers so as to pass through the in-surano_ increases more equitably, we will be forcing parents who need to work toleave their jobs, or to leave their children unattended.There is no help available from other parts of the YWCA, whose budget has beenequally adversely affected by insurance increases. The bottom line for the YWCA isthat day care is an economically fragile p at best. This increase in insurancepremiums, or failure to find insurance couldrirsh our Board to the unwelcome con-clusion that we should limit our day care program to the affluent, or, that weshould ceaee to provide the service. We hate to think of the disruption that suchsolutions would cause to families who are dependent on us for care. We hate tothink that their alternatives would be other providers who are willing to go unin-sured, or, even worse, leaving the children unattended.Thank you.

TOTAL BALTIMORE YWCA INSURANCE BILL FOR THE YEAR ENDING JUNE 30, 1985, COMPARED TO
BILL FOR CURRENT YEAR

Foal yea 1985 Fiscal yea 1986

Day Care property and liability. .
$8,600 $13,468Other 1141 property and liability

9,244 31,428Excess liability
2,500 18,000Board of Directors, Officers..

385 1,750Automobile .
2,891 8,6Cii

$23,620 73,846
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Coverage comparison: In almost every category, deductibles increased and cover-
age was lowered. The most striking example was in the Excess Liability policy,
which had covered the entire Association for $3,000,000 last year for a premium of
$2,500, and which is now limited to $1,000,000 while the premium has increased to
$18,600.

STATEMENT OF SANDRA GELLERT, PRESIDENT, NATIONAL
ASSOCIATION FOR FAMILY DAY CARE, CLIFTON HEIGHTS, PA

Ms. GELLERT. Mr. Chairman and other distinguished members of
the House Select Committee on Children, Youth, and Families, I
am delighted to have the opportunity to testify on this very critical
issue affecting family day care.

The testimony I am about to give is information gathered by the
National Association for Family Day Care from discussions with
family day care providers around the country.

The crisis in the liability insurance industry for family day care
providers is of critical proportion. During recent weeks, one insur-
ance company after another from Maine to California and Wash-
ington to Florida has canceled liability policies for family day care
homes.

Only providers in Colorado seem to have temporarily escaped the
crisis. The reason being cited for policy cancellation is simply "pro-
gram dropped."

Two thirds of all the children in day care are in family day care
settings. Even more than that, 85 percent of all infants in day care
are in family day care settings. There is no questions in our minds
that parents of infants could shortly find themselves with no where
to turn for their child care needs.

In conversations with providers from various States, several
points have come to light. Unless something is done to make ade-
quate affordable liability insurance available family day care pro-
viders will go out of business.

The service industry continues to grow. Family day care is a
viable small business for single women or as supplemental income
in two-parent families.

Without available affordable insurance, women will go elsewhere
for work. Existing family day care providers do not want to give up
their profession, but will in the face of threatened lawsuits without
insurance.

In Arizona and California, providers are homesteading their
homes as protection. Infant care will suffer the most. The majority
of infants are cared for in family day care settings where the
demand is already greater than the supply.

The insurance crisis will decrease the supply even more. Acci-
dents in this age group are numerous and providers will be reluc-
tant to run the risk of caring for infants without adequate cover-
age.

Many will simply go out of business. I know that quality infant
care is of particular importance to this committee. Providers
cannot afford high rates currently being charged by some compa-
nies.

In a few isolated instances where providers have found liability
insurance it is at exhorbitant rates or with restrictions such as lim-
iting care to three or fewer children.
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Family day care providers are one Jf the lowest paid professions.
Eighty-seven percent make less than the minimum wage. In manyinstances, an insurance premium of $759 would be a month'sincome.

Family day care is unique and more problemmatic and very dif-ferent from centers or Head Start Programs. Centers may be ableto absorb the increased insurance costs; family day care providerscannot.
There have always been fewer underwriters of family day careliability policies to begin with and therefore providers have aharder time obtaining insurance.
The continuation and growth of home-based child care is at astandstill. In several States insurance is mandatory in order to belicensed or registered. In those and many others, new providers

cannot get licensed and renewal cannot be processed.Yet this is at a time when the need for day care is critical. Regu-
latory experts agree that a lengthy waiting period for certification
discourages the people from entering the profession. They .go else-
where. Providers are in the unique position of operating a businessout of their homes and are finding other forms of home protection
being jeopardized or canceled.

Providers can no longer get business riders for their homeowners
policies and in eome States have had their homeowner policies can-celed because they could not get adequate family day care insur-ance.

The underwriters of the policy fears for his own liability regard-
ing the other protection. Family day care providers are losing thebattle. Family day care providers have had to fight to get and pro-tect what they have.

Each year they rally through meetings and letter writing cam-paigns to save the Child Care Food Program. This usually after
working a 12-hour day.

They join local, State and national associations to improve their
professional status and upgrade their own skills at a time when the
training funds have been cut and cut.

Family day care providers fight continual battles over adversezoning and building restrictions. Providers fight to gain recognitionand status so other providers will come out from underground,
become registered, pay taxes, et cetera. Yet adverse media has
blown out of proportion the issue of child abuse in day care when ithas been long documented that the vast majority of child abusehappens in the child's own home and day care has been used effec-
tively in treatment of family violence.

At what point do family day care providers just give up in frus-
tration? The pay is low, the stress factor is high. The insurancecrisis may just cause them to give up the battle when family day
care is really an integral part and necessary to today's economy.In a society of two parent working families and an increasingnumber of single parents, the need for family day care has neverbeen greater. As recent as just a few years ago, some parents could
afford to stay home until their children were two or three.

Now working mothers must frequently return to their jobs 4 to 6weeks after having a child. There are no other options. Quality
family day care is a necessity to them in the same way that food
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and housing is. And remember family day care providers are work-
ing parents also.

Providers around the country are concerned. Diana Abel of Ari-
zona said, "No new homes are opening there because there is no
insurance." Siubhan Stevens in California where a policy is avail-
able said, "Providers are quitting because they fear 1Frge lawsuits
and they cannot affort $750 a year insurance premiumu."

Rebekah Short from Pennsylvania said, "The insurance crisis
could set the family day care profession back 10 years. All the
work to promote quality home care may do down the drain. Some
will quit rather than run the risk. Others will operate under the
table as they did years ago making it harder for parents to fmd
adequate day care arrangements."

Carol Lynch of Vermont said, "The crisis is affecting employer-
sponsored child care programs because the employers want the pro-
viders they sponsor to be adequately insured."

The company fears for its own liability. Where insurance is
found, the high cost is being passed on to the parents who cannot
afford the higher costs. In New Jersey, Sydall Mason of Archway
Programs said, "They convinced INA to cover their day care homes
because they would cover their centers, but at price of $800 per
home." In Delaware County, PA, a title XX program found insur-
ance for its 75 homes but at a price of $1,000 per home.

The National Association for Family Day Care has determined
that the availability of infant care in this country is in real jeop-
ardy from this insurance crisis.

There is not enough day care slots now and this will reduce the
slots even further. Family day care providers who want to continue
in their profession, but not at the risk of losing everything they
own in one lawsuit.

Especially when family day care is already one of the lowest paid
professions. The risk is greater than the compensation. Now I
worry every day because I am a single parent, sole breadwinner for
myself and two teenage children.

One lawsuit could destroy my family. Yet, I love what I do and I
do not want to be forced into giving up family day care.

My insurance is cancelled, effective September 2, 1985. I fear
continuation of my job but I must support my family. My day care
families need me, they sympathize, but cannot afford higher rates.

I cannot afford the higher insurance rates and I cannot pass
them on to my parents. Today I close by asking each of you on the
committee, What are we family day care providers to do? What are
the parents of infants who need day care to do when their family
day care provider shuts down because she cannot afford the insur-
ance, cannot find insurance, and cannot ,:fford the risk?

Thank you.
[Prepared statement of Sandra Gellert follows:]

PREPARED STATEMENT OF SANDRA GELLERT, PRESIDENT, NATIONAL. ASSOCIATION FOR
FAMILY DAY CARE

Mr. Chairman and other Distinguished Members of the House Select Committee
on Children, Youth and Families:

I am delighted to have the opportunity to testify on this very critical issue affect-
ing family day care.
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The testimony I am about to give is information gathered by NAFDC from discus-
sions with family day care providers around the country.

The crisis in the liability insurance industry for family day care providers is ofcritical proportion. During recent weeks, one insurance company after another,from Maine to California and Washington to Florida, has cancelled liability policies
for family day care homes. Only providers in Colorado seem to have temporarily es-caped this crisis. The reason being cited for policy cancellations is simply, "Programdropped."

Two thirds of all children in day care are in family day care settings. Even morethan that, 85% of all infants in day care are in family day care settings. There is noquestion in our minds that parents of infants could shortly find themselves with no-where to turn for their child care needs.
In conversations with providers from various states, several points have come tolight. Unless something is done to make adequate affordable liability insuranceavailable:
Many family day care providers will go out of business. The service industry con-tinues to grow. Family day care can be a viable small business for single women orit can provide an important supplemental income to two-parent families. Withoutavailable affordable insurance, women will go elsewhere for work. Existing family

day care providers don't want to give up their profession, but will in the face ofthreatened lawsuits without insurance. In Arizona and California, providers arehomesteading their homes as protection.
Infant care will suffer the most. The majority of infants are cared for in home daycare settings where the demand is already greater than the supply. The insurancecrisis will decrease the supply even more. Accidents in this young age group are nu-merous, and providers will be reluctant to run the risk of caring for infants without

adequate coverage. Many will simply go out of business. I know that quality infant
care is of particular importance to this committee.

Providers cannot afford high rates currently being chanrd by acme companies. In
a few isolated instances where providers have found some Pability insurance, it is atexorbitant rates or with severe restrictions such as limiting care for 3 or fewer chil-dren. Family day care providers are one of the lowest paid professions. 87% make
less than minimum wage. In many instances, an insurance premium of $750 wouldbe at least a month's income.

Family day care is unique and more problematic and very different from centersor Head Start Programs. Centers may be able to absorb increased insurance costs;family day care providers cannot. There have always been fewer underwriters offamily day care liability policies to begin with, and therefore providers have aharder time obtaining insurance.
The continuation and growth of home based child care is at a standstill. In several

states insurance is mandatory in order to be licensed or registered. In those statesand many others, new providers cannot get licensed and renewals cannot be proc-essed. Yet this is at a time when the need for day care is critical. Regulatory expertsagree that a lengthy waiting. period for certification discourages the people from en-tering the profession. They simply go elsewhere.
Providers are in the unique position of operating a business out of their homesand are finding other forms of home protection being jeopardized or cancelled. Pro-viders can no longer get business riders for their homeowners policies and in somestates have had their homeowner policies cancelled because they could not get ade-quate family day care insurance. The underwriting of the policy fears for its ownliability, regardless of other protections.
Family day care providers are losing the battle. Family day care providers havehad to fight to get and protect what they have. Each year they rally through meet-ings and letter-writing campaigns to save the Child Care Food Program. This is usu-ally after working 12 hour days. They join local, state and national associations toimprove their professional status and upgrade their own skills at a time when train-ing funds have been cut and cut. Family day care providers fight continual battlesover adverse zoning and building restrictions. Providers fight to gain recognitionand status so other providers will come out from underground, become registered,pay taxes, etc. Yet adverse media has blown out of proportion the issue of childabuse. in day care, when it has long been documented that the vast majority of childabuse happens in a child's own home! Day care has been used very effectively in thetreatment of family violence.
At what point do family day care providers just give up in frustration? The .pay islow; the stress factor is high. The insurance crisis may just cause them to give upthe battle when family day care is really an integral part and necessary to today'seconomy.
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In a society of 2-parent working families and increasing numbers of single par-
ents, the need for family day care has never been greater. As recent as just a few
years ago, some parents could afford to stay home until their children were 2 or 3.
Now working mothers must frequently return to their job 4-6 weeks after having a
child. There are no other options! Quality family day care is a necessity to them the
same way food and housing is. And remember, family day care providers are work-
ing parents, also.

PROVIDERS AROUND THE COUNTRY ARE CONCERNED

Diana Abel of Arizona said, "No new homes are opening because there is no in-
surance." Siubhan Stevens in California, where a policy is available, said, "Provid-
ers are quitting because they fear large lawsuits and can't afford the $750 a year
insurance premium." Rebekah Short from Pennsylvania said, "The insurance crisis
could set the family day care profession back 10 years. All the work to promote
quality home care may go down the drain. Some will quit rather than run the risk.
Others will operate under the table as they did years ago making it harder for par-
ents to find adequate day care arrangements." Carol Lynch of Vermont said, "The
crisis is affecting employer sponsored child care programs because the employers
want the providers they sponsor to be adequately insured." The company fears for
its own liability. Where insurance is found, the high cost is being passed on to the
parents who cannot afford the higher costs. In New Jersey, Sydall Mason of Arch-
way Programs said, "They convinced INA to cover their day care homes because
they cover their centers, but at a price of $800 per home." In Delaware Co., Pennsyl-
vania, a Title XX program found insurance for its 75 homes, but at a price of $1,000
per home.

The National Association for Family Day Care has determined that the availabil-
ity of infant care in this country is in real jeopardy from this insurance crisis. There
are not enough day care slots now and this will reduce the slots even further.

Family day care providers who want to continue in their profession, but not at
the risk of losing everything they own ;r1 one lawsuit, especially when family day
care is already one of the lowest paid professions. The risk is greater than the com-
pensation. Even an unfounded lawsuit could wipe out a family day care family with
court costs and lawyer fees.

As a provider for 12 years myself, I know I never worried about lawsuits until a
couple of years ago when day care started getting so much media attention. Now I
worry every day because I am a single parent, sole breadwinner for myself and two
teenage children. One lawsuit could destroy my family. Yet, I love what I do and
don't want to be forced into giving up my family day care profession. My insurance
is cancelled effective September 2, 1985. I fear continuation of my job but I must
support my family. My day care parents need me, they sympathize, but cannot
afford higher rates. I cannot afford the high insurance rates and I cannot pass them
on to my day care parents.

Today I close by asking each of you on the committee, "What are we family day
care providers to do? What are the parents of infants who need day care to do when
their family day care provider shuts down because she cannot afford the insurance
or cannot find insurance and cannot afford the risk?"

STATEMENT OF DEBORAH PHILLIPS, PH.D., DIRECTOR, CHILD
CARE INFORMATION SERVICE, NATIONAL ASSOCIATION FOR
THE EDUCATION OF YOUNG CHILDREN, WASHINGTON, DC

Ms. PHILLIPS. Mr. Chairman, I want to thank the select commit-
tee for inviting the National Association for the Education of
Young Children to participate in this extremely important hearing
on the insurance crisis in child care.

My name is Deborah Phillips. I am speaking on behalf of the Na-
tional Association for the Education of Young Children [NAEYC]
as director of their Child Care Information Service.

NAEYC is a nonprofit, membership association comprised of
47,000 individuals, the vast majority of whom work directly in child
care programs and nursery schools.

The loss and unaffordability of insurance is a real crisis in the
child care field. It is a crisis that is jeopardizing the availability,
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the stability, and the quality of child care in this country at a timewhen this committee has documented an unprecedented need formore and higher quality child care.
It is a crisis because it is affecting child care programs in everyState, programs of every typeday care centers, family day carehomes, preschools, Head Startsand programs that serve familiesfrom all income brackets, regardless of their quality, regardless ofhow long they have been in operation and regardless of whetherthey have ever had an insurance claim.
NAEYC is receiving 200 calls a week from child care providerswho cannot find affordable insurance, if they can find insurance atall.
We have never' received this magnitude of calls on any issue inthe 60 year history of the association. The only available nationalsurvey of child care providers conducted by the Child Care ActionCampaign and the Child Care Information Exchange at the begin-ning of the summer, suggests that over two-thirds of the child careprograms surveyed are facing serious problems with insurance.There is likely to be a new wave of nonrenewals, cancellations,

and rate increases by late August or early September, which iswhen most child care programs renew their insurance policies.I want to give you a feel foi what we are hearing from the fieldby highlighting several themes that are reiterated again and againby the numerous child care providers who are calling us.First, the loss of insurance and the prohibitive rate increases weare seeing bear no relation to the professionalism, quality or claimshistory of the programs affected.
Even our Nation's very best child care programs are havingproblems obtaining affordable liability coverage. The example ofNAEYC's liability policy is instructive because the child care cen-ters affected are among the very best this country has to offer andtheir directors represent the most professionally oriented individ-uals in the field.
The liability policy offered by NAEYC has had one underwriterwithdraw completely, despite their having suffered no losses in con-junction with the NAEYC policy.
After a year and a half delay, we have been able to renegotiate apolicy for our members with a new carrier. It has an exclusion forchild abuse claims and stringent quality standards are applied as aprecondition for programs to receive the insurance. Family daycare providers are not included.
Second, insurance is an absolute necessity for the child care field.Providers must have insurance, not only as an essential protection,but also because programs without insurance are operating illegal-ly in half of the States and are therefore ineligible to receive essen-tial Federal funds.
Twenty-four States require all child care centers to have liabilityinsurance and about 7 States include these requirements for familyday care, a requirement most recently enacted in California. With-out insurance, programs in these States are operating illegally andare technically ineligible to receive Federal funds through title XXor the Child Care Food Program.
If funds end up being withdrawn, many publicly-supported pro-grams will either fold or deteriorate in quality,
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Third, many child care programs are unwilling or unable to pass
the increased insurance costs onto the families they serve. The
greatest pressures along these lines are felt by programs that serve
publicly-subsidized families and other low-income families.

Head Start programs and programs that serve title XX children
are simply unable to pass increased insurance costs on to their
familit because they receive a set reimbursement rate per child.
There are no parent fees to raise.

For other programs that serve primarily poor and low-income
families, their ability to recoup the insurance costs from parents is
limited by the families' ability to pay.

Fourth, programs are sacrificing the quality of the care they pro-
vide and are foregoing program improvements to cover their in-
creased costs.

There is no maneuvering room in a child care budget. These pro-
grams operate on a shoestring. About 70-80 percent of the average
child program's costs go toward staff salaries.

Rent, food, and insurance are set costs, leaving only nonessential
materials and staff -related expenses open to cutbacks.

We are hearing that programs are considering increases in the
numer of children supervised per adult, hiring staff with less train-
ing, reductions in in-service training and cut-backs in the educa-
tional resources they make available to children. These are precise-
ly the aspects of program quality that were revealed by this com-
mittee last year to bear a direct association to the safety, health,
and development of children in child care.

Fifth, the insurance industry is establishing conditions and
standards for insurability that are far in excess of any standard
that child care providers must presently meet.

By establishing stringent standards of quality that exceed cur-
rent practice by most child care programs, the insurance industry
is effectively writing off child care.

In our own insurance plan, programs are individually assessed
using a set of standards that NAEYC established to promote qual-
ity improvement in the child care field.

They are high quality, model child care standards. They were
never intended to serve as a benchmark against which to judge all
child care programs.

Our liability policy first became available last month so we do
not know how many programs that apply for coverage will be
denied as a result of these stringent conditions. Nor do we know
now the rates will compare to our previous rates.

There is a real and a sad irony in this situation because the child
care providers who are calling us now are the same providers who
have worked with NAEYC and other organizations to establish
standards, incentives and funds to support a higher quality of child
care in this country.

Now they are paying the price of the lack of Federal standards
and the extremely minimal standards that exist in many States.

The link between standards and insurability also catches child
care providers in an impossible double-bind. Do they forego pro-
gram improvements to pay for insurance? Or, do they pay for the
improvements and hope that their insurance rates are not trip-
pled? Very few programs can afford both.
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I am very worried about the future of child care in the wake ofthis crisis. Child care has historically been viewed by our society asa necessary evil.
The field has withstood the severe cutting of Federal funds at the

beginning of this decade, the recent assault arising from headlines
about child abuse, and the ongoing lack of rewards or respect for
child care providers. All of these problems have failed to impedethe field's commitment to assuring that families who need childcare receive it.

But this insurance crisis is different. No muter how hard or howlong a provider has worked to create a high quolity program, injust 60 days they can find themselves facing the responsibility ofcaring for children without insurance.
The real victims, however, are the children. Whatever extra re-sources can be found in the child care market will not go to insur-

ance companies rather than to higher staff-child ratios, bettertrained staff, or retention of staff and these are the true means ofinsuring the healthy care of children in child care.
Thank you very much.
[Prepared statement of Deborah Phillips, Ph.D., follows:]

PREPARED STATEMENT OF DEBORAH PHILLIPS, PH.D., DIRECTOR, CHILD CARE INFORMA-
TION SERVICE, NATIONAL ASSOCIATION FOR THE EDUCATION OF YOUNG CHILDREN,
WASHINGTON, DC

Mr. Chairman, I want to thank the Select Committee for inviting the NationalAssociation for the Education of Young Children to participate in this extremely im-portant hearing on the insurance crisis in child care.
My name is Deborah Phillips. I am speaking on behalf of the National Associationfor the Education of Young Children (NAEYC) as director of their Child Care Infor-mation Service. NAEYC is a nonprofit, membership association comprised of 47,000individuals who work in all facets of early education. The vast majority of our mem-bers work directly with children in child care programs and nursery schools. Theyall approach their work with a strong sense of professionalism; with a commitmentto self-improvement; and a determination to work with us toward the goal of im-proving the quality of child care and early education programs in this country.This is a real crisis.
It is a crisis that is jeopardizing the availability, stability, and quality of childcare in this country at a time when this Committee has documented an unprece-dented need for more and higher quality child care. Child care is integral to theself-sufficiency of millions of today's families. Under these circumstances, the sweep-ing and dubious classification of child care as being of extremely high risk and itsassociated vulnerability to boom-bust patterns of insurability are intolerabl".It is a crisis because it is affecting child care programs in every state, programs ofevery typecenters, family day care homes, preschools, profit and nonprofit,church-sponsored and community-sponsored; and Head Startand programa thatserve families from all income brackets; Regardless of their quality, Regardless ofhow long they have been in operation, and Regardless of whether they have everhad an insurance claim.

MAGNITUDE OF THE PROBLEM

NAEYC is receiving 200 calls a week from child care providers who cannot findaffordable insurance, if they can find insurance at all. We have never received thismagnitude of calls on any issue in the 60 year history of the Association.The only available national survey of child care providers, conducted by the ChildCare Action Campaign and the Child Care Information Exchange at the beginningof the summer, suggests that over two-thirds of the child care programs surveyedare facing serious insurance problems, and that there is likely to be a new wave ofnon-renewals, cancellations, and rate increases by late August or early Septemberwhen most child care programs purchase their insurance.
Twenty percent of the programs that returned survey forms had had insurancecancelled or not renewed.
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Another 30 plus percent had had their rates increased by over 100%.
Increases of 300% were not at all uncommona finding that is corroborated by

the calls we have received at NAEYC.
And, approximately 20% of the programs reported "no problem", but were in-

sured by companies which have since begun to cancel policies or substantially in-
crease rates.

In Michigan, a survey conducted by the State Department of Social Services in
June of this year revealed that, of 86 child care centers responding, half had had
their liability policies cancelled or not renewed. Of the programs whose insurance
policies had been retained, two experienced significant rate increases, one rising
from about $500 per year to $2250.

The program manager for Day Care Services who oversaw the study noted that
there appears to be no relation between cancellations, nonrenewals, and a pro-
gram's history of insurance claims.

In Indiana, a survey conducted by the Indiana Day Care Association tells the
same story. Sixty-five child care centers returned survey forms, including two pro-
grams that sponsor 250 children served in family day care homes. About 7,000 chil-
dren are served by these 65 programs.

One-quarter of the programs had had their liability insurance cancelled or were
pending cancellation. One-third of the programs had had their rates increased any-
where from 10% to 400%, with the average increase amounting to 125%. Seven of
the programs responding had had insurance claims that amounted to less that, $100.
Two programs had insurance claims of $1,000 and $1,500, respectively.

There was no relation between the programs experiencing cancellations and rate
increases and those that had had claims. In fact, the woman who conducted the
study noted that programs that had filed insurance claims appeared te have experi-
enced fewer cancellations and smaller rate increases.

I am not here today to judge whether the insurance crisis is fueled by speculation
or solid evidence. I have spent hours talking to representatives of the insurance in-
dustry, to individual insurers, and to underwriters. They are feeling financial pres-
sures that are forcing them to scrutinize their own policies. They are caught with us
in the midst of a highly litigious society. And, child care is not the only industry
affect, d. This is a problem shared by foster homes, obstetricians and gynecologists,
nurs midwives, and the cities.

T'ie fact remains, however, that child care is in a highly precarious and volatile
position.

I want to give you a feel for what we are hearing from the field by highlighting
several themes that are reiterated again and again by the numerous child care pro-
viders who are calling us.

First, the loss of insurance and the prohibitive rate increases we are seeing bear
no relation to the professionalism, quality, or claims history of the programs affect-
ed. Even our nation's very best child care programs are having problems obtaining
affordable liability coverage.

One program in Indiana directed by a registered nurse, with highly trained staff
and excellent staff -child ratios, had its overall annual insurance premium raised
from $3,200 to $9,000, after calling 15 insurance companies that would not even con-
sider writing a policy for her. This program has never filed an "...nsurarice claim.

A center in California directed by a teacher with a master's degree in early educa-
tion, that has operated for 29 years without an insurance claim has had its overall
rates raised from $8,000 to $25,000 per year.

The example of NAEYC's liability policy is instructive because the child care cen-
ters affected are among the very best this country has to offer and their directors
represent the most professionally-oriented individuals in the field.

The liability policy offered by NAEYC has had one underwriter withdraw com-
pletely, despite their having suffered no losses in conjunction with the NAEYC
policy. We were able to find a new underwriter, although the second policy also
reached a very precarious point even before it was offered. It was saved only by ne-
gotiating an exclusion for child abuse claims and stringent quality standards as a
precondition for acceptance of a program into the plan.

Second, insurance is an absolute necessity for the child care field. Providers must
have insurance, not only as an essential protection, but also because programs with-
out insurance are operating illegally in over half of the states and are therefore in-
eligible to receive essential federal funds.

Over half of the states require that child care centers have liability insurance and
about 11 states include this requirement for family day carea requirement most
recently enacted in California.
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Without insurance, programs in these states are operating illegally and are tech-
nically ineligible to receive federal funds through Title XX, or the Child Care Food
Program. Even the Dependent Care Tax Credit requires that parents using child
care programs that enroll more than 6 children use licensed programs. If funds areactually withdrawn, many publicly-supported programs will either fold or deterio-rate in quality.

Third, many child care programs are unwilling or unable to pass the increased
insurance costs onto the families they serve. The greatest pressures along these
lines are felt by programs that serve publicly-subsidized and other low-income fami-lies.

Head Start programs and programs that serve Title XX children are simply
unable to pass increased insurance costa on to their families, because they receive a
set reimbursement rate per child. There are no parent fees to raise.

For other programs that serve primarily poor and low-income families, their abili-
ty to recoup the insurance costs from parents is limited by the families' ability to

Three actual case examples will offer a handle on the amounts we are dealingwith here.
A family day care home in California that has operated for five years without any

insurance claims had its rates increased from $100 a year to $800 a year. She cares
for 3 children from two families. If she passed the costs on to her parents, they
would be charged an additional $350 per year. This is more than one month's pay-
ment for full-time child care :n her program. She had never had a claim filed
against her insurance in the 31/2 years she had been in operation.

The child care center in Indiana, directed by a registered nurse, that I mentioned
earlier would need to charge its families an additional $144 per year to cover the
$6,000 increase in insurance premiums.

The California center that is facing the jump from $8,000 to $25,000 would need to
charge each family an additional $100 to cover this increase. About 40% of the fami-
lies served by this program are low-income and about a quarter are single parents.

Fourth, programs are sacrificing the quality of the care they provide and are fore-
going program improvements to cover their increased insurance costs.

There is simply no maneuvering room in a child care budgetthe majority of pro-
grams are nonprofit, and they operate on a shoestring. About 70-80% of the averagechild care program's budget goes toward staff salaries. The remainder covers re-
source materials, physical repairs, rent or mortgage payments, food and insurance.
Rent, food, and insurance are set costs, leaving only nonessential materials andstaff -related expenses open to cutbacks.

Programs are considering increases in the number of children supervised per
adult, hiring staff with less training, reductions in in-service training, and cutbacks
in the educational resources they make available to children. These are precisely
the aspects of program quality that were revealed by this Committee last year to
bear a direct association to child safety and to the healthy development of childrenin child care.

Yesterday, I talked to a provider in Woodland Hills, California who told me shewas preparing to tell her staff that they should not expect any salary increase this
year, that she would not hire the extra aides she routinely hires, and that they
would not be purchasing any new materials for the children. Her insurance bill, like
one of the programs described earlier, jumped from $8,000 to $25,000 for a programenrolling 150 children.

Over the last several weeks, our NAEYC staff have been training providers in
Texas, Florida, and Northern and Southern California to assess child care quality in
conjunction with our newly-launched Center Accreditation Project. This project is
an entirely voluntary effort, originating from within the child care field, to promote
the expansion of high quality child care in this country.

The field has been extremely excited about this opportunity to "prove its worth",but our trainers are now hearing from child care directors in each of the threestates that they cannot afford to participate in the Accreditation Project becausethey need the money for insurance, yet they are afraid that without the stamp of
approval provided by the Accreditation they won't be able to find insurance.

Even providers who have not yet experienced insurance rate increases or cancella-
tions are postponing improvements and pinching corners so they have funds in re-
serve when their time comes to pay higher premiums.

Fifth, the insurance industry is establishing conditions and standards for insur-ability that are far in excess of any standard that child care providers must present-ly meet.
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By establishing standards of quality that far exceeds anything that has been re-
quired before, and thus far exceeds current practice by most child care programs,
the insurance industry is effectively writing off child care programs.

In our own insurance plan, programs are individually assessed using a set of
standards we established to promote qualitative improvements in the child care
field. They are high quality, model standards that were never intended to serve as a
benchmark against which to judge all child care centers, but rather as a set of goals
for programs to achieve following a lengthy self-evaluation. Since this liability
policy first became available last month, we do not know how many programs that
apply for coverage will be denied as a result of these stringent conditions. Nor do we
know how the rates will compare to our previous rates.

learned from one of the few remaining insurance companies that is still writing
policies for family day care providers that they are requiring ratios of 1:3 for infants
and 1:6 for preschoolers, and raising rates if the home has a pet or a swimming
pool, if the children are taken on field trips, or if they offer gymnastics or dance
lessons.

There is a real sad irony in this situation, because the child care providers who
are calling us now about insurance are the same providers who have worked with
NAEYC and other organizations to establish standards, incentives, and funds to sup-
port a higher quality of child care in this country. Now they are paying the price of
the, lack of federal standards and the extremely minimal standards that exist in
many states.

The link between standards and insurability also catches child care providers in
an impossible double-bind. Do they forego program improvementsthe extra staff
person, the in-service trainingto pay for insurance or do they pay for the improve-
ments and hope that their insurance rates are not tripled? N ary few programs can
afford both.

A provider in California explained to me that parent fees would need to be raised
5% to cover her tripled insurance costs, but a 40% fee increase would be required to
cover the costs cf the program improvements recommended by her insurance com-
pany to assure that her coverage will be continued in the future.

CONCLUSION

I am very worried about the future of child care in the wake of this crisis. Child
care has historically been viewed by our society as a necessary evil. The field has
withstood the severe cutting of federal funds at the beginning of this decade, the
recent assault arising from headlines about child abuse, and the on-going lack of
rewards or respect for child care providers. All of these problems have failed to
impede the field's commitment to assuring that families who need child care receive
it.

But this insurance crisis is different: No matter how hard or how long a provider
has worked to create a high quality program, in just 60 days they can find them-
selves facing the responsibility of caring for children without insurance. It is the
unpredictability and the complete disregard for an individual provider's efforts to
run a good child care program that makes this different from previous crises.

And, we are seeing signs that committed providers and directors of quality pro-
grams are simply giving up. Ironically, it is some of our most conscientious provid-
ers who are feeling the pressures most acutely, because they are unwilling or
unable to pass the increased insurance costs onto the families they serve, and they
are unwilling to run a program whose quality of care has been seriously eroded or
to operate without insurance.

The real victims, however, are the children. Whatever extra resources can be
found in the child care market will now go to insurance companies rather than to
higher staff -child ratios, better trained staff, or retention of staff who are being
drawn away from child care by more lucrative jobsthe true means of insuring the
safe and healthy development of children in child care.

I cannot adequately stress the importance of working with the insurance industry,
a id with your colleagues in Congress to ensure that the immediate insurance crisis
is alleviated and that its inevitable return in a few years is prevented. The National
Association for the Education of Young Children will, of course, offer any assistance,
information, and support as you develop an effective method for addressing this
crisis.

Mr. COATS. Thank you. Well you all paint a pretty dismal pic-
ture, here, of the insurability or, at least, the willingness of insur-
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ance companies to provide insurance. It is a disturbing trend. The
question that comes to my mind, and I am sure everybody's mind,
is: Why suddenly are insurance companies either completely pull-
ing out of the field, or raising their premiums and standards so
high that it makes it almost impossible for day care centers to
comply with the cost or the terms?

I am wonderingand I just open this question to anybody on the
panelI am just wonderingsurely when you received your notice
you called the insurance company or called your agent to ask the
same question: What has happened? Why? What is the explana-
tion?

.

I am interested in what you heard back from the insurance
people as you did your investigations, as you searched out new in-
suranceprimarily, when you made that initial callwhen I get a
$5 increase in my auto premium, I call up my agent and say, "I
have not had an accident, I have not had a ticket. What are you
talking about? Why are my rates going up."

I can imagine what your reaction was when you received a 200
percent, 300 percent increase, or worse, a cancellation notice. You
had to call and say, "Why? What is the answer?"

Ms. Scum First of all, I have not yet gotten around to writing to
the one that canceled me because I know Alyce is right on top of
that in talking to the people and I am in touch with Alyce. I am
going to wait a little bit and see. There was a little bit of a fright-
ening notice that I had to ask within 90 days in writing or I may
not even get an answer so I will do that.

Second, I did call yesterday andbefore I had an opportunity to
write the reportmy homeowners insurance company, which is
USEA, one of the things that was repeated to me reminded me of
why I had not really paid much attention to homeowners in the
first place. They only insure me for up to three children. That
leaves out Erin who is in the picture, who has been with me since
she was two.

The reason for that, they made very very clear to me in a kind of
appeal, that their State insurance manuals prohibit them from in-
suring professional services ane. commercial operations. They are
allowed to insure my operation anly if it is incidental tc owning my
home.

As soon as I start talking professional then there is another, for
me very frightening implication, I may be fortunate in having only
homeowners because I am not a professional to an insurance agent.

Therefore, I do not have the exemptior for failure to provide pro-
fessional service. So I can sit back and say, "Gee, that is terriffic."
However, that is up to a judge to decide, what is professional and
what is not professional. I have no way to know what I am insured
for and what I am not, being a family day care provider. A certi-
fied teacher at least gets an answer to that. I will let someone else
go on from here.

Ms. GELLERT. I have talked with several insurance ag nts and
several insurance companies, all of whom have cancelled providers
in various States across the country and the answer I always get
seems to come back to one thing.
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Either they claim they have realized very large claims or their
fear is that they are going to have real large claims and they are
going to cancel everybody before they have them.

Mr. COATS. Why do they have these fears? What are the claims
arising from?

Ms. GELLERT. No one seems to want to share that information.
That seems to be a factor that when you come down to asking the
question of: Well where are these documented claims? Nobody
wants to part with the information to tell you where they a,e docu-
mented.

Mr. COATS. Well, do you think there is a conspiracy underway
among insurance companies? Are they getting together art; saying,
"Look, we do not like day care so we are going to cancel out all the
policies?"

Chairman MILLER. Do you want to ask this audience that"
Ms. GELLERT. My personal opinion, I would say yes to your ques-

tion.
Ms. WEAVER. If I can inject alsowhat we were told is that day

care centers are high-risk businesses. Therefore, they are not insur-
ing any high-risk business.

The first time we approached the companies about why we were
being canceled, they told us that it W23 underwriter's reasons and
they did not have to give us an answer.

Of course, our next stop was with the Maryland Insurance Com-
missioner to say: "Why are we being canceled?" and he informed
us that the insurance companies do not have to give us a reason as
to why we are being canceled. The thing he kept emphasizing was:
"Because of all the media hype about child abuse going on in day
care centers," we are classified as high risk.

Mr. Cox's. Well, that's what I'm trying to get to. That is, is it
based on experience? Are they giving you answers like: "Look, this
is our experience: we are losing $2 for every dollar of premium?"
Generally, that is the way insurance rates are basedactuarial ex-
perience. Or is it, "We are concerned about what might happen
given all these stories from the media and so forth, about sexual
and child abuse, poor standards, health problems, and so forth. It is
just a risk that we find unacceptable." Are they getting in to that
much detail and depth with you?

Ms. WEAVER. OK, based on the national statistics, they will not
release that information. Insurance companies will not release that
information in terms of how many claims they have had against
them.

It has been like pulling tooth and nails, trying to get that infor-
mation from them. Perhaps maybe you can help.

Mr. COATS. We have a couple of statistics here, and I just want
your reaction to them. For instance, St. Paul Fire and Marine In-
surance Co. gave us some statistics. They said in 1982 they took in
$667,000 in premiums and paid out $289,000. So they did all right
there.

In 1983, they took in $649,000 in premiums but paid out
$3,000,000 in claims. In 1984 they took in $308,000 and paid out
nearly $5 million in claims. So based on that, St. Paul is saying:
"Look, we have not increased our premium total amount cc 3
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in; but, our claim experience is just going out of sight and that is
why we have to cancel ."

Mr. GEJDENSON. Will the gentleman yield?
Mr. COATS. Yes.
Mr. GEJDENSON. Did they indicate what those claims were the

result of normal accidents that increased, or are we talking sexual
abuse problems?

Mr. COATS. I do not have the answer to that. I think that is one
thing this committee should try to find out.

Mr. GEJDENSON. Hopefully the insurance industry will come in
because I think it certainly is frightening. In our State, the Head
Start Program suddenly found itself without insurance. There are
a number of other providers that are terribly nervous about their
situation. One of the things we need to address is what is happen-
ing. It seems that those are certainly astounding changes and it
would be interesting to find out whether it is as a result of litiga-
tion or other actions that led to those losses.

Mr. COATS. I agree with the gentleman. I am wonderinglet me
ask you in your own practical experiencehave your claims gone
up? Have your insurance companies come back to you and said,
"Look, your association, your group, has paid this much in premi-
ums but these are the claims we have paid," or, "This is the kind
of litigation we are facing." When I call my insurance agent about
my car insurance or house insurance, he always says, "Hey there
are just so many accidents here in northern Virginia. We have to
keep raising these premiums. We have double the amount ofcars,
the claims are going up, the lawsuits are going up. I am sorry. I
know you have not had any accidents, but insurance spreads the
risk and you are going to have to pay for all the excess stuff that
has been happening." Are they telling you that kind of thing? Are
they getting back to you? Are you getting any answers back?

Ms. WEAVER. OK. We have not had one claim against us in the 4
years we have been operating child care centers. You can see that
with not one claim against us, what has happened in 1985 as op-
posed to 1986.

Mr. COATS. Now that is the YW in the Baltimore area?
Ms. WEAVER. That is right.
Mr. COATS. You have not had one claim?
Ms. WEAVER. Not one claim.
Mr. COATS. What about YW nationwide, do you have any idea?
Ms. WEAVER. I am not sure what has happened nationwide but

certainly as to Greater Baltimore in Baltimore, MD, the YW in
Baltimore City, we have not had any problems.

We have child care centers throughout the entire State of Mary-
land.

Mr. COATS. Do you think they are trying to tell you that they are
worried about what might happen rather than what has happened?

Ms. WEAVER. We are assuming just that.
Ms. GELLERT. I have been involved with the Pennsylvania Family

Day Care Providers Association since its inception and we did spon-
sor the liability insurance program for Pennsylvania providers and
to my knowledge we have never been given any kind of feedback as
to how many providers in Pennsylvania filed claims, to have any
idea what percentage of claims against the premiums are being

c
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processed but personally, in terms of providers that I come in con-
tact with on a daily basis, which probably number somewhere
around 100 to 200 off and on, I do not know of any of them who
have ever filed a claim against their liability insurance policy. Yet
the rates keep going up, up, up.

Mr. COATS. But somebody has to be filing claims. The amount of
claims paid in just one company is dramatically increased.

Ms. PHILLIPS. I think it is very important to ask that company if
those claims are coming from child care programs They lump a lot
of different kinds of their insurance together when they report
those numbers. It is very difficult to get to the bottom of some of
those numbers. We have tried to do it and we face the same prob-
lems with lack of information.

NAEYC's policy was canceled. The company had experienced no
losses whatsoever at the time they canceled it. Second, there was a
survey conducted in your own State of Indiana by the Indiana Day
Care Association. The conclusion from that study, which found that
one-quarter of the programs, center-be ,ed and family day care, had
had their liability insurance cancele ., a third had had their rates
increased anywhere between 10 and 400 percent, the conclusion
was that there was no relationship whatsoever between programs
that had experienced claims and those that had nct.

And in fact, there seemed to be an inverse relationship so that
programs that had had claims, and they are talking very small
$200 minor accident minor accident claims in this casewere able
to retain their insurance and those that had not had any claims
were having their policies canceled.

That is one of the worst things that is going here. It isthere is
no relationship. You cannot predict what is going to happen to
your own program, based on your own quality, and your own
claims' history.

Chairman MILLER. Does the gentleman yield?
Mr. COATS. Yes.
Chairman MILLER. I think it is becoming clearer that the insur-

ance industry should come to the committee and explain exactly
what is going on. In our discussions over the past month with the
insurance industry, it appears that the panic within the industry
that has caused these cancellations or 60-day notices has been gen-
erated by media reports of child abuse and sexual molestation. Yet,
we have yet to have a company suggest to us that there has been a
single such claim.

In fact, many of these policies exclude claims for abuse. St. Paul
has told us that they do not have any such claims. They have what
appears to be a pending claim somewhere in the Western United
States that may have some anticipated losses.

Now, I do not know whether your $3 million figure or mine is
accurate. It is clear that the industry is saying different things to
different folks. Worse they are not saying anything to their clients
to try to assure them of the reasons for the cancellation.

We were told the same thing when we began: "Well, this is an
industry determination. This is a company decision." That is not
terribly helpful to people who must then turn and explain it to the
parents who need child care for their children.
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I know that the minority staff has been as frustrated as the ma-
jority staff has been in trying to get an answer to the core ques-
tion: Why this treatment by the industry? We get, "We do not
know." It is a little hard to design a proper response, whether at
the State or Federal level, or within the industry. It has been frus-
trating.

At this point, I'd have to say we have not had any substantiation
of economic losses related to the child care claims.

The issue of whether premiums have been too low and have not
been increased over a period of years is open to question. But the
risk of losses from child care claims leading to wholesale cancella-
tions within this industry, so far has not been substantiated. I am
told by Mr. Gejdenson that the industry will soon be prepared to
testify. I hope with Mrs. Johnson's help and Mr. Gejdenson's help,
we can get that gigantic industry from Connecticut to come in and
to shed some light on this. I am sorry for taking the gentleman's
time. I will extend him additional time.

Ms. CHESSNOE. Mr. Chairman, may I addressfirst of all, to Mr.
Coats. One reason why we have not called up the particular insur-
ance company at this point is that when one gets such a nonper-
sonal piece of paper as this that is run out of a computer, one after
another, the reason being simply, "program being discontinued,"
we feel like this is closing the door"do not call us and we are not
going to call you."

Mr. COATS. You know they insure millions and millions of people;
and, they, like all the rest of us, have to operate on a computerized
basis. I wish life were not like that. I get those notices at home, but
we all have agents that we deal with

Ms. CHESSNOE. Yes but we have also tried to call
Mr. COATS. Do you have an agent that you deal with?
Ms. CHESSNOE. Right and the particular one has tried to be en-

couraging to us that they, in essence, are dealing with three or four
other companies. However, unless we pay a premium and unless
we have a policy in our hands, we are not insured.

And all the hope and expectations are not good enough. They can
say, "we are trying," but we have to say, "unless we actually have
the policy in our bands, we are not insured." And right now we are
not insured.

Mr. COATS. I understand that, but I do not understand why you
would not pursue it on a person-to-person basis.

[Voice from the audience, inaudible.]
Ms. CHESSNOE. The last thing I wanted to make is my
Chairman MILLER. A lot of people in the audience want to testify.

Obviously we cannot accommodate everyone. We are fully prepared
to leave the record open so that people who want to comment on
what they have heard this morning, or suggest questions for future
hearings, will get an opportunity. I would hope the audience and
others concerned with this issue would understand that. Go ahead.

Ms. CHESSNOE. Thank you. To continue, as the president of our
organization here in northern Virginia, I can also say to you, I do
not know of one case, of all our members, who have requested any
type of payment. Never has there been an issue addressing liabil-
ity.

I am at a loss and we are saying, "why us?"

:38

3



34

Mr. COATS. I certainly do not mean to question whether or not
you have done the right thing in terms of following up the insur-
ance company. I guess we are all frustrated and trying to get an-
swers as to what the problem is. I think perhaps the answer to thatis not to ask you but to have the insurance companies come before
us, testify before us and tell us what is the problem. Why are the
rates going up? Why are you canceling the insurance? It occur:. to
me that Mr. Gejdenson and Ms. Johnson are better positioned to
ask those questions than I am.

Mr. GEIDENSON. Not all insurance companies in Connecticut. We
will certainly talk to the ones in Connecticut.

Mr. COATS. I thought they were all in Connecticut.
Mr. GEJDENSON. We would like them all to be in Connecticut, but

we do not have quite all of them.
Mr. COATS. And it occurs to me, Mr. Chairman, that we are just

in the opening round here. We have more work to do in this
regard. Hopefully, we can schedule, as soon as possible, a hearing
where we can get that information; and I want to yield back to

Chairman MILLER. Dr. Rowland?
Dr. ROWLAND. Thank you Mr. Chairman. I do not have any ques-

tions here but I will have some questions for the next panel.
Chairman MILLER. Thank you.
Ms. GELLERT. Mr. Chairman I would like to answer Mr. Coats'

question from before when he said, "Have you contacted youragent?"
I have been called by numerous providers across the country

over the last 2 monthsto the point where my daughter hates to
answer the telephone, she says she wants to charge me secretarial
feesbecause they all say they tried to call the insurance agent
and the number is always busy. It is either that BMF is getting an
awful lot of phone calls or they have taken their phones off the
hook. I am not sure which but I have had numerous complaints
from providers saying, "We cannot get a hold of the insurance
agent to ask the question, why are we being canceled."

Mr. COATS. What is BMF?
Ms. GELLERT. BMF Marketing is the agent that sponsors Mission

Insurance Co. for family day care providers.
Ms. So Lox. Mission sent us an important notice answering the

question which is why I did not uother calling them. The important
notice starts, first sentence, "adverse publicity in the care industry
has been scaring insurance companies throughout the country."

Now if that is their notice to me, I figure they are the ones that
are looking for insurance for us. They are the ones that have
talked to all the insurance companies so that must be the answer
and what am I going to do with a lowly provider in Falls Church,
VA, and why bother to call?

Chairman MILLER. Mrs. Johnson?
Mrs. JOHNSON. I would just like to say that I have asked the in-

surance companies on behalf of some of my providers exactly thatquestion, and their answer to me is, "we simply are not in that
market anymore." They are not in that market anymore because of
the problems in pollution liability and malpractice and a number
of other areas. All they needed to pull out of the market was a few
national articles on sexual abuse. We are up against a wall. I hope
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that through this series of hearings we can get them to come
before us and document how many cases they have ever had to
pay. I hope we can separate this issue from the other greater liabil-
ity issues.

I would say to my colleagues that if we fail to deal with some of
the liability issues in the Superfund reauthorization bill, we will
never be able to protect people like you from what that industry is
suffering a result of broad exposure by laws passed by this body.
It is part of a larger very difficult problem which we have got to
deal with in other arenas, or we will never be able to deal with it
in this arena.

I would remind you that this issue is not unrelated to what we
are doing in Superfund. We must deal with liability exposure in all
areas. Municipalities in my district are suffering rate increases of
300 percent in their municipal liability.

When communities are faced with that in the public arena, the
least of these insurance companies' concerns is the day care provid-
ers, unfortunately. We are going to have to do something about
that because it is necessary that you have liability insurance or
you will not be able to provide child care services. You have been
caught up exactly in the wave of concerns and the litigious envi-
ronment that legislation has, frankly, encouraged in America. This
is the end result of, in my estimation, insufficiently, precisely-craft-
ed legislation at a number of levels of Government the past couple
of decades.

Now is the time of reckoning, and you are a part of it. I hope
that we are able to help you, as well as municipalities, with insur-ance.

Chairman MILLER. Congressman Monson?
Mr. MONSON. No.
Chairman MILLER. Congressman Wheat.
Mr. WHEAT. No.
Chairman MILLER. In my meetings with representatives of the in-

surance industry, it was suggested that insurance would be provid-
ed, or is being provided to Child Care Programs that are sort of anadjunct to a larger facilitythose that are sponsored by churches,
those that are sponsored by the YWCA and YMCA.

Your testimony, however, Ms. Weaver, suggests that you are not
immune from what is being experienced by family day care provid-
ers or from center based providers that are not associated with alarger institution

Ms. WEAVER. You are correct.
Chairman MILLER. Your attachment shows that day care at the

"Y" receives the same kind of treatment. You clearly have a larger
pool of resources to draw from to pay that premium because you
have a variety of sources of income.

Nevertheless, they went through your insurance policy much inthe same fashion.
Ms. WEAVER. Exactly. We do have a wider resource to draw from

but you have to remember the clientele we serve who cannot affordto pay-
Chairman MILLER. We have looked upon the "Y" as a major re-

source in terms of providing after-school care. They have come into
the communities that I represent and offered to setup after school
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programs for what we have termed "latch-key children." Have you
heard of what impact this is having on those programs?

Ms. WEAVER. What we are looking at is either of two things. We
either are going to have to close our doors to some of those centers,
and by the way we do have five after school programs as well as 11
day care centers. Some of our day centers, in conjunction with day
care, we also have after school programs.

We are going to perhaps have to just close down some of our pro-
grams.

Chairman MILLER. Deborah, do you know if that is true in
Ms. PHILLIPS. I have not talked specifically to school age pro-

grams. I have talked to programs that bring in some school age
children along with other age children.

But with respect to your earlier comment, within the Head Start
community, we are hearing that the Head Start Programs that
have been encompassed within CAP agencies have not been hit as
hard yet as the independent Head Start Programs.

However, we are hearing that now the insurance companies are
going back to the CAP agencies and asking if they include a Head
Start Program or a Day Care Program under their auspices and
are probably going to come back in September and look specifically
at that portion of their services.

So I think what you suspect will happen is exactly true. It is con-
firmed by what we are hearing.

Chairman MILLER. Thank you for your testimony. Hopefully
while this hearing is only a beginning, it will rapidly lead to some
positive conclusions. The picture that you paint and that hez 'veva
painted elsewhere is that we seem to abide by the withdrawal of
coverage, for whatever the reasons. Even if we should find out that
the reasons are rational and justified, however it is clear from the
testimony of this panel that the failure to have coverage puts pro-
viders in an unacceptable position.

Sometimes people make a decision, as many drivers do, that they
will go uninsured. They decide they will expose themselves and the
public at large. But I think that as Ms. Salon pointed out, that is
unacceptable to you and to the people that would leave their chil-
dren with you.

What appears to be happening here is that we basically are with-
drawing one of the underpinnings of the social service network in
this country. As Congressman Fiorio pointed out, with regard to
midwives, as Congressman Gejdenson pointed out, with regard to
Head Start, foster care, the YWCA, after school programs, infant
programs, support is being withdrawn. Yet we have spent a year
on this subject and with the support of every member of this com-
mittee have documented that child care is an absolute necessity for
many working families, and yet we see that those people who have
come forward in our society to provide the service are simply
having the pins cut out from underneath them.

That clearly is unacceptable. I do not say that in an accusatory
fashion. But it is obviously a situation that distresses those of us in
public policy. The option, if that would happen, would be to revert
to a federally run system of child care, I do not know how else to
handle the situation, because the children are not going to go away
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is

if providers close their doors. The parents are not going to be re-
lieved of the need for child care.

Ms. WEA.VER. Mr. Miller you also need to know that in order for
these programs to operate, you must have a license. In order to
have a license you must have some form of liability insurance.

Chairman MILLER. I understand that. And, if you are running
programs that participate with a Federal componentwhere there
is a child care feeding program or title XX moneys, you are in vio-
lation of the law without a license. Congressman Gejdenson?

Mr. GEJDENSON. Thank you Mr. Chairman. Let me just, in de-
fense of my State, say that it has not yet been proven that the cul-
prits are Connecticut-based. I think in the testimony that you
heard that most of the people who have had their problems have
had them with companies not based in Connecticut. It is my under-
standing that Aetna is still in the business. It to some degree re-
minds me of a story when I was in the judiciary committee in the
State house. We were looking at product liability legislation and a
representative of industry came before the committee and told us
of a horrid story where a judge had awarded a multimillion dollar
settlement to a gentleman who had used his lawnmower to trim
his hedges. He said these two neighbors bought a lawnmower and
each one grabbed hold of a wheel and they walked along the hedge,
triming the hedge. The lawnmower slipped and cut off one guy's
arms. They went to court under product liability and won millions
of dollars. We were all astounded at the terrible judge who had
given such an outrageous award for what was clearly a ludicrous
use of a lawnmower.

Almost as an after thought at that hearing, I asked the witness
to get us some information on that case. He came up with a trade
journal that had the story and I said, "no, I wanted to see the
actual court case or a report in the newspaper with the court case
in it."

All of a sudden, that story disappeared and I certainly hope that
we are not dealing with just the headlines in some papers about
what is clearly a problem that we are all concerned about causing
industries to drop your services.

Let me get a sense of what has happened in the last 10 or 12
years. If you can remember, how much have your rates gone up? If
you cannot give it to us today, maybe you can give it to us in writ-
ing afterward. What has happenedmaybe what has happened
here is the industry was asleep at the switch, doubtful but maybe
they have been charging you too little and now all of a sudden with
some problems out there, they are trying to make up for lost time.

Ms. CHESSNOE. I can address this fromnot as far back as you
say. Our organization, Northern Virginia Family Day Care Associa-
tion, was founded in 1976. For approximately 2 years, there was
much negotiation from our organization, with the insurance com-
pany.

At that time, insurance was literally unavailable and basically,
IPA, the company before BMF, was the forerunner in offering this.

At that particular time I believe our first coverage was maybe
$65 and we are talking about 1978.

Mr. GEJDENSON. For liability?
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Ms. CHESSNOE. Liability, yes. Also, attached to liability has
always been an accident policy.

Mr. GEJDENSON. Stitches and what have you?
Ms. CHESSNOE. Right, and those two have gone together at the

minimum coverage which was offered. From that time we have had
very very few raises as you can see and as I told you in my testimo-
ny, December 31, 1984 we could still get insurance at $82 per year.

From that point you see, it went up to $165 before it was can-
celled, in a 6-month period.

Mr. GEJDENSON. It went from, basically, between $60 and $80
over a how long a period of time? Five years?

Ms. WEAVER. From 1978 to 1984.
Mr. GEJDENSON. All right so 6 years they were in that range?
Ms. WEAVER. That is correct.
Mr. GEJDENSON. And then they got out of the market after dou-

bling the premium.
Ms. GELLERT. I would like to answer this also. We have estab-

lished oversince about 1978, that would be the appropriate
timefor a number of years the rates for family day care the in-
surance averaged somewhere between $85 and $120 per year for up
until, I guess last year, and at the same time a rider on the home-
owner, usually, which was restricted to three children, averaged
$50 to $60 per year, OK?

A business rider, which is different from a child care rider on an
insurance, was averaging $400 to 500 per year.

Mr. GEJDENSON. So if you had a small company and provided day
care services, that is your company?

Ms. GELLERT. Right, and now the same services are averaging
$800 per year. Or, not available.

Mr. GEJDENSON. Let me ask you one last question. You represent
what, two or three States here?

MS. WEAVER. Yes.
Mr. GEJDENSON. Do you any of you know of major settlements

dealing with child abuse, sexual abuse in any of your States? Any
settlements at all, any cases?
MS. WEAVER. No.
Mr. GEJDENSON. Thank you.
Chairman MILLER. Congresswoman Johnson?
Mrs. JOHNSON. Yes, let me just say that I think companies are

pulling out because they are afraid of what the liability might
become. The reason companies are pulling out completely of pro-
viding insurance for example to small towns and municipalities to
cover their solid waste disposal sites is because those companies no
longer know what they are going to be liable for. In a court case
last year former clauses that limited their liability for things that
they did not want to take responsibility for were invalidated.

Because of this court ruling, former, limiting clauses will not be
recognized in terms of future liabilities. The insurance companies
are finding themselves liable for incidents that they did not collect
premiums to cover.

I would ask all of you to draw up, for me, what you need as basic
coverage.

In other words, do you need coverage for a child who falls and
breaks its arm, if they pull over a pan on the stove and get hurt,
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and so on. What would be the possibility of having insurance that
would exclude a certain kind of problem like sexual abuse? I do not
know whether we want to entertain that possibility or not, but I
think we should begin to look at what the ordinary coverage is that
is critical to your operation.

Can we circumscribe that liability so that parents who leave
their children with you know that they will have liability up to x
amount of dollars, and above that, their own personal insurance
should cover the accidentthe exposure of that child in whatever
setting.

This is common in school situations. Often we do not pick up the
school insurance offered throughout the public school system be-
cause our own insurance is superior.

What we need to look at, to some extent, is the nitty-gritty reali--
ty of the interface of individual insurance that many families have
through their employer and the exposure of their child in your day
care setting and exactly what you need for licensure.

If you could begin to work with me on those details, I can begin
to work with you and the insurance companies. I see where we can
find that product that we absolutely must have on the market at a
reasonable and affordable price.

I honestly do believe that clarifying the risk that the company is
taking is absolutely essential to not only an affordable price, but
even to getting the product back on the market. It is a very similar
problem to that we are having with the municipalities with mal-
practice, and with product liability. We are approaching the same
kind of crisis in all of those arenas.

Let us just try this approach. It will our thinking and perhaps
provide some information that we do not have now. Please get back
to me as to those details.

Chairman MILLER. Mr. Smith?
Mr. SMITH. Thank you, Mr. Chairman. I apologize for having to

leave the room for a few minutes. I am not sure if thy.; question
was asked; but, what, in your opinion, is the answerwhat has to
be done? Do we have to simply find a financial way, a combination
of all of this from the Congress to the insurance companies, that it
pays to pay these high, exhorbitant costs? Do we have to set some
parameters on legal suits? What is the answer in your opinion;
what do we have to do?

We obviously have to be protectedyou have to be praectecl,
that is for sure, if you are going to operate. What is the answer?
What do you suggest that we should do?

Ms. SocoN. Well it does not help to ask you to pay for something
that they will not offer us.

Mr. SMITH. Well, I do not think that is true, but they are not of-
fering it because they feel they cannot afford to offer it, I suppose.
But still, what is the answer? You have to have insurance. What
are you asking us to do?

Ms. PHILLIPS. I think that what you are doing right now is ex-
tremely important, which is to try to get to the bottom of the prob-
lem, to try to understand the real impact for child care providers
and children and families. You and Representative Gejdenson have
commissioned the GAO report, I would like to see that speeded
along as quickly as possible.
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I would like to see reports from that made public as soon as they
emerge rather than wait for the final GAO report to be issued.

I would also ask you to come back and talk to us again in Sep-
tember when you reconvene because we are hearing that this crisis
is going to get much worse in August and September, before it gets
better. So to get an accurate estimate of the magnitude of the prob-
lem, I think we are going to have to come back and inform you in a
couple of months. And I would like to have the opportunity to do
that.

Mr. Siam Sure.
Ms. WEAVER. Could I answer that question also. What we would

like to see so far as the YWCA, as well as the day care directors
organization that I represent today, is some type of cap. What we
are afraid of is if our insurance increases this drastic this year,
what is going to happen in 1987, what is going to happen in 1988,
what is going to happen in 1989?

Whs t we foresee is ourselves completely out of business if there
is not some type of cap on the insurance rates.

Mr. 3mrrii. To the best ofyour knowledge, is the same thing hap-
pening with other groups who are also in some way minding chil-
dren, for example, camps, school districts

Ms. WEAVER. it is my understanding that the same thing is hap-
pening nationwide, anywhere where you have people involved with
the livelihood of children. It is just not a local problem. It is a na-tional problem.

Most people are justagencies and centersare just biting the
bullet and finding monies from somewhere, cutting back on otherthings to pay for the insurance prices because they need insurance
and they are just not complaining about it. Some of them are.

Mr. Small. You feel that the carriers are getting to the point
where they may not provide liability insurance for school districts,
boys and girls camps?

Ms. WEAVER. Sure. In Baltimore, MD, I know that is the case be-
cause the mayor of Baltimore is currently meeting with all the in-
surance executives around the whole State of Maryland as to why
their insurance rates have increased also.

So this is just not a centerday care centerproblem, it is a
problem nationwide, wherever children are involved.

Mr. Sham. Thank you.
Chairman MILLER. Thank you very much for your help. We

expect to be in continued touch with you.
The second panel the committee will hear from is made up ofMr. Jim Chastain, who is a professor of insurance at Howard Uni-

versity and director for Center Insurance Education, Washington,
DC; Joseph Silverman, who is the executive vice president of BMF
Marketing Insurance Services from Sherman Oaks, CA; and Geor-
gia D. Yocum, who is the chief executive officer of Loma Rica In-
surance Agency in Grass Valley, CA.

Your written testimony will be made a part of the permanent
record in its entirety and to the extent that you can summarize, wewill appreciate it.

We will hear first from Mr. Chastain.
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STATEMENT OF JAMES CHASTAIN, PROFESSOR OF INSURANCE,
HOWARD UNIVERSITY, DIRECTOR, CENTER FOR INSURANCE
EDUCATION, WASHINGTON, DC

Mr. CHASTAIN. My name is James Chastain; but, after hearing
the testimony I have heard for the last hour, I think it might
better be changed to Daniel.

I am employed as a professor of insurance and director of the
Center for Insurance Education: at Howard University.

I have been an insurance educator for 33 years. I served as dean
of the American Institute for Property and Liability Underwriters.
For 6 years, I served as the educational consultant to the Confer-
ence of Insurance Legislators, and recently I served as chairman of
the Steering Committee for implementation of the Districes no-
fault automobile insurance law.

My comments today are entirely personal, made at the request of
the committee staff. It is my understanding, reinforced this morn-
ing, that a problem exists regarding the availability and affordabil-
ity of liability insurance covering child care facilities.

Similar problems have occurred at other times with respect to
flood insurance, fire and theft insurance in the inner city, automo-
bile insurance for high risk drivers, medical malpractice insurance,
products liability insurance, life insurance for military personnel,
municipal liability insurance, and surety bonds for minority con-
tractors, to name a few.

These problems have been resolved in various ways over the
years. Sometimes with, and sometimes without, government action.
Some of the factors probably relate to the current problem of child
care insurance are as follows:

Nobody in the insurance industry has told me that these are the
reasons for the problem; but, as an observer, it seems to me that
they are probably important.

First of all, with regard to the current insurance climate, there
are more than 3,400 companies who write some kind of property
and liability insurance. The vast majority of insurance is written by
about 900 companies which belong to about 100 groups of compa-
nies.

These 100 groups compete fiercely for market share. There is a
common misconception, I think, that all insurance companies work
together, but it is my impression that there are various factions in
the insurance business that would like nothing better than de
other factions in.

The companies use a variety of marketing systems and financial
structures. They compete not only against themselves, but against
off-shore companies and against various self-insurance and risk re-
tention plans that various companies have.

The lack of concentration of the insurance market, such as exists
in many other manufacturing-type of operations, among a few in-
surers is probably responsible for the radical swings and insurance
price and availability known as the underwriting cycle.

At the top of the underwriting cycle, prices are high, underwrit-
ing is moderately tough producing good profit to companies.

The last top of the underwriting cycle occurred in 1977 and 1978.
This encourages new capital into the insurance business. It encour-
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ages looser underwriting because companies want to get the premi-ums and it encourages reduced rates.
Profits decline. This part of the cycle then produces rate warsand so-called cash-flow underwriting, the name given to loose un-derwriting practices.
Underwriting losses develop but may persist for several yearswhen offset by investment gains. This part of the most recent un-derwriting cycle lasted from 1978 to 1983. It was lengthened by

high interest rates during that period of time and a rapidly risingstock market.
During this period agents told many horror stories to them of ac-

counts that had been paying $80,000 last year, being quoted by theagent this year at $60,000 and lost to a competitor for $40,000.The turning point in this underwriting cycle occurs only when
company executives become alarmed by financial failure of someother company or when there is unrest among the stockholders orother owners of the companies or when the reinsurance market re-flects this by being tightened.

All of these things occured by late 1983. In 1984 companies beganto raise prices radically and to restrict underwriting, not becausethey were following a price leader but because they were threat-ened with extinction.
This trend is likely to continue for another 2 or 3 years. The dou-bling of prices for some insurance this year is returning to theprices of the 1977-78 level.
The increased prices and restrictive underwriting are not uniqueto child care facilities. They exist for virtually all personal and

commercial lines of insurance.
Just last week, for example, the leading writer of substandard

automobile insurance in the District of Columbia announced plansto cease all writing here.
Some agents have told me that companies are declining all newbusiness from them at present. The table included in my statementshows the extent of industry losses in the line marked net under-writing gain or loss.
You will note that in 1981 this figure was $6 billion, in 1982 $l0billion and in 1983 $13 billion. The loss was greater than that in1984.
As premiums rise today, it will probably take another year ortwo for these premium rises to show up in these figures because

there is a lag.
The second factor involving the insurance market today has todo with bad liability insurance experience. Child care liability in-

surance is included in general liability statistics.
There are some statistical material which shows that general li-ability insurance has been worse, substantially, than the average ofall property and liability insurance over the past 3 years.
In attempting to regain a profitable position, it is not surprising

that companies are focusing attention on all general liability lines.
The third factor, which is important in this issue, I believe, isgenerally called the long tail. When liability insurance is written

on an occurrence basis, for example, for losses that occur during1985, the insurer may be responsible for a loss litigated many yearsafter the policy date.
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Some types of liability insurance have longer tails than others so
that this litigation can occur much later. Malpracticemedical
malpractice insurance has a long tail. Products liability insurance,
especially asbestos cases that may date all the way back to 1940,
has a long tail. Insurers are aware of the special long tail problem
involved in losses involving young children.

For example, losses from a physical abuse may go undetected for
years, or the child may sue years after receiving the child care
upon becoming an adult.

Years of bad experience in medical malpractice and products li-
ability insurance have made underwritings wary of any type of in-
surance with a long tail.

The fourth factor that I see as important is the nature of the
child care exposure. My impression is that the child care business
has grown rapidly and haphazardly in the last 20 years.

Facilities range from large franchised operations to home base-
ments converted for the care of two or three children.

The quality of staff may vary radically from facility to facility,
and from time to time. State standards also vary widely.

In such a situation underwriters may need some time to learn to
sort out good from bad risks, and they may be going through that
period now.

I would classify, on the basis of these four factors that I have
been talking about, the present child care insurance market situa-
tion is more of a problem than a crisis.

The phase of the underwriting cycle likely to emerge in the next
2 or 3 years, following the present phase, will improve the situation
greatly when companies can get the rates up to the point where
they begin scrambling for business again.

However, it is still true that we are all dead in the long run. An
improvement likely to occur in 2 or 3 years does not satisfy the
child care business owner with an immediate problem of availabil-
ity or affordability for liability insurance.

Because of the complexity of the child care business, I do not be-
lieve there is a quick fix to the problem. However, I believe that
some actions could help to reduce the problems.

We have talked this morning about the importance of better
communications between insurers and child care businesses. I be-
lieve that can help. This hearing can help. The next one to be held
later can help.

A study of the nature and extent of child care exposures followed
by a conference between underwriters and child care business man-
agers could help.

A communications network, coordinated by State insurance de-
partments to put child care businesses with insurance market prob-
lems in touch with interested underwriters might help.

Such a network was established several years ago to deal with
the somewhat similar problem in products liability insurance.

A study of the nature and extent of child care business insured
losses would be helpful both to the underwriters, in distinguishing
between good and bad exposures, and to child care business owners
to aid them in more effective loss control actions.

What we are seeing now in child care is something that we have
been through several times before in products liability and medical
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malpractice, where following a market crisis, there was great em-
phasis on loss control activity by the insurers.

There probably needs to be more work on loss control at the
child care center. One other modest action might be consideredto
amend the Risk Retention Act of 1981 to include child care busi-
nesses.

This act was passed to help with the rapidly rising cost and re-
ported unavailability of products liability insurance.

The law created alternatives to traditional commercial insurance
by making it easier to self-insure through risk retention groups
and permitting the purchase and sale of group insurance. It is my
understanding that that act has been helpful and is expected to be
substantially more helpful in the acquisition of products and risk
solutions than it has been in the past because of the current
market crunch.

In summary, I believe that more information, better communica-
tion, time itself, and perhaps some group insurance and risk reten-
tion groups legalmaking them legal is all that is needed to deal
with the current child care insurance problem.

[Prepared statement of James Chastain follows:]
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PREPARED STATEMENTOF JAMES CHASTAIN, PROFESSOR
OF INSURANCE AND DIRECTOR OFTHE CENTER FOR INSURANCE EDUCATION AT HOWARD UNIVERSITY

My name is Jr..es J. Chastain. I am employed as Professor of Insurance

and Director of the Center for Insurance Education at Howard University.

I have been an insurance educator for 33 years and served as Dean of The

American Institute for Property and Liability Underwriters, the organization

granting the professional designation Chartered Property and Casualty

Underwriter. For six years I served as educational consultant to the

Conference of Insurance Legislators, and recently served as Chairman of

the Steering Committee for implementation of the District of Columbia's

No Fault Automobile Insurance law. My comments are entirely personal, made

at the request of the committee staff.

It is my understanding that a problem exists regarding the avail-

ability and affordability of liability insurance covering child care facili-

ties. Similar problems have occurred at other times with respect to flood insurance

fire and theft insurance in the inner city, automobile insurance for high

risk drivers, medical malpractice insurance, products liability insurance,

life insurance for military personnel, municipal liability insurance, and

surety bonds for minority contractors. These problems have been resolved in

various ways with and dithout government action.

Some factors probably related to the current problem of child care

insurance are as follows:

1. CURRENT INSURANCE CLIMATE

More than 3,400 companies write some forms of property or liability

insurance, but the vast majority is written by shout 900 companies operating
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in all or most states. Host of the 900 companies are parts of about 100

"groups" which compete fiercely for market share. The companies use

variety of marketing systems, and financial structures, and compete not only

against themselves but against off-shore companies and self-insurance and

risk retention plans. The lack of concentration of the insurance market

among a few insurers is probably responsible for the radical swings in

insurance price and availability known as "the underwriting cycle".

At the top of the cycle prices are high, underwriting is moderate

producing good profit. The last top of the underwriting cycle occurred

in 1977-78. This encourages new capital into the busin:ss, looser under-

writing, and reduced rates. Profits decline. This part of the cycle

produces "rate wars" and "cash flow underwriting," the name given to loose

underwriting. Underwriting losses develop but may persist f-- several

years when offset by investment gains. This part of the most recent under-

writing cycle lasted from 1978 to 1983, lengthened by high interest rates

and a rising stock market. During this period agents told horror stories

of accounts paying $80,000 last year, being quoted by the agent this year

at A0,000 and lost to a competitor with a rate of $40,000.

the turning point in the cycle occurs only when company executives

become alarmed by financial failure of some other companies, when there

is unrest among the owners of the company or when the reinsurance maricet

tightens. This occurred in late 1983. In 1984 companies began to raise

prices and restrict underwriting. This ren4 Ls likely to continue for
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another two or three years. The doubling of prices for some insurance

this year is returning of prices to the 1977-78 level.

The increased prices and restrictive underwriting are not unique to

child care facilities. They exist for virtually all personal and commercial

lines of insurance. Just last week, for example, the leading writer of

sub-standard automobile insurance in the District announced plans to cease

all writing here. Some agents have told me that companies are declining

all new business at present.

The Table below shows the extent of industry losses in the line

Net Underwriting Gain (Loss). The loss in 1984 was greater than 1983

because there is a lag between premium increases and improved financial

figures.
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MOO Omitted From Dollar figures'

Ott 1N2 OM 16CM mWIC

Am% 1229 521 012 $211 692 711 12+2 131 772 75% 1N
errafft1WOM

OwftAIUMM
loseseilmwsrtm42044,42

640,0661

+01112101
+01114516

1'306136

+03114 721
+40 COCO

1+146 931

19 271525
17 265 27+

'201994

21
Ai

:2

017

tO 5

17
lest 2.2 Lass 644.4.04 Ml
4700401446 (Awns 4,.6.010

11534
13 131 221

n71M
290:3 517

n
27 +,1 750

22 11
6

47,04m9 4,04,14 21 105 2736. 25
COVM3 AM I 01.an 44.22462

907c244421,s1 '011+% .47 :OS 92 3a
0200,40 1742, Q. 4)
Prscroel,61 +11144 0965% 01. 2 12

Sum, 1441406.03 G44 ,64241
0.44-04 Helpers

44402,4,49 Ga. luss

451 057153+
2 232 t17

.49 172 CM

45 111 03%
164 522

443 219 MI

401 261
,

$6 217616

111.
12 2
29

16 I'

13
1 7'

Nei .441.4.1 WV* 173 212 .110145$ +1 235 295 :2 725
Oorwc tr.NS 1/1, ;WI
46,460,0ns 54210

3161 117
55 505 727

0332 37,
60 312 19,

3905715
311W 715

:72
1

22 1

,664,06 4.6.46,6 400
StOroors

'66141
$ 3 CO+ 15

,7216+
$ 2 735 03

14461
$ 2 392 415 17 .22

- wi
Saga r tan +, , 164. 244,906, 12.604

--INSURANCE PACTS, 1984-85 PROPERTY/CASUALTY
PACT BOOK, Insurance Information Institute, NY

118Ai1AVA Yclm

52
BEST COPY AVAILABLE



48

2. BAD LIABILITY INSURANCE EXPERIENCE.

Child care liability insurance is included in General Liability

statistics. The Table below shows that General Liability Insurance has

been worse (137.6% in 1983) than the average (109.9% in 1983) of all

property/casualty insurance. In attempting to regain a profitable position

it is not surprising that companies are focusing attention on General

Liability.

Table 2
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3. THE um TAIL

When liability insurance is written on an "occurrence" basis the

insurer may be responsible for a loss litigated many year) after the

policy date. Some types of liability insurance have longer tails than

others. Medical malpractice insurance has a long tail. Products liability

insurance (especially asbestos) has a long tail. Insurers are aware of the

special "long tail" problem involved in losses to young children.
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For example, losses from physical abuse may go undetected for years, or

the child may sue years after receiving child care, upon becoming an adult.

Years of bad experience in medical malpractice and products liability

insurance have made underwriters vary of long tails.

4. NATURE OP THE CHILD CARE EXPOSURE

My impression is that the child care business has grown rapidly and

haphazardly in the last twenty years. Facilities range from large

franchised operations to home basements conve 1 for care for two or

three children.

The quality of staff may vary radically from facility to facility,

and from time to time. State standards vary widely. In such a situation

underwriters may need some time to learn to sort out good from bad risks.

I would classify the present child care insurance market situation

more as a problem than as a crisis. The phase of the underwriting cycle

likely to emerge in two or three years, following the present phase, will

improve the situation greatly. However, it is still true that "we are

all dead in the long run" and improvement likely to occur in two or three

years does not satisfy the child care business owner with an immediate

problem of availability or affordability of liability insurance.

Because of the complexity of the child care business I do not

believe that a quick fix is possible. However, some actions could help

reduce the problem.

5,4
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Better communication between insurers and child care businesses can

help. This hearing helps. A study of the nature of child care exposures

followed by a conference for underwriters and child care business managers

could help. A communications network coordinated by state insurance

departments to put child care businesses with insurance market problems

in touch with interested underwriters might help. Such a network was

established several years ago to deal with the somewhat similar problem

in products liability insurance.

A study of the nature and extent of child care business insured

losses would be helpful both to underwriters, in distinguishing between

good and ba4 exposures, and to child care business owners to aid them in

more effective loss control actions.

One other modest action might be considered -- to amend the Risk

Retention Act of 1981 to include child care businesses. This act was

passed to help with the rapidly rising cost and reported unavailability

of products liability insurance. The law created alternatives to tradi-

tional ccmmereial insurance by making it easier to self-insure through

risk retention groups and permitting the purchase and sale of group

insurance. It is my understanding that the Act has been helpful.

In summary, I believe that more information, better communication,

time and perhaps making group insurance and risk retention groups legal

are all that is needed to deal with the current child care insurance problem.
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STATEMENT OF JOSEPH S. SILVERMAN, EXECUTIVE VICE PRESI-
DENT, BMF MARKETING INSURANCE SERVICES, INC., SHERMAN
OAKS, CA

Mr. SILVERMAN. I would like to extend my thanks to this, com-
mittee for the opportunity of presenting testimony on the care pro-
vider insurance dilemma with the availability of professional liabil-
ity insurance.

Earlier the panel was asked to come upthe first panel was
asked to come up with the types of insurance that was needed. We
have known for a long time the type of insurance that is needed by
the day care community is professional liability but because of the
definitions, it does not fit the court system of education, training,
and development.

We have coined the phrase, negligent supervision and that is the
crux of the majority of the claims that we have seen. This type of
coverage was first made available in 1970 by a company that we
acquired in 1982- -

Since that time three companies have provided the coverage on a
national basis. Two of them have canceled the program because
premiums did not keep up with losses and the most recent cancel-
lation was the result of the insurance company losing its reinsur-
ance. Since the first of April, we have contacted and discussed the
problem with over 50 insurance companies in the United States.

To date, only one of those companies has agreed to undertake
writing family day care insurance and that company is limited to
do business in the State of California.

In the other 49 States, we are still trying to solve the problem. I
will not go into depth of the insurance availability for foster
homes. I have elected to touch on the subject only because their li-
ability exposures closely parallel that of family day cai. providers,
and the combined adverse publicity of foster care, family day care
and day care centers has contributed to the problems of categoriz-
ing these classes of business as high risks.

Periodicals received by our office generally agree that there are
over 1 million family day care providers in the United States and
the number is growing at an estimated 30 percent a year.

A true number is really not known but information from re-
search such as the Senate Latch-key Report indicates that as much
as 70 percent are unlicensed and unregulated, commonly referred
to as underground homes.

Yet the majority of the current legislation occurring throughout
the country is aimed at the law-abiding 30 percent who take pride
in their professionalism. These regulations can include change in
habitat structure, mandatory education, medical training such as
CPR, communicable disease identification, first-aid and mandatory
insurance.

With the recent enactment of mandatory insurance laws, large
numbers of care providers have been seeking the availability of in-
surance after learning they are not covered by their homeowners
policy.

Our research has shown that almost 75 percent of the people
who have insurance for family day care homes have relied on their
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homeowner insurance and have now just found out that it does not
cover negligent supervision.

Although much of the legislation is supported, there is a great
concern that runaway legislation making demands which cause
hardships on the care providers may force many care providers
into the ranks of the underground homes.

Enforcement of licensing or registration remains less active due
to manpower and budgets, and the penalties imposed are not ade-
quate enough to cause concern of the unlicensed home provider.

The unlicensed provider is not hampered by many of the ex-
penses and restrictions on the number of children and are able to
take advantage of the acute shortage of day care facilities.

This it not to say they are not good providers. Only that the
public does not have the advantage of regulated controls for health,
criminal or safety violations.

Since 1984, more and more States, and in some cases cities, have
either passed, introduced or are considering legislation making in-
surance mandatory.

To date, we know this to be the case in Arizona, California,
Idaho, Illinois, Kansas, Massachusetts, Nevada, New Jersey, Penn-
sylvania, and throughout the military.

The care provider industry seems to have hit its zenith of public
awareness in the past several years primarily due to the adverse
publicity relating to child abuse and sexual molestation.

This publicity has been unfairly associated with care providers
when department of social services and the care provider advocates
are aware that there is research revealing that between 90 and 98
percent of these items that hit the news media occur in the child's
own environment, not that of the care provider system.

The adverse publicity, the long period needed to discover losses,
our existing tort system, high-legal expenses involved in insuring
activities associated with minors has caused the insurance industry
to place care providers in a risk classification.

The insurance industry is trying to recover, as has been pointed
out earlier, from several years of very high losses. Their losses
have also impacted their ability to insure many risks due to the
availability of their surplus.

Accordingly, they are raising insurance costs dramatically and
are making business decisions nct to insure many high risk classes
of businesses. I might add that the availability of day care Debility
insurance has also impacted other lines of insurance involving
family day care providers.

Some insurance companies have either cancelled or refused to
write homeowner policies for people caring for children in their
homes, in spite of the fact that that business pursuit is not covered
nor do they provide the negligent supervision coverage.

It has happened with such frequency in the state of Washington
that legislation has recently passed prohibiting the cancellation or
refusal to write insurance because of day care activities.

Recent less figures accumulated by our office has shown that
over the last 7 or 8 years the insurance companies have incurred
losses of almost $2 for every $1 they have taken in in premium.
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These are hard figures and substantiated by the statistics that
they have provided to us. Historically, there is a delay of several
years in reporting losses.

One reason is the lack of urgency to meet a time restriction.
Minors have until they reach their majority age before a claim
must be filed.

Often it is many years before that claim is brought forward. It
also a matter of not knowing that a claim exists or that one can be
made.

This late reporting and development of losses has made future
loss predictions and acturarial development extremely difficult for
the foster and family day care risks.

In conclusion, I would like to state that our records indicate that
the family day care home insurance program and that of the day
care centers is an insurable risk at an affordable cost.

It is our belief that the claims activity for this class of business
should not prohibit insurance companies from offering the insur-
ance providing they can maintain a premiuman adequate premi-
um level.

The problem has not been one of frequency. There are very very
few claims that are filed throughout the country in proportion to
the number of homes that are insured.

The problem is severity and when a claim does occur, the legal
expenses and the settlement costs run into the tens of thousands of
dollars.

If insurance is not available, many providers will go out of busi-
ness, impacting an industry already facing a shortage of facilities.

If the cost is prohibitive, or if costs cannot be passed on to the
consumer, it could effect the community at large in a number of
ways. One would be increasing the number of latch-key children,
which we already know has an impact on the police and fire de-
partment's costs, and another by increasing the welfare roles with
those who have to quit work because they have no place to leave
their children.

A recent development that has occurred in California that had
hit the papers is that many families who cannot afford day care
are starting to place their children, after school, in the public li-
braries, saying, "stay here until 7 until we come to pick you up."

The cost, again, is a matter of claims lag. The cost since 1978
hasthat is on file with my testimonyshows that the rates have
not kept up with the losses.

The coveragewe know what they need. It has to be negligent
supervision. The insurance companies face the problem of un-
known exposures.

The courts impose liability on the insurance system but the poli-
cies were not intended to cover. Another reason that was alluded to
earlier is that they are running scared.

We see some of the solutions as Federal relief for those who
cannot afford day care and the cost of it because of the increase in
insurance costs.

We also see the need for higher tax deductibility for the people
who use day care so that if the costs are passed on, they can afford
them. Because if we do not and day care falls by the wayside, then
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the economy of this country is going to be greatly jeopardized by
the loss of productivity and manhours of the working single parat.

Thank you.
Chairman MILLER. Thank you. Ms. Yocum?
[Prepared statement of Joseph Silverman follows:)

PREPARED STATEMENT OF JOSEPH S. SILVERMAN, EXECUTIVE VICE PRESIDENT AND
CHIEF OPERATING OF' CKR OF BMF MARKETING INSURANCE SERVICES, INC.

My name is Joseph S. Silverman. I am the executive vice president and chief op-
erating officer of BMF Marketing Insurance Services, Inc., a California corporation
and wholly-owned subsidiary of Bay ly, Martin, and Fay International, Inc.

I would like to extend my thanks to this committee for the opportunity of present-
ing testimony on the care provider industry's dilemma with the availability of pro-
fessional liability insurance.

I first became acquainted with our existing specialty insurance program for
family day care homes, and foster parents, in the spring of 1981, just prior to our
acquisition of another company who, in 1970, had originated a specially-designed
policy insuring foster parents and family day care homes for their legal liability
arising from negligent supervision.

This insurance was first made available through the Hartford Insurance Co.,
where it was offered for approximately six years, until the program was cancelled
because premiums were inadequate to cover losses.

In 1977, National Union Insurance, Co. of Pittsburg, PA began to underwrite the
program until August 1, 1983, when they also elected to discontinue providing cover
due to inadequate premiums to cover losses.

In August 1983, Mission Insurance Co. became the underwriter for these pro-
grams. In 1985, they lost their reinsurance and processed cancellation notices July
1, 1985 on all the programs nationwide.

I was personally involved in the accumulation of claims statistics for replacement
of the insurance programs, both after National Union decided to discontinue this
class of business in 1983, and again in 1985, when the Mission Insurance Co. can-
celled.

The difficulty in finding another insurance company in 1983 was not as pro-
nounced as the more recent attempt in 1985. To date, we have contacted over 50
companies, and as of today, we have found only one company willing to offer the
insurance for the family day care liability program. Unfortunately, they are permit-
ted to do business in California only and cannot offer coverage in the other States.

My testimony today will be confined to insurance availability and claims informa-
tion for foster parents and family day care homes. The loss information developed
from approximately 1977 to the present will be broken down into two categories;
foster parents, and family day care homes.

I will not go into depth on the insurance availability for foster homes, as the
impact is not presently affecting a significantly large part of the foster parent popu-
lation.

I have elected to touch on the subject only because their liability exposures closely
parallels that of family day care providers, and the combined adverse publicity of
foster care, family day care, and day care centers has contributed to the problems of
categorizing these classes of business as high risks.

Insurance, with some minor exceptions, is made available to the foster parents
either by a State, county, city, or one of their designated agencies. It is either pur-
chased in the form of a separate policy or included in their insured or self-insured
programs.

It is important to note that there is no constant on the number of homes or chil-
dren. There is a high attrition rate among foster parents and frequent turnover in
children.

Although most foster parents are licensed for a maximum of six children at any
one time, a foster home could care for a greater number during a 1-year term, de-
pending on the turnover, which is controlled by those agencies making the place-
ments.

The profile of the foster parent has changed. Over the past few years, local gov-
ernments budgetary problems, coupled with changes in social ideology has taken de-
linquents, physic, and/or mentally handicapped, and troubled teenagers out of insti-
tutions and placed them in foster homes.

It is also necessary to review circumstances which are changing the profile of the
care provider. This office works closely with the National Family Day Care Associa-
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tions. Most of the State and local associations, advocacy groups such as the Chil-
dren's Foundation in Washington, DC, as well as resource and referral agencies
throughout the country. We are in constant touch with care providers, both through
daily contact and through workshops and conferences.

Periodicals received by our office generally agree that there are over 1 million
family day care providers in the United States and that the number is growing at
estimates of 30 percent per year.

A more exact number is not known. Information from research, such as the
Senate latch-key report, indicate that as much as 70 percent are unlicensed and un-
regulated, commonly referred to as "underground homes", yet the majority of the
current legislation occurring throughout the country is aimed at the law-abiding 30
percent who take pride in their professionalism.

These regulations can include change in habitat structure, mandatory education,
medical training; such as, CPR, communicable disease identification, first aid, and
mandatory insurance.

The greater percentage of family day care providers have erroneously relied upon
the homeowners insurance to provide coverage for their day care activities, or elect-
ed not to buy insurance.

With the recent enactment of mandatory insurance laws, large numbers of care
providers have been seeking the availability of insurance after learning they are not
covered by their homeowners policy.

Although much of the legislation is supported, there is a great concern that run-
away legislation making demands which cause hardships on the care provider may
force many care providers into the ranks of the underground homes. Enforcement of
licensing or registration remains less active due to manpower and budgets, and the
penalties imposed are not adequate enough to cause concern of the unlicensed home
provider.

The unlicensed provider thrives because they are not hampered by many of the
expenses or restrictions on the number of children, and are able to take advantage
of the active shortage of day care facilities.

This is not to say they are not good providers, only that the public does not have
the advantage of regulating controls for health, criminal or safety violations, to
name a few.

Since 1984, more and more States, and in some cases cities, have either passed,
introduced or are considering legislation making in.-urance mandatory. To date, we
know this to be the case in Arizona, California, Idaho, Illinois, Kansas, Massachu-
setts, Nevada, New Jersey and Pennsylvania.

The care provider industry seems to have hit its zenith of public awareness in the
past several years because of all the adverse publicity relating to child abuse and
sexual molestation.

This publicity has been unfairly associated with care providers when departments
of social services and the care provider advocates are aware that there is research
revealed that between 90 to 98 percent of these items that hit the news media occur
in the child's own environment, not that of the care provider. The adverse publicity,
the long period needed to discover losses, the tort system, and high legal expenses
involved with insuring activities associated with minors has caused the insurance
industry to place care providers in a high risk classification.

The insurance industry is trying to recover from several years of huge losses.
These losses have impacted their ability to insure many risks due to their available
surplus.

Accordingly, they are raising insurance costs dramatically and are making busi-
ness decisions not to insure many high risk classes of business.

This has also impacted other lines of insurance involving family day care provid-
ers. Some insurance companies have either cancelled or refused to write homeowner
policies for people caring for children in their homes, in spite of the fact that busi-
ness pursuit is not covered under the policy.

It happened with such frequency in the State of Washington that legislation was
recently passed prohibiting the cancellation or refusal to write insurance because of
day care activities.

Before commenting on premium and loss statistics, I wish to express that the in-
formation contained here is specific to programs developed and offered only by our
office. I wish to state I am not degreed, do not hold any professionally-designated
clasaffications nor do I have any formal actuarial training. However, 16 of my 21
years in the insurance business have been with two of the largest insurance broker-
ages firms in the country developing and administering insurance for trade groups
and associations.
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Testimony dealing with statistical loss information is based on information pro-vided to our office by the aforementioned igational Union and Mission InsuranceCos. We do not have any experience associated with the Hartford Insurance Co. ex-perience prior to 1978.
From 1977 to 1983, we have insured accumulatively almost 300,000 foster homesof various classifications. This represents an estimated 1.2 million children duringthis period of time. An average of 50,000 homes and 200,000 children per year.Foster homes written during this period have developed claims to date totalling$2,590,940 incurred losses. Incurred losses are made up of paid losses, legal and in-

vestigating expenses, and reserves on reported claims which have not been settled.
Claims analysis of the larger foster and day care homes reveal the following fre-quency and size of claims:

Sue range Foster Parent
Class

Far* Day
Cate Dam

$10,000 to $25,000 .. ... .

27 14$25001 to $50,000
7 5$50,001 to $100.000.... ..... ..... ... .

12 10$100.001 to $150,000
2 2$151,001 to $200,000
1 0$200.001 to $300,000..
0 1Largest

$115,000 $500,000

Losses combined with estimated insurance company operating costs indicate thecost to date for each premium dollar has been $1.20 for a foster home, and $1.86 fora family day care home, or stated in loss percentages to income, 120 percent and 186percent respectively.
These figures do not take into consideration the additional cost of claims not yetreported, or the full development of reported claims still open.
Historically, there is a delay of several years in reporting losses. One reason is thelack of urgency to meet a time restriction. Minors have until they reach their ma-jority age before a claim must be filed. Often it's just a matter of not knowing aclaim exists or that one can be made.
This late reporting and development of losses has made future loss predictionsand actuarial development extremely difficult for foster and family day care risks.During the term in review, premiums did not keep pace with losses. The averageannual premium for a foster home for $300,000 liability insurance was $11.00 until1982; $15.00 in 1983; and $25.00 in 1984 and 1985.
There was also little premium change during this term for family day care. Theaverage per home annual premium for $300,000 liability was $46.00 from 1978-1980;

$66.00 from 1981-1982; and $80.00 from August 1983 to April 1985. Before cancella-tion of the Mission program, it went to $160.00.
As of July 15, 1985, the minimum cost is $445.00 which includes a $30.00 associa-tion membership credit.
In conclusion, it is our belief that the claims activity for this class of businessshould not prohibit insurance compar.ies from offering the insurance, providing theycan maintain an adequate premium level.
If the insurance is not available, many providers will go out of business, impact-ing an industry already facing a shortage of facilities.
If the cost is prohibitive, or if costs cannot be passed on to the consumer, it couldeffect the community at large in several ways; one, by increasing the number oflatch-key children, which has an impact on the police and fire department's costs,and two, by increasing the welfare roles with those who would have to quit workingbecause they have no place to leave theirchildren.

STATEMENT OF GEORGIA D. YOCUM, CHIEF EXECUTIVE
OFFICER, LOMA RICA INSURANCE AGENCY, GRASS VALLEY, CA
Ms. Yocum. Thank you for inviting me. I have learned an awfullot today. I was asked to share my views and I am going to quickly

go over some things that have already been said.
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First I would like to address the fact that the people who we
have literally lost the market for or did for a short while were the
day care homes. That is one child to 12 children.

I still have many markets open for day care centers but the
rates, of course, are considerably higher. The reason that the mar-
kets have not closed completely on the day care centers is because
they can obtain a higher premium for their exposure. One to 12
childrenwe are under $1,000 and that really is a very very small
premium for their exposure.

My main thrust is to give you an idea, or my opinion, as to what
has happened in the insurance industry and there are possible so-
lutions that I see that I will get into but first of all I want to tell
you the good thing that has come out of this. The very good thing
is that for the first time in 45 years, since this industry was born,
post World War II, it is now acknowledged as a business and these
businessowners, for the first time, are going to come out of this
with professional product that are offered to them as businesses.

They are no longer going to be referred to as "babysitters" be-
cause they are not. I have not seen one sit on a baby yet. I stole
that phrase.

The good thing is that we have realized that we have over
1,200,000 professional providers in America. And in California
there are 38,000 licensed and 32,000 active.

These professional providers had legislation moving to require
them to have liability insurance in the fall of 1984. At the same
time, in the fall of 1984, in October, to be exact, the insurance com-
panies had a very short rope put around their necks and yanked
very tightly.

They had been wanting your insurance dollars so badly that
where they should have been charging you $5 for an exposure, they
were charging 50 cents. They kept cutting rates, which has already
been alluded to, to obtain the control of your dollar.

They were making more money on the investment of your dollar
than they were on the insurance underwriting risks part.

They mismanaged their companies so badly and let them not get
out of that, nobody has really told these big giants out there that,
"hey you are a part of this problem and you have to be a part of
the solution." You have been mismanaging your money so badly,
our money, that you lost your reinsurance market in October 1984,
75 percent of the insurance companies, writing 95 percent of the
insurance liability risks in America lost their reinsurance markets
overnight. Just like that.

Now we have to picture the person who is going to solve this
problem. The man who was in chargeI say man because I do not
know of any women executive underwriting vice presidents at this
time in the big companies sitting back in Connecticuthere comes
Connecticut again, but I want you to picture this person making
the decision.

I come from inside a company so I kind of understand what they
did. The man is 63 years old and is about to retire. His wife never
worked. He is in charge of all the underwriting profit or loss in
America for his company.
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He gets up in the morning at 6, he turns on the news and he sees
the McMartin day care center losses. The defense costs are horren-
dous in that loss. There are no losses paid, just the defense costs.

He goes off to his office and is told how much money they are
losing. He is told that he has lost his reinsurance markets. He is
told he has to cancel half of his agency force. He is told that the
other half can only write half the number of cases that they had
the year before at triple times the premium and then he goes home
at night and at 6 he sees the McMartin day school problem again
and all he sees is this day care problem.

He is completely unaware of what a professional provider is or
how important the professional provider is to the American work
force.

He does not realize that if that provider does not go to work the
next day, over 50 percent of his insurance-related employees will
not go to work because they will not have a place to put the chil-
dren.

That will have a ripple effect in the Federal Government. glow
many of your people use providers? In the State government and in
my business I have 18 employees, 11 of which are dependent on
providers during the day.

My mother got me involved in this in the fall of 1984 because she
is the longest licensed day care mother in California. She has been
at this for over 40 years so I have a personal interest in this also.

This 63-year-old man has never used a day care provider because
his wife never worked. He is too far removed from his grandchil-
dren, who are the children of the yuppies that are out now. Many
of which I see in this room. He does not realize that his daughter-
in-law and his son go to work everyday and they put their children
in a provider's home. Now the provider's home is usually a little
more expensive than a day care center. It does not get the Federal
funding that the day care centers get.

So you see a different segment and a different complexion taking
place in the provider home of 1 to 12 children. It is an entirely dif-
ferent complexion that it was post World War II.

The solution can be one of three. First of all, we can mandate,
like our fine Senator from California has drawn a bill which is
being announced this morning in California, Senator Seymore,
mandating that insurance companies who sell liability insurance in
a certain State, particularly California, has to assume on an as-
signed risk basis a portion of that liability.

I do not think when you force anyone to do anything that is a
reasonable or successful solution. I have been working for 8 months
with many, many insurance carriers. Over 500 to be exact. We
have good records on that.

We now, today, and I have beenmy agency is representing
Scottsdale insurance in Scottsdale, AZ. We have just been approved
in 12 States. So we have the day care insurance available in 12
States and we also have never lost the market for the centers and I
want to stress that.

The rates are not nice but they are there. Mandating is not going
to work in the seven major insurance carriers, of which most of
them are in Hartford, CT, have now opened their doors to us and
are sitting down with us and we are talking. We are educating the
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63-year-old man that he has an underwritable risk which you have
already alluded to and I appreciate that.

They have watchdogs take this business we are talking about,
first a all they cannot be in business legally without a license. I
would like for you folks to see what these providers go through to
obtain a license.

It is not an easy licence to obtain. Secondly, they have a network
throughout the United States like none you have ever witnessed.
Good or bad news travels through this network like wildfire. You
can announce something in California at 9 a.m. and by 1 p.m., Cali-
fornia time, it has been heard if it is really hot news, by most of
the providers. They have an incredible network. They are watch-
dogs. They are proud of their industry. These are proud providers,
they are proud of their business.

I just want to give a little side-line. I have not been speaking out
of 38 associations in California, I have spoken to 30 and what I
found in each meeting, there was a growing force of husbands
being involved in the family business and this is becoming a true
family business with them. They come to the meetings and work
with the wives and that way do not have to pay an employee to
work to have 12 children. They take their business very seriously. I
have been to some of their conventions, I have been to some of
their training meetings and I will tell you this profession is a
proud profession and moving faster than anybody, especially me,
could imagine when I got involved.

This underwriting vice president has got to see that he has a risk
that is underwritable and profitable. We talk about profit and I
hear the losses. Mr. Coats explained the premiums versus the
losses by 3t. Paul.

I have a statement on that Mr. Coats. They did not tell you that
those losses were not from day care. Those losses are just like all
the other losses that the insurance industry is throwing out to get
out of facing their responsibility in this crisis.

They have never segregated the difference between a child care
provider, a convalescent home, an elderly home provider and nurs-
ing homes. That is a fact. And the insurance industry is using their
other losses to get out of facing this high profile risk.

That has got to be brought out. The insurance industry, if they
understand they have an underwritable risk and the provider un-
derstands running a business and doing business is paying a rea-
sonable premium for their exposure and their liability and these
people can get together around a table and we can come up with
products, which if you want me to go into detail, we have a theory
that will work and I have discussed it wiLh some of the major carri-
ers and they are interested in your response. They are willing to
set down with us

Chairman MILLER. I hate to do this to a witness but I have just
been informed that we will be scheduled for a vote shortly. If I can
just ask you to summarize, so I can be sure we will have an oppor-
tunity to ask you questions.

Ms. Yocum. OK, I will summarize very quickly. The solution that
I think will work, we can continue on the route that we are going
right now and educate, over a 3-year year period, enough insurance
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companies to get competition back in the field and that would take3 years.
The other alternative is to turn to you folks in this committee

and say you can solve this within 30 days if you will make a loan
to an entity that is formed that will go to the carriers and let them
bid for this money to give them their reserves that they do not
have now and these reserves would be only for the day care provid-
ers or for the child care industry.

These reserves now relieve their problem. These reserves now
allow us to immediately put into competition and put a quality
product nationwide available at around a $500 premium per home.
The $100 a year permium is gone forever. This would get this .
going. We have the right people lined up and ready to monitor it.
The companies that would be awarded the contract would be based
on competition and in 5 years that $10 million less than $100 per
provider of the 1,200,000 providers in America, less than $100 for
those people for a loana loan cost loanwould be repaid within 5
years to the Government to put back to work for another industry.

This product would be available for agents to sell throughout the
United States so you are not taking away from private enterprise
insurance.

This product would eliminate Federal funding. It is a Federal
loan to solve a very sincere crisis that we are facing now. This is
not giving money away. This is solving the problemloaning to the
insurance carrier who obtained the contractor carriers, I think itshould be 3 to 5we have more details on this if you would like
the summary in writing on it. But that I think that is the possible
solution that should be researched.

[Prepared statement of Georgia Yocum follows:]

PREPARED STATEMENT OP GEORGIA Yocum

First 1,:..t Ire define who we are taking about. We are not talking about Day Care
Centers, v--:, are not talking about Pre-Schcols, we are not talking about babybitters.
We are talking about licensed in-home child care providers. There is a growing fac-
tion of men and women in this business, together these men and women are activein their associations and committees and are growing in numbers. The number of
children that they supply provisions to, take care of and educate are anywhere from
1 to 12 children. This business has been growing steadily over the past 40 years and
has evolved from a babysitting "Post World War II" term to a "now" profession
that has not been recognized until the crises we are facing today. That crises being
that these professionals can not obtain the same quality of insurance that MainStreet America can.

Now that we've identified who we are talking about let's identify when the crises
started. In October 1984, approximately 75% of the insurance companies writing 95percent of the insurance liability lost their re-insurance market. How did thishappen? For 5 years these insurance companies wanted your insurance dollars sobadly that they continued to lower their premiums to obtain control of your insur-
ance. Eventually the claims dictated that the premiums should have been higher.At the same time their investments turned sour, interest rates went down, the
losses started climbing and chewing up their insurance dollar. The insurance com-panies that carried this re-insurance came in and said, "wait a minute, you have
been running your business badly. You are losing money, you've put us in a badposition, and we're pulling our reinsurance." The insurance companies lost their re-insurance market and a very short-quick yank on the rope brought a halt to selling
insurance in America at the rate and at the volume that it had been sold before.Exactly at the same time the legislators are mandating through different bills the
requirement for liability insurance to these professional parents. That's a good bill,they should carry liability insurance if they are a professional business. But it wasgiven to the parents in the wrong manner, and there is really nothing we can rio
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about that now. So that you understand the repercussions of how it was presented,
January 1, 1985 the bill was mandated in California, and I'm not sure of the effec-
tive dates for the other states, but when the providers and parents called to find out
how to buy this insurance (they had never shopped for commercial insurance before)
they were told by the top of the licensing bureaus, and at the l:wislative levels by
their representatives, just pick up the phone and call your local insurance agent
that handles your homeowners and auto insurance. We all know what happened
then. They caused a mass of cancellations of homeowners and auto insurance be-
cause the people writing the homeowners were not in the commercial underwriting
business. They could see themselves defending the McMartin type case over
again so they got off the risk. In order for these providers to maintain their
owners and automobile insurance they are now withholding the in-home day care
information. Now not only can they not buy the commercial insurance, we've
caused the mass cancellation of personal insurance. What are we going to do about
it. Mandating it is not the way to make it happen. You know and I know that it
may be one of the solutions in a lot of ways but the best thing for America today in
this crises is to get the providing insurance carriers to understand that they have
an underwritable risk. That's an educational process. And we need to get the provid-
ers that have to buy the insurance to understand that there is no such thing as a
$100 a year premium any longer and to understand why the insurance carriers are
frightened of their risk. It is not because they have lost money on them before but
because they have a problem completely unrelated to the day care situation. We can
solve it if we can educate the two factions. The cost of doing business in your home
is buying commercial insurance, and it's going to cost $500 to $1000 a year.

We need to educate the decision makers at Hartford, Aetna, CIGNA, Fireman's
Fund, and all the other insurance companies. We have vic.:-presidents in charge of
underwriting throughout the United States who see the McMartin type cases on the
6:00 news and directly relate that to all day can... We can still obtain insurance for
child care center, higher rates, b'it we can get it. The education process needed
here is this 63 year old man, who is the decisionmaking underwriter, about to retire,
his wife never worked his children were never required to go to a professional pro-
vider. He doesn't realize that he has an underwritable risk. If we don't inform him
that he does when he has a $1 to spend in the insurance market is he going to put
that $1 risk in Main Street America where he has a lot of experience, or is he going
to put it in the high profile of the McMartin type cases.

That's all II:. sees. He does not see these 1,200,000+ professional parents in Amer-
ica that if they don't go to work tomorrow the State and the Federal Governments
don't go to work tomorrow, and my little tiny business with 18 employees doesn't go
to work tomorrow. That's how impc.tant they are in the survival of America. In the
business world they are vital. So we have to solve this problem quickly, efficiently
and satisfactorily to both parties. Both to the 63 year old underwriter who can't
relate to the fact that these "what he thought of as babysitters" are professionals
who belong to associations who many have college degrees, and I havr talked to
many of them with masters degrees in education and varying areas who have
chos to stay home and raise 5 or 6 or 12 children. We have to educate him that
when they got their license they went through a tremendous research. Their homes
are inspected, their yards are inspected and they finally get a license. Now they
belong to an association, if you think you've ever seen a network of associations
you've never seen anything like the network of those licensed da3 care providers.
Word travels good or bad with them, like wildfire, faster than you can telephone
across the United States they've got it to a million providers. The network of asso-
ciation people are the best watchdogs we have. They care about their children, if
they have a bad egg in their midst they aren't like some professionals who hide
their head under their wing for their own reasons, they let other providers know.
Their association is notified and they act swiftly to correct the wrong. That's the
best watchdog we could ask for.

We've got rigid licensing, association membership, and if the insurance companies
inspect all other commercial businesses why wouldn't they expend the same dollar
to inspect a $600 to $700 or a $1000 premium for liability insurance. They can hire
their own third party inspection drawn up to their own specifications and cut loose
the $15 or $20 out of their premium to satisfy themselves that it is a secure risk.
These are three very good watchdogs and the fourth if this is drawn properly, will
be your local insurance agent who's the field underwriter who select these people.
We will have a program that licensed agents throughout the United States can sell.
That is the ultimate solution. We need five or six of the big carriers to sit down
around a table and design the plan needs. We put in the exclusions that we need
and if we need to legislate a cap on settlements, legislate a cap on settlements. Now
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we have created a solution to a problem that's profitable for all sides. The insurance
carriers are going to share the risk, share the profits and share the losses. The pro-viders are going to have a product that they zan afford and should the losses begood, should their watchdogging be as effective as we anticipate it to be, them. aregood profits. They are going to share in that profit. Now we can lower the premiumfor them in lieu of dividends or this type of thing.

There are other avenues they can go such as self-insured. You and I both knowthat won't work at this stage in the game. It may be in the future 5 or 6 years fromnow. But at this time let's help them to not be premature. The other solution is thatwe have a Federal Government program or a guaranteed insurance program andthat is federally subsidized and takes out of the realm of reality and keeps us awayfrom having free private enterprise. Let's solve this with the parties involved under-
standing each other's problems and accepting the solution that can be gatheredfrom these types of meetings. We are very close, at least the insurance companies
are not shutting their doors any longer, they are opening their doors and sayinglisten let's sit down and talk. We're that close to having a solution. So if the Federal
Government today wants to do something I challenge you to get together and have ameeting and share what we are willing to do to get this going in the right direction.We've already started, we are here together today, we have some markets available,
3 months ago we didn't. A week ago we only had one market, now we have two inCalifornia. We need to keep competition in this to keep things healthy.

Chairman MILLER. Thank you. Congressman Rowland?
Dr. ROWLAND. Thank you very much Mr. Chairman. I just wish

to complement you and Mr. Coats, the ranking minority memberon this subcommitteethis committeefor focusing on this area. Ithink it is an excellent hearing and certainly there has been men-tioned relationships between what we are talking about here andother areas.
I assume, Mr. Chastain, that you were talking about being called

Daniel of the story of Daniel in the lion's den. is that correct?
Mr. CHASTAIN. Yes; I was.
Dr. ROWLAND. Well, as I recall that story, when Darius threwDaniel in the lion's den and went back the next morning, he foundDaniel to be all right, of course, this was because the lions' mouths

had been sealed. Those who were responsible for Daniel beingthrown in the lions' den were themselves thrown in and they weretorn asunder. So, I think you are going to be all right.
Maybe we can find those who are causing the problem and tearinto them. What I wanted to mention was that there rlems I- 't.:.some common thread here. I want to ask about some or tne ai.esthat have already been mentioned for example, the problem withprofessional liability insurance where we have seen the cost of pre-miums just escalate out of sight.
Even those medical organizations that have formed their ownmutual insurance companies are now finding that they are in trou-ble also, because of the increasing number of lawsuits and thethreat that hangs there.
Someone mentioned earlier the fear about whai will happen. Thepeople that are running the day care centers now find trouble get-ting liability insurance. While they have not had any suits tohappen that much, they are still very fearful of what may happen.I was at home this past weekend and was talking with someonethere who manufacturers heavy equipment in the forestry indus-

try. He tells me that he is not going to be able to get product liabil-ity insurance any more after this year.
It was mentioned earlier about not being able to get contractors

to clean up hazardous waste dumps because they cannot get insur-
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ance to cover them in case the dump is not cleanwe could just go
on and on.

It seems to me that there is a tremendous black cloud hanging
out here pulsating that is just waiting to explode. My question to
you is this Is there some common thread here, might it be the fear
of suits thlt might take place? How can we deal with that, should
we look at the possibility of changing our tort system in some way?

I do not know. I am just looking for answers because it affects
these people who run these child day care centers just as it does
many areas in our society. Do you have any thoughts on that, with-
out taking up very much time, but just a comment or two?

Mr. SILVERMAN. The fear is very real. The adverse publicity, his-
torically, has brought about more claims. We see a direct correla-
tion of the number of claims activity, whether they are founded or
not is academic.

The fact is that the claims activity is there because of the public-
ity and the cost of litigation for defending these allegations are
very expensive and that is one of the reasons why the insurance
companies are a little bit worrisome about what they might be get-
ting into.

Dr. ROWLAND. I see.
Ms. Yocum. I think to put a cap on the losses would be some-

thing that could be looked at. I know there are a lot of legal ramifi-
cations on that but if you put a cap on an award, then what you
are going to do is see a lot of the deep-pocket insurance attorneys
stop taking these cases because they can get $2, $3, $4 million if
they could only get $300,000 per loss, a lot of them would disapp°ar
very quickly and the suits would be settled reasonably quickly.

Dr. ROWLAND. Do yor think that could be addressed on the F. .-

eral levelI know that there are some States that have enacted
legislation to put a cap on the awards and it has now been over-
turned by some of the State courts in the area of professional li-
ability. Do you think that should be addressed on a Federal level?

Ms. Yocum. I think it should be addressed on a Federal level be-
cause this is a Federal crisis and I think it should be reacted on
very very quickly or we are not going to get insurance companies
back in the marketplace like they are tiptoeing into now.

Dr. ROWLAND. Mr. Chastain, do you
Mr. CHASTAIN. I would not approve of a cap at this time. I think

that we should take the legal system as we have it and find a way
to pay for it.

Dr. ROWLAND. Do you think there should be any consideration
given to addressing our tort system on a Federai level?

Mr. CHASTAIN. Yes; I think there should be.
Mr. SILVERMAN. This is not the first time that the subject of tort

reform has been brought up, I am sure. My only comment, Mr.
Row la, (I, about a cap is that I do not feel qualified to establish a
cap on a claim of an 11-year-old child involved in an accidentthis
is a claim that we have nowwho is literally a vegetable. I do not
know how you could put a cap on that type of a claim so depending
on the circumstances of the merits of a claim, I think each claim
has to stand on its own.
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Dr. ROWLAND. Mr. Chairman I could pursue this for another
hour or two but I will terminate it right here and yield back the
balance of my time.

Chairman MILLER. Thank you. Congressman Coats?
Mr. COATS. Mr. Silverman, you said that child care was an insur-

able risk at an affordable cost. I assume in that statemgnt, by that,
you meant that there would have to be certain exceptions and limi-
tations. Perhaps, you just said that we should not have a cap, but if
child care is an affordable riskan insurable risk at an affordable
cost, what kinds of exceptions would we be talking about in the
policy? What kind of items should we be exploring? What questions
should we be asking the insurance companies in terms of what
would the policy look like? What would the exceptions be and so
forth?

Mr. SILVERMAN. Well, with a little bit or pride of authorship, our
particular insurance policy is a specially design, what we call man-
uscripted form. To my knowledge, it is the only one in the country
that addresses day care by definition. There is no problem with the
insurance form itself.

Insurance companies, for years, have excluded, either directly in
the policy, or by inference, criminal acts and that goes on to sexual
abuse and criminal abuse. The costs of defens,- by the policy is nec-
essary. Our policy happens to exclude any loss arising out of sexual
abuse but we will defend for the allegations of that sexual abuse.

There are a lot of cases that are brought about without merit
and the prwiders are innocent. V. hen I say that the risk is insur-
able at an affordable cost, I only ask that the insurance companies
evaluate the risk as an actuarial exposure, not from an emotional
standpoint.

I would like them to turn off their radios and not read their
newspapers for about 60 days and look at some of the statistics
that we have available for them and if we can get pass that emo-
tional impact, we can demonstrate that the cost can be affordable
and the risk is insurable.

Mr. COATS. But part of that problem would be what you charac-
terized as late reporting or long-term risk. You cannot necessarily
put an actuarial table to (particularly, in a situation where you
have a minor that is able, 10 years later, once he becomes majority
age, to file suit) an alleged abuse or neglect or negligence that
might have taken place 10 years prior when he was 8, 10, or 12
years old. You cannot really put an actuarial table to that at this
point can you? Is that part of the problem?

Is that part of the emotional response that you are getting from
the reinsurers?

Mr. SILVERMAN. In our opinion, and I think we can substantiate
that with the underwriters, that a change in the way they evaluate
their losses and the way they are carried forward in the rate
makeup has to be made.

Currently an insurance company will allocate the losses that it
receives in a given year with known reserves against the currently
collected premium.

All too often the insurance companies, who are in the business of
spread-of-risk, lose sight of the fact that they are not doing that.
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We have insurance companies that have reported $1 million losses
on $300,000 in premium.

What we ask is, "what are the losses on that specific class of
business on a national scope?" I have publicly made the statement
that, "if care providers are not insurable because of this terrible
publicity that has been going on, then I submit to you, neither are
homeowners, aircraft companies and a number of other institutions
that are insured throughout the United States."

We had two bombings of an aircraft in the last 60 days. I do not
see insurance companies canceling all the aircraft industry. Maybe
it is because the premiums are a little different.

Maybe it is because they have better statistics. In California, we
recently had 39 homes destroyed by arson and 11 people killed. I do
not see a mass of insurance companies canceling homeowners in-
surance policies nationwide. I huve yet to understand why, other
than the emotional impact, are they canceling the day care provid-
ers.

Mr. COATS. But that potential long-term exposure could beI do
not know if I want to use the word"valid reason," but could be a
reason. It is the potential exposure to the risk. When they had the
oil crisis, when they were bombing the oil tankers in the Middle
East, insurance rates either doubled, tripled, quadrupled or insur-
ance was not available for a period of time because that perceived
risk was there.

It was not necessarily based on actual experience but it was
based on what might happen. Insurers decidedLloyds of London
decided that it was too big a risk to carry at that particular time.
So that is always going to be a factor.

I guess my questions are: Are there things that we can write into
the policy? Are there agreements that we can make when we sit
down with the care providers and insurers around a table? Are
there elements that we should be looking at that would quantify
potential risk and, therefore, bring insurance back into the busi-
ness?

Mr. SILVERMAN. The tail, as alluded to earlier, is a major concern
of the insurance industry. It is being addressed currently by the in-
dustry on liability exposures across the board. There is work being
done now by the industry for a form change that will help elimi-
nate the problems of the tail and direct the cost for that tail cover-
age to those industries that have the need for it.

Part of that stems from the tort reform that we were talking
about earlier and I am not prepared to go into that at this time
because that is another hearing by itself.

One of the things that is going to have to be done is the cost of
the insurance is going to have to keep pace with the losses and
with the tail.

What has been the problem for the last 12 years is from 1977
through 1983 there was not a rate increase and yet the tail losses
were mounting and no adjustments were being made in the premi-
um to cover it.

What they were looking at was a long period of low premiums to
cover an equal period of higher losses that were developing in later
years.
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Mr. COATS. So the bottom line is that you think insurance can be
written, but the cost to the day care providers is going to be higher
and the limits of coverage are going to be, perhaps, more narrowly
defined and the deductibility is going to be higher. In other words,
it is going to cost more to get insurance, but it can be provided. Is
that your bottom line?

Mr. SILVERMAN. Yes and I think so at affordable rates, even if it
means some sort of government subsidy for the lower income
people and the deductibility of care provider-cost to the consumer.

Chairman MILLER. Congressman Monson?
Mr. MoNsoN. Thank you, Mr. Chairman. Ms. Yocum, how does

an insurance company build adequate reserves on borrowed
money?

Ms. Yocum. It would not go to the insurance company. It would
go to a policy that would be insured by an. insurance company and
those reservesright now the companies do not have their re-
serves. That is their biggest problem.

Where they had, let us say, $1 million a year ago, they may have
only $100,000 they can put out at new risk today. When they make
that decision, are they going put that money that they have now
$100,000 that they can put out to risk because for every dollar they
take from you they have to put some money in reserveare they
going to give it to main street America where they have a lot of
experience and their chances of a slip and fall are a lot different
than this risk or are they going to give it to the day care that is
such a high profile.

Not necessarily a high risk, but a high profile business now. You
do not give it to the company, you give it to a policy reserve. So if
you have a policy reserve that is, for lack of any other name, a pro-
vider's insurance group policy, that these providers can join and
pay their premium toif you want to see the acturarial formula, it
will work because there is enough money provided that can be col-
lected on a premium basis.

The problem here is gettingfinding that insurance group or
carrier, because it is going to take a group, if they do it on their
own, finding that carrier or a group of insurance carriers that have
the money they can actually set in reserve, and they do not have
it.

Why they do not have it is not the problem. That is not going to
help the solution. They do not have it. So I say if we can come up
with a reserve and we walk into a carrier and say, "OK, this is our
own reserve for own group policy. We want to buy your paper." We
now have created something almost instantaneously and then you
have the premiums coming in and you have your own reserves
building and then you will be able to pay that money back to the
government that created the reserve. That is all you need.

Mr. MONSON. Well, that is quite a bit different than the way it
came across in your original testimony. I appreciate that explana-
tion, but I would like to see more detail on it so I can try to under-
stand it a little better before I sign off on that.

Ms. Yocum. It has been done successfully. I can show you the
track record so the wheel has been created. Not in day care but in
other forms.
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Mr. MoNsoN. Well, if you could get me some information, I
would certainly appreciate it.

Ms. YOCUM. I would be happy to.
Mr. MONSON. Professor Chastain, as far as insurance companies

are concerned, are they required to do anything with reserves that
they may have in areas that they decide to no longer insure, or are
they free to just keep those reserves and apply them to other areas
of insurance'?

Mr. CHASTAIN. Well, those reserves are there in order to cover
the losses that have occurred on whatever policies they were writ-
ing previously. They have to maintain those reserves to let that old
business run off, but, if there is money left over after the business
runs off, then they get to keep it.

On the other hand, if there is a shortage after that business runs
off, then they have to make up those reserves from other places.

Mr. MoNsoN. Is there any evidence that they may have accumu-
lated reserves in excess of what they will be required to pay out?

Mr. CHASTAIN. Probably to the contrary. In most of the other
areas that involve long tails, companies have had to go back and
supplement their reserves.

Mr. MoNsoN. What do they have to do with the regulators before
they can discontinue providing insurance, anything? Or, are they
free to do it any time they choose?

Mr. CHASTAIN. It differs from one line to another and how much
they want to discontinue; but if they want to discontinue writing a
whole State and withdraw from that State everything they do, then
they would have a right to do that.

Otherwise, the State insurance commissioner has some areas of
moral suasion and, sometimes, law to protect them.

Chairman MILLER. It is either on or off.
Mr. MoNsoN. Do we have a situation with the companies? Or are

all liability coverages covered in the same reserves or do they seg-
regate them according to different lines, such as automobile, day
care providers, et cetera?

Mr. CHASTAIN. There are several different ways the companies
have of reserving; but, in some cases, they have individual policy
reserves where they know that the reserves are for individual
losses that they have.

And, in other cases, they have class reserves that cover a whole
line of business; but, in any case, they would doubtless be able to
separate child care centers from their at er lines of business inter-
nally.

It would be a matter of getting that kind of information from
them.

Mr. MoNsoN. And does that vary according to State, also, in the
State insurance department requirements?

Mr. CHASTAIN. Probably not. Companies couldit is my impres-
sion that the accounting in this place is uniform.

Mr. MONSON. Thank you very much.
Chairman MILLER. Congressman Smith?
Mr. SMITH. Are we not really dealing with something that goes

beyond your industry and beyond the providers here into a more
far-reaching societal problem'? Are we not all essentiallydepend-
ing on which side of the fence we are onif we are the suer we
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want to get as much as we can get; if we are the suee, we do not
want to lose.

I do not know if those words are correct but the idea is. I think
that the discussion of some type of cap or scale or some sliding
scale or something seems to me to make sense; and I think we
probably should be looking along those lines.

I do not think we can continue to have unlimited liability for ev-
erything that happens. Somebody could fall coming is here, and
what is a broken leg worth? Is it worth $4 or $5 minim!? Is it worth
$4,000 or 5,000?

Until we determine that as a society, either through the laws or
some other way, I do not think we are ever going to solve this
thing. Essentially, an insurance is not going to insure if they do not
know what the parameters are.

You cannot blame them for that. They are a business. On the
other hand, you certainly have to realizesomebody, I think Mr.
Rowland mentionedI was at a testimony last Monday on toxic
waste and it was the same thing.

The companies involved with toxic waste cannot get insurance
either. It is the same thing. It is a societal thing, I think, that goes
beyond this. I would just like to conclude with one question or com-
ment. At least two of you, regarding insurance, testified that youfelt that it should beI believe you said it should beaffordable
and available for day care providers. So, I would suggest that the
two of you that said that get together with the folks that are going
to be cut-off from their insurance before you leave the room and
give them some short-term help while we try to deal with the long-
term problem. Thank you.

Chairman MILLER. Mr. Chastain, you indicated you thought the
insurance providers may be sorting out the risks for child care. Yet
the first panel and Mr. Silverman seemed to indicate that the with-
drawal from this field is based more on a sense of panic.

It seems more like a general retreat than a sorting out of the
risks. Do you have any statistical evidence or any evidence from
the insurance companies that suggest that there is a careful sort-
ing out of benefits and risks?

Mr. CHASTAIN. No, we have heard some comments about that.
Someone commented that Aetna is still in the business, and we
have heard from both the other two speakers that they have a
market. I think that would be a question worth checking into. To
see whether the testimony we got today from some people is uni-
versal or whether there are markets. I do not know the answer to
that question.

Chairman MILLER. My understanding, from watching TV ads, is
that when an insurance company finds that one of their insured is
in trouble, an agent comes in and says, "you better put a rubber
stopper on that door so somebody does not hit their head and you
better guard that machine and you better make these improve-
ments and we will continue to underwrite you and that will lead to
fewer losses being incurred," and that it is in the interest of the
insured and the insurer to go through this process.

What we have here is a notice of cancellationof immediate can-
cellation.
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Now maybe there was a sorting out what went on for the past
year and this decision was made in a very rational yet undisclosed
fashion. But for the moment we do not have any differentiation
being made between licensed, unlicensed, family day care, center
day care, YMCA-provided day care, church day care, private or
nonprofit, government runwe do not seem to have any of those
kinds of processes you would think somebody would go through
before they decided a risk was assumable or not assumable.

It appears that an entire class has simply been thrown out and
the only question asked was, When was the policy up for renewal?

You seem to back that up, Mr. Silverman. That from your expe-
rience in providing substantial coverage to a large number of
people in child care, this a wholesale retreat, rather than a careful
sorting out of assumable risks.

Mr. SILVERMAN. The definitions--
Chairman MILLER. You do not have to accept my conclusions, but

this discussion has left me a little bewildered. To suggest that there
is an insurance cycle that the industry goes through is one thing,
but to suggest that results in a careful sorting out is misleading. It
is more like an undifferential reaction.

Mr. SILVERMAN. I think that you can draw a fair conclusion from
that, yes.

Chairman MILLER. Well, it is a disturbing situation.
Mr. CHASTAIN. I understand that Mr. Miller and I understand

the frustration.
Chairman MILLER. Congressman Smith?
Mr. SMITH. Just one quick follow-up question for the providers.

In your conv°rsations with the insurance companies, did they give
you any hope, for example, if you were to offer some way of tight-
ening up your interview processI assume they are afraid of child
abusers and that sort of things, but were there any parameters
given there, that if you give us a ackground investigation on all of
your people, this sort of thing? Just for curiosity.

Ms. CHESSNOE. Day care providers have been encouraged to join
up with an association and we feel that by saying that, they are
saying that an association would provide them with certain bene-
fits. They are looking at the association, for example, as a network
which would give support to the various providers in various areas.
That is, support and just coping with their job is one and by relat-
ing to others, be able to do a better job.

We also have meeting in which various issues that have to do
with day care are addressed and these would be concern with vari-
ous problems so this is of benefit.

We also encourage the providers to attend other various kinds of
meetings with the understanding that these have as a basis, educa-
tion, you see and further education of these people. In other words,
these associations are promoting professionalism.

Ms. Yocum. Mr. Smith, may I just say something? I do not think
we have gotten across to the insurance companies even if they
wanted to give us product in January, could not. They did not have
the reserves and they did not have any reinsurance companies.

They could not, even if they wanted to. That is something real
important for you to understand problem. They just do not have
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the reserves and what little they have, they have chosen to put in
safer places.

Chairman MILLER. Let me beg to differ in part with that conclu-
sion, because we have seen in a limited fashion with NAEYC that
the industry suggested that for an association that had some stand-
ards they could write at least partial coverage. That does not sug-
gest there is a wholesale solution to the problem. But somebody
had some reserves to extend some coverage in some instances.

Ms. YOCUM. They did want to improve their risks on that but
that was an isolated case. The 1 to 12 children in a home, there is
absolutely nobody. Nationwide owned Scottsdale insurance and
happened to have $1 billion.

They gave Scottsdale $1 billion. That is the only insurance com-
pany in America without a capacity problem that will underwrite
this risk today.

Mr. SMITH. We have heard testimony that there have not been
huge settlements in this area so why woull they not have reserves?

Ms. Yocum. You are right. It is because, I think we have to help
you understand, their reserves on their entire block of insurance
business is one word. When I referred to setting up our own re-
serves, if we come to you with a group policy and we have our own
reserve, you cannot use our reserve for someone else. We own that.

We own that reserve so if I transfer my group from Aetna to
Hartford and Hartford accepts my risk, they accept my reserve on
my group policy. They cannot use that for automobile dealers.
They have to use itit belongs to my policy number

Mr. SMITH. Where is the money? The settlements have been
minimal by testimony previously, and you have been insuring so
where are your reserves?

Ms. Yocum. OK, they have been insuring these people on a loss
basis, not a group basis. There is a big difference in a group policy
that you own and we will call that a retention factor, so that the
providers that pay the premium would also share in the profits
with the insurance company and Ithe way you set up a policy
and it is different than a general underwriting of insurance.

Mr. SILVERMAN. I think that one of things that we are confusing
is the word, reserves with surplus. Reserves are set aside by insur-
ance companies to pay claims. Surplus is what they use to write
the insurance business with.

Unfortunately, I have to disagree with my distinguished col-
league over here. I think that the surplus capacity is there for
single insurance companies or many insurance companies to write
the risk at hand.

Mr. CHASTAIN. I agree with that. The figures that you have there
show, for example, by this surplus, the surplus figures have been
going down over the last few years. In 1983 they were down to 1.66
to 1 and in the industry it is generally considered safe to be writing
two to one or even three to one so there is excess capacity, general-
ly, in the business.

Mr. COATS. Well, there is always capacity at a certain premium I
would assume. The question is more, "Why are they bailing out of
the business altogether?" Either they feel day care providers
cannot pay the freight on the kind of premium they feel they
would need to provide, or they just fear tnat something is boiling
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out there. They are not sure what; and, all of a sudden, there are
going to be lawsuits all over the country. The McMartin case is the
tip of the iceberg. All of a sudden, we are going to be flooded with
liability claims on problems in day care centers.

I guess the conclusion is that we have to get the insurance com-
panies up here to tell us why they are making the decisions they
are making and what is motivating them to do so.

Mr. CHASTAIN. I would like to make one other observation if I
may. The people who would like to see the situation stay the
samenot to have any more premiums and to continue to have
their coverageit seems to me are assuming one of two things.
Either the insurance companies that feel this is bad business are
incorrect. They are over-reserving, and the time is going to prove
that they do not need that much money. This happened in the
medical malpractice business. The doctors went out and set up
their own companies, and now they are finding that maybe there
was something to the long tail after all because the companies that
were set up were in trouble. I world want to check carefully to see
whether the insurance companies were correct in assuming that
the reserves they are setting up are accurate. If you assume that
they are accurate in the rate, and you still want to maintain the
rate at the same level, then what these people are saying is what
they want a subsidy from somewhere.

The subsidy can come from a lot of different places. It can come
from the other policy holders or it can come from the stockholders
or it can come, as has been suggested here, by direct Government
infusion of funds. It can come from some place.

I am not at all against a little Karen going to day care school. I
think she should. The problem is that insurance companies are a
bad way to provide a subsidy, to shift income from one group to
another. There are a lot more efficient ways to do that than at-
tempting to shift income through the insurance mechanism.

Chairman MILLER. I think Congressman Coats is saying what
may be the second question. The first question is why the with-
drawal from the field.

There is an assumption that the marketplace would provide this
coverage at a certain premium. The question then may be whether
or not people can afford that, and you may have to deal with that
issue. But that is not what a lot of these providers are being told.
They are told that coverage is not available at any premium.

That is a different issue. We have to cover that one first. Then
the question of what the market rate is, and whether it is afford-
able may have to be attended to. But the first question is the more
troublesome one. How was the decision arrived at to discontinue
the coverage on a wholesale and nationwide basis?

Well thank you very much for your time, testimony, and exper-
tise. Thank you to the members of the committeee for participating
in this morning's hearing.

It is the expectation of the chairman of the committee, and I
think the members of the committee, that we will have an opportu-
nity to have the insurance industry come before the committee and
help us to resolve this issue. Thank you.

[Whereupon, at 12:30 p.m., the hearing was adjourned.]
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CHILD CARE: THE EMERGING INSURANCE
CRISIS

TUESDAY, JULY 30, 1985

HOUSE OF REPRESENTATIVES,
SELECT COMMITTEE ON CHILDREN, YOUTH, AND FAMILIES,

Washington, DC.
The select committee met, pursuant to notice, at 10:15 a.m., in

room 2212, Rayburn House Office Building, Hon. George Miller
(chairman) presiding.

Members present: Representatives Miller, Lehman, Monson,
Coats, Johnson, Sikorski, Boggs, Rowland, Wolf, Weiss, Wh at, and
Boxer.

Staff present: Ann Rosewater, deputy staff director; Jill Kagan,
professional staff; Carol Statuto, minority professional staff; Maur-
een Mingey, minority staff assistant; and Joan Godley, committee
clerk.

Chairman MILLER. The select committee will come to order for
purposes of continuing our hearings on day care liability insurance
and the problems presented to the child care industry and to those
of us in policymaking positions by the withdrawal and termination
of these policies.

At this time, I'd like to recognize Congressman Coats for any
statement that he may have.

Mr. COATS. Thank you, Mr. Chairman. I'm pleased that we could
have this followup hearing to our earlier hearing, at which we
heard some disturbing testimony. The bottom line was that the day
care centers are either having considerable difficulty or finding it
an impossibility to obtain insurance coverage.

There were a lot of questions raised at that first hearing that
were left unanswered. I think the purpose of the hearing today is
to ascertain some of the answers to those questions. Do we, in fact,
have a crisis? What is the extent of the crisis in terms of insurance
for day care centers? Is it true, as some witnesses said, that no in-
surance is available at any cost; and, if that's the case, why is that
the cz.se?

What factors have contributed to the decisions made by insur-
ance companies to not underwrite this form of risk? On the other
hand, some indicated that, yes, insurance is available but that pre-
miums have skyrocketed. If that is true, we need to ascertain the
causes. Why have they skyrocketed? What has been the factual
basis for the determination that premiums need to rise as they
have? What is the perception in the insurance industry, what is
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the reality in the insurance industry of the risk of insuring child
care?

These are all, and only some, of the questions that I think arebegging for answers. We hope that the witnesses that are here
before us today can supply this information, so that we can go for-
ward and make a correct assessment of this situation.

So I commend you, Mr. Chairman, for moving so expeditiously onthis subject, and I look forward to the testimony that we are aboutto receive.
Chairman MILLER. Thank you very much, and I want to thank

you for your involvement and your support for these hearings. Ithink you are quite correct: we have got to determine, almost on an
immediate basis, the extent of this crisis, which sections of the in-
dustry are being effected, and whether or not we can expect, as
people have suggested, that this crisis will grow much greater as
the school year begins in September.

And I think it's very important that we understand, again, the
policy impact. If in fact it can be proven that it was a wise decision
by the insurance industry to cancel or to raise the premiums, or
not to provide renewal, we must then understand what that meansfor the child care industry. We cannot leave them in that breach.
There must be a positive change, because providers cannot offerthe kind of child care that all of us would want for our children in
uninsured facilities and with people who do not carry liability in-
surance.

So, even if, and I'm a little skeptical that it can be proven at this
time, even if this was a wise decision by the industry, it's an unac-ceptable result for this industry, and unfortunately those who
would be required to respond are going to be government entities,
either at the State level or at the Federal level.

So, let us proceed here.
Our first witness will be the Hon. Edward Muhl, who is the in-

surance commissioner for the State of Maryland, and he will be
testifying on behalf of the National Association of Insurance Com-
missioners.

Mr. Muhl, welcome to the committee. I understand that you have
some scheduling problems, and I apologize for the lateness of the
starting time of this hearing. We had a Democratic caucus, and asI said to Congressman Coats, I'm now convinced that Will Rogerswas right. I belong to no organized party, I'm a Democrat.

But we're sorting things out, slowly. But thank you very much
for your willingness to testify.

[Opening statement of Chairman George Miller follows:]
OPENING STATEMENT OF HON. GEORGE MILLER,A REPRESENTATIVE IN CONGRESS FROM

THE STATE OF CALIFORNIA, CHAIRMAN, SELECT COMMITTEE ON CHILDREN, YOUTH,
AND FAMILIES, JULY 30, 1985

Today's hearing continues our investigation into the insurance problems of childcare providers.
Two weeks ago, at our first hearing, chile. cart 'roviders and insurance agents

provided a disturbing picture of the nature and extent of the problems they face.
With little or no advance warning, family day care homes and child care centersacross the nation have experienced mid-term cancellation,-, aonrenewals, dramaticrate hikes, and severely restricted coverage.
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Tocia, we will hear from representatives of the insurance industry. We are very
interesi Al in hearing their position, and reviewing their plans for providing cover-age of child care programs in the future.

Our goal is to find a speedy resolution to this problem. Child care programs mustbe able to operate without interruption.
Loss of this essential service jeopardizes millions of American families in all our

communities. This is a serious concern for members of Congress, as well as for pol-icymakers at the state and local level.
Whatever factors may have led insurers to retreat from providing liability cover-

age, failure to provide adequate and affordable coverage for child care is untenable.
I look forward to the testimony we will receive today, and the opportunity to workclosely with both the insurance industry and child care providers to develop atimely solution to this problem.

STATEMENT OF EDWARD J. MUHL, INSURANCE COMMISSIONER,
STATE OF MARYLAND, ON BEHALF OF THE NATIONAL ASSO-
CIATION OF INSURANCE COMMISSIONERS

Mr. MUHL. Thank you, Mr. Chairman. On behalf of the NAIC,
who I represent as well, in addition to being the insurance commis-
sioner for the State of Maryland, I very much appreciate the oppor-
tunity to appear before you and to offer some thoughts, concerns,
and hopefully some directions.

I have submitted briefly some written testimony that hopefully
you have before you. I'll just talk around that particular piece of
testimony, and just give you an idea, if you will, where the day
care industry is in relation to the whole of the business of insur-
ance. There nave been some massive problems, Mr. Chairman, for
the insurance industry over the past couple of years.

They are pretty much at the end of a down cycle a cycle that has
been a little more unusual than the norm of the cycles that have
occurred in the pas:... It's rather severe. I know, since the beginning
of the year, I have signed in Maryland, alone, 20 impaired or insol-
vency notices of insurance companies that no longer are allowed to
write the business of insurance, and most of them have in fact gone
out of the business of insurance, and been declared insolvent.

Now, there are a lot of reasons for this down cycle, but I suggest
to you that the day care industry is sort of caught up in the total of
this down cycle as are most of the commercial lines. So we have
not only the day care folks, but we have long haul truckers, the
nurse midwives, municipalities, counties, the list just goes on and
on.

Nov, with that, the insurance industry has in fact lost a tremen-
dous amount of money. They have gained some through investment
income but that's nut true for all of the companies. A lot of individ-
ual companies have taken a severe beating. As a result of this, the
capacity to insure has dwindled. Now, again, I suggest to you that
this is individual companies .hat are making these decisions, and
not the industry as a whole.

With the capacity crunch or, if you will, the shortfall capacity,
which not only affects a lot of the American companies but has
also branched out into the reinsurance facilities, such as Lloyds of
London, and others, now with that, we understand there's going to
be approximately a $67 billion shortfall in oapacity for the remain-
der of this year on into 1986.

That means that there's going to be about $67 billion worth of
insurance net being sold for the remainder of this year into 1986,
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that was sold previously, in 1984 and previous years. Now, the com-
panies are having to make decisions on an individual basis. Where
to they place the remaining capacity. Do they put it in lines that
are more at risk and with the uncertainty that's involved with the
higher risk lines, or do they place it in the more traditional risk
lines where they've been known to make a profit, particularly at
less risk over the years.

And those decisions are being made to place it in less at risk
lines, and the more traditional lines. Now, that has caused the
crunch, if you will, or the capacity shortfall for a lot of the com-
mercial lines of business. Now, with reference to the day care. I
think, and very unfortunately so, that the day care industry has
been deemed or termed by a lot of the individual insurance compa-
nies as being higher risk.

A lot of this has come as a result of a lot of the national publicity
that has been associated with sexual abuse and child abuse. Unfor-
tunately, as I say, the whole of that industry has been tarred with
that wide brush, where in fact, it's only been a really small minori-
ty of the day care facilities that have participated in such abuse.
The whole of the industry is being tarred with that brush.

I think the insurance industry is looking at this point and sug-
gesting it's a matter of time before the hammer falls and the law
suits come in with any degree of frequency for they are going to
have to then expend a large amount of funds for defense of some of
these day care facilities.

Now, as to the reality of the situation, the answer very simply is
that we have not seen, through the NAIC, or myself, as an individ-
ual Commissioner, a large number, if any at all, of actual cases of
child abuse where there was an actual action brought against the
day care facility. I think it's more of an insurance hysteria than it
is anything else, more or less, if you will, the industry anticipating
that that's what's going to happen in the very near future.

So with the capacity crunch, the capacity shortfall, there is this
thought of the industry to place their business in less at risk lines,
and not to take the chance. And again, I suggest to you, there's
going to be a tremendous amount of insurance not being sold this
year. But I say, it's affecting not only the U.S. companies, but it's
really international in scope. And it's not just Maryland or any of
the individual States.

There are several things that the National Association of Insur-
ance Commissioners have been doing, as well as the individual in-
surance commissioners. One of the things that we're trying to do is
establish a dialog with the industry as a whole, with the several
individual companies that are still writing this business, and those
that have elected to get out of that line of business, to discuss with
them, or to open this dialog suggesting to them that it's a good idea
to really sit down and look at the actual realities and the facts of
this.

Again, we're talking not an industrywide problem for the day
care but we're talking about a minority of the day care facilities
participating in abuse. If we can separate those issuesand I think
we canand suggest to the insurance industry that these people
are insurable, there are other aspects of need for insurance that
these people have, general liability aspects. I don't think any insur-
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ance company ought to pay for any facility that participates inabuse of the children.
So we're talking to the insurance industry about making various

exclusions in their policy to exclude that aspect out of the policy,
which I think would also increase the availability and not put the
insurance companies, individually, at a tremendous exposure of
risk, and accomplish the goal for everybody.

I had my staff; as late as of this morning, to review 28 companies
that we have licensed in Maryland, who are in the business of sell-
ing insurance to the day care facilities, and I'll just give you these
numbers as they were given to me this morning. There were 28
companies that were surveyed. Fifteen are no longer writing day
care facilities. They have withdrawn totally from those lines ofbusiness.

Thirteen are continuing to write. Out of that 13and I'm going
to break this down-6 are renewing existing policies. They are only
renewing, they are not taking on new business. Two of those com-
panies are continuing to write group only.

Two other companies are continuing to write church affiliated
day care facilities, only. And three companies are continuing to
write with absolutely no restrictions. Now most, if not all, at this
point have gone to an exclusion with reference to the sexual abuse
or the child abuse situation and probably all of them will beforemuch more time expires.

Now I suggest to you that there is a market. One of the things
that we have done in Maryland, we we're going to convey this on,
hopefully through the National Association of Insurance Commis-
sioners for use through all the State jurisdictions, is a market as-sistance program, to attempt to match up the existing capacity
with those companies that are out there still writing with those in-
dividuals or groups still in need of the insurance.

Now, we created this market assistance program in Maryland,
and we were successful in obtaining the necessary insurance forthe nurse midwives, some of the asbestos abatement contractors
who could not get insurance, and we hope to expand this into all of
the commercial lines to use our facilities, each of the State facili-
ties, to find out where the capacity remains, and to help those
people get insurance.

So there are a lot of efforts and I think we are successful, in
most instances, in matching if you will the capacity with the indi-
vidual that has the need or the group that has the need.

Now, one last thing, Mr. Chairman, if I may. There was one com-
pany, it was a California-based company, that wrote the bulk of our
group day care facilities in Maryland, who was having some finan-
cial difficulties and at midterm, canceled the policies of 240, I think
it was 242 of the group centers in Maryland.

I have recently issued an order after looking at the solvency as-pects of the company issuing the order that this company has to
remain on the policy and cannot midterm cancel nor can that com-
pany midterm policy increase or rate increase. So we, at least on a
short-term basis, solved a great deal of the problems that we arefacing in Maryland, and we are still seeking the longer term solu-
tions and I think we can find that through the efforts of all the
individual Insurance Commissioners and through NAIC.
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Now, Mr. Chairman, you have, in your kind invitation for me to
appear, submitted several questions. I'll be more than pleased to
answer these individually, or hopefully I've just touched on a few
of them, but if you have any other specific questions, I'll be mere
than pleased to offer any comment on them.

[Prepared statement of Edward Muhl follows:]

PREPARED STATEMENT OF EDWARD J. Mum, COMMISSIONER OF INSURANCE, FOR THE
STATE OF MARYLAND

My name is Edward J. Muhl, Commissioner of Insurance for the S te of Mary-
land. I am here representing the National Association of Insurance Gimmissioners
as Chairman of the Commercial LinesProperty and Casualty Insurance (D) Com-
mittee.

On behalf of the NAIC, I extend our appreciation to the Chairman and members
of the committee for extending an invitation for us to appear and offer comment
concerning the availability of insurance for child care centers and others in the
child care industry.

In order to more fully explain the difficulties now being experienced by the day
care facilities, it would be appropriate, in my opinion, to brief you on the history
and the problems that are being experienced by the insurance industry as a whole
during this period of uncertainty and troubled times. I will also attempt to indicate
the efforts that are being made by the various insurance commissioners as well as
the National Association of Insurance Commissioners in seeking a resolution to the
problems that face the day care industry.

The business of insurance has traditionally been cyclical which usually results in
negative underwriting at the low end of any given cycle. The present cycle is much
different than the norm and much more severe. What began as a traditional cycle
in 1980 has turned into a disastrous five-year period due in part to the combining of
several forces not necessarily present in previous cycles. One of the uniquenesses of
this cycle is that it is international in scope and not just confined to the United
States companies. The reinsurance market has been affected by the adverse loss ex-
perience and low premiums captured. This is the first time, to my knowledge, that
the reinsurance facilities have sustained a continued loss as a whole.

The financial solvency of many of the United States companies is at question and,
therefore, is being closely monitored by the National Association of Insurance Com-
missioners as well as by the individual state jurisdictions. There are many reasons
for the financial crisis which I will note briefly for your information. Simply stated,
there are several factors not within the control of the companies that range from
high interest rates, excess capacity, to the status of world economies, to the entitle-
ment attitude reflected through our tort system and so forth. There are several con-
trolled factors, one of which, again simply stated, reflected an unprecedented indus-
try wide participation in what is known as cashflow underwriting. Good sound tradi-
tional underwriting practices in properly pricing a particular risk were cast to the
wind in order to capture market share. This, in turn, allowed the companies to
invest the low premium dollars for high yields during this period of record high in-
terest rates. The cycle is ending, interest rates are down, and the losses are mount-
ing which, in turn, are exceeding the premium levels charged by many of the com-
panies. Not all companies participated in such practices, but a fair majority did thus
aiding in the severity of the crisis that faces the industry as a whole.

The financial crisis experienced by both the U.S. market as well as the reinsur-
ance facilities, has resulted in a capacity shortfall of unprecedented proportions. It
is estimated that approximately $67 billion of capacity will not be available for the
remainder of 1985 on in to 1986.

Due to the financial concerns of many companies and the partial withdrawal of
the reinsurance facilities, the U.S. market does not have the capacity to fill the in-
surance needs of everyone as they did in 1984 and previous years. The insurers are
having to decide whether to place their remaining capacity in more at-risk lines or
to place it in more traditional lines where they have been known to make a reason-
able profit at less risk. The logic and reason behind withdrawal from the higher risk
lines is due, in part, to the inability of the insurance companies to determine the
potential costs of a risk for certain lines. For example, asbestos abatement contrac-
tors are having a tremendous difficulty in obtaining the necessary insurance in re-
moving asbestos from public buildings and schools in various jurisdictions. Asbestos
related illnesses have an extremely long latency period and may not be discovered
for periods exceeding 20 to 30 years. It is difficult, if not impossible, to project with
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any degree of accuracy the costs that will be incurred for both the defense as well aspotential liability payments 20 to 30 years into the future.
The financial crisis as well as the capacity shortfall has forced the companies to

place their remaining capacity in less at-risk lines thus exacerbating the availabilityproblems for the commercial lines. Day care facilities are not the only ones affected
by this capacity shortfall in that we have a growing list which includes nurse mid-
wives, obstetacians, neurosurgeons, municipalities and counties, long-haul truckers,
facilities dealing with hazardous waste, dram shops, certified public accountants, ar-chitects and engineers, lawyers, rental car companies and so on.

The day care facilities have been caught up in this availability crunch and are
being deemed higher risk, not necessarily based on a claims experience but due
more to an insurance hysteria because of the adverse national publicity associatedwith child abuse situations. This is unfortunate in that the great majority of day
care facilities are of excellent quality, very caring and devoted facilities who per-form a needed and beneficial assistance to the many parents and children they
serve. Unfortunately, the whole of the day care industry is being tarred with thesame wide brush as those few centers that have actually participated in abuse oftheir children. The insurance industry has indicated in specific conversation with
me that they feel it is a matter of time before the lawsuits come forth and this be-comes a very volatile and explosive situation with the potential of costly defenseand liability payments.

The National Association of Insurance Commissioners along with individual state
jurisdictions are dealing with this crisis from several fronts.

Specifically, it is important to create an open dialogue with those insurance com-paaies that arc underwriting the day care facilities and attempt to separate the
issues of child abuse from the normal liability aspects of this industry. Again, I sug-gest, we are not dealing with an industry-wide problem but a scattered instance of
child abuse that has been blown out of proportion by the national media. We will
hopefully be in .1 position of convincing those specific companies of the merits andnecessity of continuing the needed coverages for the bulk of this industry.

In addition, it seems that policy provisions can be amended to exclude certain cov-
erages if a particular day care facility is found to have participated in abuse of chil-dren. Insurance should not be available to those facilities involved in child abuse,and the insurance companies exposure should and can be limited in this area. Spe-cific policy exclusions for child abuse will help restore the availability of liability
coverages needed for the bulk of this industry to continue their programs. This willremain true as long as there is no judicial determinationmade to broaden the cover-
ages not previously designed to cover certain excluded items.

Some of the state jurisdictions are individually expiring the feasibility of creat-ing joint underwriting associations (JUA) to force the surance industry licensed inthose jurisdictions to write certain of these lines of coverages. JUA's historically
have been noncompetitive arenas that solve the availability problem on a short-term basis but cause additional problems in seeking longer term solutions.The NAIC and the individual commissioners have an expressed concern and inter-est to determine the appropriate solutions' on a state-by-state basis. It is our intentto ne part of the solution, and we will work toward the end as swiftly as possible.We sincerely appreciate the opportunity to express these brief remarks and will
stand available to respond to this committee with additional information and addi-tional answers to questions that you might have.

Chairman MILLER. I think, given your time constraints, it may bebetter if we allow you to respond to these questions in writing, sothat we can have time for other members of the Committee toquestion you.
Mr. Mum. Very good. I appreciate that. I suggest to you, as well,rot only will I respcad to the individual questions, we are putting

together an actual list of names of the companies that are still
writing this business. We will be more than pleased to submit that
to you and the committee and also to make that available to any ofthe day care facilities, not only in my State, but in any other juris-
diction for their use and information.

[The information follows:]
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STATE OF MARYLAND,
DEPARTMENT OF LICENSING AND REGULATION, INSURANCE DIVISION,

Baltimore, MD, August 23, 1985.
Hon. GEORGE MILLER,
Chairman, Select Committee on Children, Youth, and Families, House Office Build-

ing Annex 2, Washington, DC
DEAR CHAIRMAN MILLER: I am returning the edited transcript of the hearing.
On behalf of the National Association of Insurance Commissioners and myself

personally, I extend our thanks to you and your Committee in extending the invita-
tion to appear and offer comment as to the day care facilities insurance situation.

You will find attached a brief listing also of those companies who are writing day
care facilities insurance in Maryland.

With kindest regards,
Sincerely,

Attachment.,

EDWARD J. MUHL,
Insurance Commissioner.

Current Survey of Major Underwriters Indicates the Following Insurance Compa-
nies and Brokers are Offering Liability Coverage for Day Care Centers:

FIREMAN'S FUND-(321-4700)

Property and Liability coverage for those affiliated with churches and schools; 5
covered now; not offering new business.

THE HARTFORD- (821-6000)

Renewing existing coverages. No new business.

U.S.F.&G.-(547-3712)

Not cancelling. No abuse exclusion. No new business.

NATIONWIDE-(224-3200, EXT. 310)

Adding abuse exclusion to existing coverages. No new business.

INSURANCE CO OF NORTH AMERICA (CIGNA) -(215) 241 -4000; 685-0300

Commercial package includes personal injury, excludes child abuse and sexual
abuse. Will only insure groups, not private. Individual risk premiums.

TRAVELERS-962-6472

No new business. Renewing o:- non-renewing on an individual basis.

STATE FARM - (309) 766 -2017; 662-5181

None for independent but will cover those affiliated with a church. Renewing old
business. No abuse exclusion yet.

ALLSTATE- (312) 551 -2491

Available

ROYAL INSURANCE .J0.-685-5844

No new business. Renewing existing business with abuse exclusion.

ZURICH- AMERICAN INSURANCE GROUP- (628-6500)

None offered to independents; only covering schools and churches. No abuse ex-
clusion.

JEFFERSON INSURANCE CO. OF NEW YORK - (212)683 -4500

Write mostly independents that are small (less than 25 children) with abuse ex-
clusion.
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ST. PAUL FIRE & MARINE INSURANCE CO.-821-0210

No new business. Non-renewing high risk and small ones. Uses abuse exclusion.

NORTHBROOK PROPERTY & CASUALTY INSURANCE CO.- 964 -1800
Do offer; not actively seeking new business.

Brokers

L.E. HARRIS AGENCY, INC.-547-1552

General Liability, Owners/Landlords/Tenants, incidental malpractice and prod-ucts coverage; exclude sexual abuse. Average $50 per child cost and $500,000 cover-age limit. Coverage through Jefferson of New York and non-admitted companies.

HORAN, GOLDMAN & CO. OF MARYLAND, INC.-596-1115; 997-3845
General Liability only, but could do umbrella. Excludes child abuse. Policy mini-mum premium $500. Cost V^ $35 per child.

TO -, BROOKS & CO.-727-7172

Covers independents and groups through Mount Vernon Fire Insurance Company(a non-admitted company). Includes: Owner/Landlord/Tenant, premises liability,bodily injury, property. Can add miscellaneous professional liability and productscoverage. Covers field trips. Exclusions: sexual abuse, constructural liability, autos,and mobile equipment. $1/2 million and $1 million limits.
(There may be other Insurance Companies and Brokers offering coverage as notall companies authorized to underwrite were surveyed. It should be noted that someof the Companies offer coverage on a limited basis.)

Chairman MILLER. Thank you. I certainly think that will be veryhelpful to people in Maryland and the surrounding areas.Are you suggesting that when the midterm cancellations camethrough from the California company, to the policyholders inMaryland, that it %Ts within your power as insurance commission-er to take certain actions? To condition other business that's beingdone in the State of Maryland to require that those cancellationsnot take place. Is that one of the regulatory powers that you have?Mr. Mum,. On the regulatory powers that I have is with refer-ence to a section referred to as the Unfair Trade Practices Act.Now, I have determined, as a result of a policy decision, midterm
cancellation being an unfair trade practice. And I suggest that aninsurance company has projected for the future what their costswere going to be and have actually entered into a contract witheither an individual or a group.

Chairman MILLER. That was my next question. The underlying
assumption there was that when the policy was written, certain fi-nancial decisions were made within the company to absorb the ex-pected losses at that time out of that policy, and that was theagreement by which the contractual arrangement was entered into.So I think not only does cancellation raise a very serious prob-lem, it also represents the breach of a contractual arrangement,based apparently on a business miscalculation within the industry!Mr. Mum.. That's right. Absolutely right. And if they guessright, they make a profit; if they guess wrong, so be it. But anyrate request cannot make up for past mistakes or past losses; it hasto be prospective only.

So I figure, they have collected the premium; they have made acommitment and if they do not fullfill that commitment, in my es-
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timation, as in the estimation of a lot of my colleagues in various
jurisdictions, that is deemed to be an unfair trade practice.

Chairman MILLER. Do you know if there's movement by other in-
surance commissioners to reverse some of the midterm cancella-
tions in other States?

Mr. Mum.. Yes; as a matter of fact, it's predominant throughout
the various jurisdictions that they are heading in that direction.
Not all States are but the bulk of them are, and I think there's
going to be a move through the National Association of Insurance
Commissioners to make that somewhat of a policy decision for the
individual States to take back with them, and to employ that
method of not allowing midterm cancellations nor midterm premi-
um increases.

Chairman MILLER. Well, I'm delighted to hear that. I can under-
stand an industry that's in trouble. I just went through the long-
shoremen's coverage with the insurance industry and there clearly
we understood that there was a problem, but it was also under-
stood that coverage would be provided. In some cases, States put
together pools to cover that problem, and vie sorted it out.

We changed the policy that included unacceptable liabilities for
the companies under that law. But there was a time to sort it out.
We didn't put people out of business while we decided what we
were going to do, and I think what has hit this committee so hard
and has hit the child care industry so very hard, is the notion that
you simply find in your mailbox a termination of a policy that in
and of itself terminates your business.

We like to think we encourage responsible people to come to the
child care industry, people who responsibly went out and bought
themselves liability insurance to cover themselves and the children
they take care of, and then on a given day they are out of business.

And I think that's what on the face of it is so offensive, and force
us to look for the reasons, whether or not there's evidence to sup-
port the cancellations. Given time, I think we can sort the prob-
lems out. We are used to sorting out the complexities of those
kinds of problems.

So I'm delighted to hear that you and other insurance commis-
sioners are taking steps to buy some time.

Mr. Muhl.. Well, I appreciate your saying that, Mr. Chairman,
myself, as commissioner of Maryland, and I can say this on behalf
of a lot of my colleagues and the National Association, as well, that
we are very concerned about what is happening, not only to the
day care folks, but what's happening in most of the commercial
line. We have every intention to be an intricate part of the solu-
tion. And hopefully, as I say, we can move in that direction at a
very swift pace.

Chairman MILLER. Congressman Coats?
Mr. COATS. Mr. Muhl, thank you for your testimony. I am

pleased that you not only are aware of the problem, but are active-
ly taking steps to deal with it.

One thing that disturbs me a little bit is your testimony regard-
ing insurance company capacity to carry certain lines of insurance.
You've indicated a $67 billion shortfall in capacity. Now that, to
me, suggests that even if yeu are able to accomplish the necessary
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dialog to write exclusions into the policies, that there is still amajor problem existing in terms of providing coverage.
Could you elaborate on this capacity problem and what effect

this might have on the ability to provide particularly renewals orexpanded coverage in late 1985 or 1986 for the day care industry?
Mr. Mum.. You will have, at least from what I've seen, Mr.Coats, the list of those that will testify, some individuals from theindustry who can elaborate on that, as well, but I suggest to youfrom the knowledge I have, yes, there are going to be a lot of

people in various lines that will not be able to buy certain insur-
ance coverage on the short term. Again, this is pretty much of anend of a cycle for the insurance industry, and it will get better.

There are going to be some companies that are going to fall out
of the system, who have guessed wrong on the pricing of their prod-
ucts, and maybe they should fall out of the system. But at somepoint in time, hopefully in the very near future, the capacity is
going to come back; the losses that are being experienced by thevarious companies are going to get back on their feet, if you will,and be able to expand that capacity.

Mr. COATS. Educate me a little bit here. Are you saying that if acertain company has a capacity problem, they are precluded from
writing new insurance because of their reserve situation or what-ever, regardless of what they might establish as a premium or a
contract exclusion to narrow the risk?

Mr. Mum,. Each jurisdiction, specifically say in my case, Mary-land, we require a minimum capital and surplus by law, and werequire adequate reserves to cover any claims or future claim for
that business they already have on the books. Now, if they are ex-periencingI say, if they have guessed wrong on the pricing ofthat productand they've lost moneywe've had several compa-nies domiciled in Maryland that lost some big dollars. One of ourlarger domestics last year had an underwriting loss of over $512million, made up the bulk back in investment income, but still tooka substantial loss. They do not have, as a result of that substantial
loss, the capacity to expand into a new line, and in some instances,
they do not have the capacity to continue certain lines that they'renow insuring.

I suggest to you that there are some alternatives, though, to this.For an example, I've been talking to the Maryland Association ofCounties and Cities; they are having a very very difficult time ob-
taining the necessary insurance. A lot of it is due to, again, beingdeemed high risk by the insurance industry. And in some cases,they are high risk. There are a lot of claims now being able to bebrought against a municipality where at one time, they had a tre-mendous amount of governmental immunity.

That immunity has been eroded through various court decisions,and now you are seeing some of our small towns and cities in
Maryland being sued for trips and falls on the sidewalk and thingsof this sort, they never had that exposure before. So it is very diffi-cult for them to obtain the necessary insurance or, in some cases,to afford the jnsurance.

We have several of our municipalities and entities in Marylandwho, many years ago went off into the direction of being self-in-"ured by having in place a catastrophic cover, a catastrophic insur-
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ance cover. Now, this seems to be a very viable answer to a lot of
our municipalities and small cities in Maryland.

Mr. COATS. Excuse me for interrupting here, but I don't think
the day care industry is going to be able to pool resources or have
access to resources that the municipalities can in order to provide
self insurance.

Mr. Mum.. No; that's true. Now, the point I wanted to get at
though, Mr. Coats, was that even though there's going to be a $67
billion shortfall in oapacity, there are going to be some entities,
such as the municipalities and others, who can find alternative
mechanisms outside of the system of insurance. So it won't be as
critical, if you will, as $67 billion.

That figure, I'm not sure what it would be, 1311 when you take
the entities out of the system that no longer then have the need for
that capacity, the remaining capacity can be used elsewhere.

Now, with reference to the day care folks, we are very concerned;
a lot of my colleagues are not only looking at alternative sources
such as the possibility in some cases, if it's a larger association, in
going self - insured, but looking at joint underwriting associations.
These are ventures by the insurance industry where they would be
in essence, forced, as a prerequisite of licensure in any given juris-
diction, they must accept x number of policies based on their total
policy writings in that jurisdiction.

This is an alternative that we're exploring in Maryland and
again, I suggest to you, that a lot of my colleagues are exploring
the same alternatives in their individual jurisdictions.

So we are looking for the answers and I think we have some of
the answers, but as time goes on, again, the capacity is going to
come back as it has in the past.

Mr. COATS. But for a lot of child care centers, it appears the
bottom line is that if I'm A B C Child Care Center, and I'm opening
up for business here in 3 weeks to correspond with the school
system, and I'm either a new entity or someone who has had their
insurance cancelled or at least not renewed who goes into an insur-
ance company. If I sit down with the company, and say, this is our
experience. These are the statistics. We are willing to accept a
higher premium. We're willing to write exclusions in the contract
for sexual abuse and child abuse. It's very likely that the company
could say, granted we wish we could write you the insurance; but,
because of our loss experience in the past couple of years or our
surplus and assets ratio to claims, we can't write the insurance.

I mean, isn't that the bottom line? Isn't that what a lot of child
care facilities are going to hear?

Mr. MuHL. Yes.
Mr. COATS. And what are we going to say to them? Run the risk?

Or self-insure?
Mr. Mum.. No, that very same question was asked me by some of

the day care facility associations in Maryland and, to me, going
self-insured for that particular group is an unacceptable alterna-
tive. And that's why we have made the policy decisions not to
allow midterm cancellations. That's why we are considering a joint
underwriting association to supply the availability.

We had this similar problem in 1973 and 1974 with the medical
malpractice crunch that hit then. There were no insurance compa-
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vies left in Maryland to insure the doctors for medical malpractice.
And the State legislature created statutorily a private companycalled Medical Mutual Liability Insurance Society whose sole func-tion it was to insure the doctors.

And that was an acceptable alternative for them.
Mr. COATS. Is that under consideration?
Mr. Mum.. It is under consideration. As a matter of fact, again, Isuggest to you going uninsured or self-insured, to me, for the daycare facility, is an unacceptable alternative. And we are exploring

every avenue and every possibility to make sure that they retainthe insurance they need.
Mr. Co :yrs. Are there any State statutes that obligate the day

care centers to notify parents as to their insurability, amount of in-surability, lack of insurability?
Mr. MUHL. Not that I know of.
Mr. Co rs. It is strictly voluntary?
Mr. ROWLAND. Will the gentleman yield?
Mr. COATS. Certainly. I'm way over my time. I'll yield to the gen-tleman.
Mr. ROWLAND. You mentioned the Medical Mutual InsuranceCo., I believe you said that was an acceptable alternative?Is it not true that some of the Mutual Medical Insurance Co.'s

are also experiencing difficulty now?
Mr. Mum.. In most jurisdictions, Mr. Rowland, except for theState of Maryland. We are very pleased and very fortunate that wehave a very solvent Medical Mutual Liability Society that insuresthe doctors.
Mr. RowLANn. But in other areas, they are having some prob-lems?
Mr. MUHL. They are having some extreme difficulties.
Mr. ROWLAND. Just wanted to make that point.
Chairman MILLER. Congresswoman Boggs?
Mrs. BOGGS. Thank you, Mr. Chairman. Thank you for beingwith us. I apologize that I missed most of your testimony. I have aquestion that Dr. Rowland was proposing that came to my mind, aswell. In reading over your letter to the chairman, I notice that the

capacity shortfall has encouraged you to have difficulties with vari-ous kinds of insurance including nurse midwives, obstetricians, andday care centers. Isn't this really a very loaded situation for moth-ers and their children? Day care is probably the most importantsocial and economic measure in our country today.
I can't believe that the insurance industry cannot in somewaydevise the kind of insurance coverage that can provide safe daycare for the children of Americaespecially if the industry ishaving difficulty in providing insurance for the birth of the chil-dren, safe birth of the children, care of their mothers prior to theirbirth.
If indeed the decision of insurance companies not to enter into

some kind of affordable insurance for day care centers is not based
on claim experience, what is it based on?

Mr. MUHL. I suggest to you, as I did indicate earlier, that it's
more of an insurance hysteria than it is a concern about actualclaims or poor claims experience as to child abuse. The industry,for all intents and purposes, is waiting for the hammer to fall on a
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tremendous frequency if you will of lawsuits coming in. Again, be-
cause of this hysteria, because of the capacity snortfall that they
have, and the poor experience that they have sustained over the
past couple of years, 1984 being in essence the worst year ever loss-
wise in the whole history of insurance.

And 1985 beginning to be at least looking that much worse than
1984. There is that hysteria. And they are looking at the possibility
of just everything going a little crazy, with reference to lawsuits
and the massive amount of money it will take to defend these law-
suits. So, they are placing that capacity into more traditional lines,
less at risk lines.

Now, with that, I suggest to you that you are absolutely correct.
There is little or no claims that have been filed on a national scale
with reference to child abuse or sexual abuse of the children. So,
it's again, more hysteria, than it is actual claims experience. Now,
that's where I think that we can have the most inroads. I think the
insurance industry has really missed the boat on this. I think that
they can and should insure the day care facilities because I happen
to agree with you totally. This is a very needed industry. It's a very
caring industry. A good quality industry that supplies a tremen-
dous service to us, as parents, aid to our children.

It is unfortunate that we have a very small number of day care
facilities being involved in this abuse of children, but you look at
the national publicity that has come out as a result of just a very
very few of these centers, a minority of these centers. I didn't real-
ize that there were some small towns in California or Arizona,
never heard of these names. And all of a sudden they're on the na-
tional news and on the front page of my local newspaper in refer-
ence to child abuse.

So, it's this hysteria. I think that the thing that we need to do,
and the steps that the NAIC has taken, to create this dialog with
the insurance industry to try to separate these issues, to show that,
in fact, the claims experience is not there. Particularly, if we can
put certain policy exclusions into the individual policies to make
sure that the insurance companies are not at risk or exposed to
sexual abuse or child abuse claims. But to be there to offer the in-
surance for other necessary liabilities that the day care folks need.

I think that's very important and I think we have made some in-
roads to that extent, and I feel somewhat confident that we can
supply or at least cause the industry to supply the necessary avail-
ability. If not, there are these other alternatives that I was talking
about, such as the JUA's and things of that sort.

Mrs. BOGGS. Thank you.
Chairman MILLER. Congressman Monson?
Mr. MoNsoN. Thank you, Mr. Chairman. If you answered this, I

apologize, but I must have missed it if you did. Did you say that as
far as midterm terminations go, that most states have the same
policies that you have in Maryland?

Mr. Mum.. Most of my counterparts, Mr. Monson, in the other
jurisdictions, have made policy decisions not to allow midterm can-
cellations nor midterm premium increases. Not all jurisdictions
have made that because there are some restrictions in individual
State laws. Some insurance commissioners feel they do not -have
the statutory authority to do that.
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I suggest to you that I do not have in my laws in Maryland, the
insurance laws, specific authority in dealing with midterm cancel-
lations, but I have made the policy decision that this would be anunfair trade practice, and as a result, I will not allow midterm can-cellations nor the midterm premium increases.

Mr. MONSON. What happens at the end of the term? What areyour alternatives at that point, not to renew a policy?
Mr. Mum. That's a difficulty and that's a concern. That's one Ido not have statutory authority to deal with. But by the time weget to that point, I'm very hopeful that we're going to have alonger term solution.
Mr. MoNsoN. And most States are in that?
Mr. Mum.. Most States are in that situation, yes.
Mr. MoilsoN. You indicated that one method of solving a situa-

tion similar to that with medical malpractice was for the state, didthey create this private company, did you say, through legislation?
Mr. Mum. Yes; in the State of Maryland we did createas amatter of fact, we have two entities in Maryland that are some-what unique: the one as a result of the malpractice crisis in 1973-

74', created the Medical Mutual Liability Society to insure the doc-
tors, and that is functioning quite well and it is solvent.

Mr. MONSON. Are the reserves for that funded from State appro-priations?
Mr. Mum. No; it was an assessment, a general assessment of

$300 for the doctors to get started to have the necessary capital,
necessary surplus.

Mr. MONSON. Did that provide enough reserves?
Mr. Mum,. It did. We have another facility that was also statuto-

rily created, it's a little different than the Medical Mutual in that
Medical Mutual is a private company. The State of Maryland has avery unique entity that is a State agency, the State of Maryland is,in fact, in the insurance business, and it's referred to as the Mary-
land Automobile Insurance Fund. And it's a facility of last resortfor automobile coverages for anyone who cannot obtain the neces-sary insurance from the private sector. If they are turned down bythe private sector, they can obtain the insurance through this facil-ity.

And it is somewhat competitive.
Mr. MONSON. Do you see any other options than those two forsituations like we are talking about where insurance is required forthem to be in business but they cannot obtain it through private

companies?
Mr. Mum.. Do I see other alternatives? Well, let me sayMr. MoNsoN. I assume that those two that you've just discussedare two alternatives?
Mr. Mum.. They are two of the several alternatives. I suggest toyou that there are companies in a survey that my staff had con-

ducted this morning and I just got that information over thephone. We surveyed 28 companies: 15 have elected no longer tostay in that line of business to supply insurance to the day carefacilities. There are 13 still writing the business, and out of that 13there are 3 that have no restrictions whatsoever and that are writ-ing anybody in the day care facility or the day care group.

91



88

There are two that only write church-affiliated day care facili-
ties; two others, group only; and six are renewing existing policies
but not taking on new business.

So, there is a capacity out there. One of the other alternatives
was this Market Assistance Program that I've referred to, and that
is an assistance by and through my office in attempting to match
up those day care facilities that are in need of the insurance and
those insurance companies still having the capacity.

Mr. MONSON. Thank you, Mr. Chairman.
CHAIRMAN MILLER. Congressman Rowland? No questions. Con-

gresswoman Johnson?
Mrs. JOHNSON. Yes, I have just a couple of questions. I thank you

for your leadership in your State in this crisis, and I commend you
on defining as an unfair trade practice cancellation of an insurance
policy unexpectedly.

I wonder if in the course of your work, you have also looked at
what's happening to pricing of these policies as well? Have you ad-
dressed the issue of scalping, along with intervening to prevent
cancellations? Have you intervened in any way to also freeze pre-
miums?

One of the things that's happening that is really terribly con-
cerning us is that coverage is being reduced, deductibles are being
included, exclusions are being written in, and premiums are quad-
rupling. I know of one example, a situation in which the coverage
was reduced from $1 million to $300,000; the deductible was in-
creased from 0 to $1,000; the exclusion for sexual abuse was writ-
ten in, and premium went from $1,300 to $5,000.

For a small day care center, this is a catastrophe. To intervene
and say you can't cancel is irrelevant; they can't buy. Have you
done anything to also freeze premiums and prevent what may very
well turn out to be scalping just about as brutal as any we've seen?

Mr. Mum,. Yes we have. We have reviewed that situation, and I
suggest to you that the law that we have in Maryland is very simi-
lar to most of the laws in the various States, that says that rates
cannot be excessive, inadequate nor unfairly discriminatory. And I
suggest to you to into that spectrum the excessive and the inad-
equate, requires very much of a balancing act.

I have not frozen any of the rates for a number of reasons.
Again, as I pointed out, we have an industry that has taken a
severe beating as to losses, a lot of it self-inflicted, I might add, as a
result of participation in cash-flow underwriting, but the fact re-
mains that a lot of these companies have taken a rather severe
loss, to the extent there are a lot of companies that are now on the
NAIC watch list for solvency concerns.

As a matter of fact, there's about 342 companies nationally that
we are looking at whose solvency is at question. Now, with that,
when I suggest to you that our law says the rates cannot be exces-
sive, it also says that they cannot be inadequate. We cannot allow
an insurance company to charge an inadequate rate that's going to
place them in a position of being insolvent in a short period of
time, because that causes them a whole new set of problems with
promises that were given to the policyholder to fulfill that promise
at a given time, if they are not there, they do not exist, then the
promises go unfulfilled.
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Now, my staff does look at the rates and in this particular case,we look at them after they are filed because we have a file and usesystem in Maryland, and they test the data, they look at all thestatistical information, to determine whether or not the rates areexcessive, inadequate or unfairly discriminatory.
Now, a lot of the cost that you see, it's a combination of costs.The initial cost of an insurance policy which would include generalinflation, cost as a result of general claims experiencenot neces-sarily those involved with child abuse, but if there has been an in-crease in general liability claims, trip and fall or injuries to thekids in some fashion, while on

reflected in
or something in thatreorderthen that would be fl in the data that we would ulti-mately approve for an increase in rates.

The big jump though is coming in as a result of the insurance
companies not necessarily having a great deal of capacity on their
own, who have to go out and reinsure. They have to go out and buyinsurance. And one of the largest facilities in the reinsurancemarket would be Lloyds of London. That's probably the bestknown.

Now, Lloydsare
Chairman MILLER. They apparently have got their own troubles.Mr. Mum [continuing]. Lloyds, through various treaties, and insome cases on an individual basis, through facultative reinsurance,is charging exhorbitant premiums to the insurance companies. Andthat is an expense that is passed through to the policyholder ascost for that insurance.
That's something that's not controlled by the individual jurisdic-tions, and I'm not sure if it can be controlled. But we have, I say,in some instances where Lloyds has indicated they are partiallywithdrawing from the American market, because they have takentheir worse beating ever in their whole history, they are suggestingthat now, .1 they're going to remain partially into some lines ofthis business on reinsurance treaties, that they're going to charge xnumber of dollars.
And if the insurance companies want that treaty, they're goingto have to pay the premium.
Mrs. JOHNSON. Could I just interrupt you in the interest of time?I guess, the point of my question was, have you done any analysisof price increases in this market to track whether or not they arebeing influenced by increased costs of reinsurance or some otherdefinable factor? Or whether, in fact, some price increases are in re-sponse to fearI mean it might be well-motivated, but it mightstill be scalping. In other words, if there's not a definable cost in-crease that they're responding to, and there's not a body of knowndata that shows an increase in costs in this line, which to my un-derstanding there isn't and no one's claimed there is, then I thinkwe need to look at premium rises. We need to address those in theshort term as well, in order to provide the timeframe.
And I just wondered if you've looked specifically at changes inpremium c)sts?
Mr. Mum.. My staff has, but for those companies in Maryland,

this is something that is not being done on a large scale, as nation-ally, but it's something that as chairman of the Commercial Lines
Property Casualty D committee of the NAIC, this is something that
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we are going to suggest at the meeting we have upcoming in Syra-
cuse that this be donethe survey be done on a national scale
through the various states.

But I suggest that my staff have reviewed the various filings and
we have again, we take our statutory charge quite seriously, and if
we determine that a rate is excessive, or gouged if you will rate,
that we will discontinue that rate.

Mrs. JOHNSON. One last question. I know that my time is limited
and we have many other panels, but I did want to clarify. In your
testimony, you talk about the possibility of developing exclusions of
separating the issues of child abuse and normal liability aspects.

Do you think that in a sense, defining liability is a better direc-
tion to move in than creating some kind of reinsurance fund or li-
ability pool or assigned risk fund, or whatever?

Mr. Mum,. I think at this point, on a short-term basis, any one
single solution is not going to supply the need or solve the problem
in total. It's going to be a combination of a lot of things.

And again, I suggest to you that is on a short-term basis. I'm
very confident that this is more at this point in time a short-term
problem. I see within hopefully the next year or two, the capacity
returning to normal, and then the nroblem there would be solved.

There are some difficulties, some innet....:at difficulties, and I sug-
gest to you that we were looking at a JUA or a statutorily created
company to take this over and we are very seriously considering
that. If we do that, again, that creates a whole new set of problems
and it's something that we are weighing; something we are looking
at but I tl.ink the problems will be solved, given time.

Mrs. JOHNSON. I would conclude, from that comment, that you
would prefer that you act, rather than us?

Mr. Mum,. Oh, absolutely. [Laughter.]
Chairman MILLER. Congressman Wolf?
Mr. WOLF. I do have a question that I wish to ask. I've read that

the Trial Lawyers Association has said that one of the underlying
problems with professional liability insurance particularly, and
perhaps other kinds of insurance, is that insurance companies are
making tremendous profits. That's one of the problems which was
alluded to by Ms. Johnson about the premiums that companies
charge.

Can you, as an insurance commissioner, comment on that? Do
you have access to information about the amount of reserves that
insurance companies have?

Mr. Mum,. Yes, I do. As a matter of fact, we have each and every
company that is licensed in the State of Maryland under some very
strict reporting requirements, financially, on an annual basis, as
well as, in some instances, on a quarterly basis. I have a team of
financial examiners whose sole purpose in life is to go into an in-
surance company to check for financiai solvency, to look at the in-
vestments, to look at every aspect of the finances of a particular
company.

Each of my colleagues in the various jurisdictions has that same
capability and we are all tied into the National Association of In-
surance Commissioners' early warning information system on the
solvency detection of the various carriers. Yes, we do have access to
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that information; we do make use of it; we do look at the compa-nies.
If you were to separate some of the things that are happening,

let's take investment income, for an example. There is a tremen-dous amount of investment income that the insurance companiesare getting as a result of taking the premium dollar and investingit, and getting that return.
One of the problems that we are faced with is that as a result ofthe high interest rates we had over the past couple years, we hadthe companies participating in this cash-flow underwriting wherethey were going out, and in any opinion, pretty much casting to thewind, good logic, commonsense underwriting, properly pricing theirproduct for what the risk factor would be on those, and going outand grabbing the dollars because the investment return was fantas-tic.
That has come back to eat them alive at this point. Because nowthat the interest rates have fallen, they were getting a nice returnon their money, now the losses are mounting and the losses aregreater than the premiums that are being charged, which reallyeats into the investment income. So the bulk of the industry istaking a loss, even after investment income.
Sure, there are companies making money, and in some cases,when we look at some of the companies, they have some rathersubstantial surpluses. We have one company in the State of Mary-

land, for example, that's valued in excess of $8 billion, but that'sone of the companies that I alluded to that took a rather heavy
beating losswise. They last $512 million this past year, and the in-vestment income did not make up for that. So, when you look atthe actual net value, and the net worth, the company isn't reallyworth all that much.

But they do have sufficient funds to pay claims if they were tocome due, today. So, yes, I guess, in the short, the answer is, we dohave access to the information; there are companies makingmoney; and there are substantial number of companies that arenot making money.
Mr. WOLF. The amount of money they are making is not a prob-lem, then?
Mr. MUHL. No.
Mr. WOLF. Thank you. Thank you, Mr. Chairman.
Chairman MILLER. Thank you, very much. I:. would be helpful ifNAIC could give us a list of States that have taken similar actionwith respect to your own, in terms of forestalling the cancellations.Obviously, the committee is getting an awful lot of calls frompeople about this problem, and I think if the States have gone backand required the righting of this, then people who have had theirpolicies canceled in those States ought to know that they have anopportunity to resubmit that coverage.
Mr. Mum. Be more than pleased to submit that. As a matter offact, I requested this information of the various jurisdictions withinthe past 3 weeks, and they are still coming in. When I complete

that, I would be more than pleased to send it on to you.
Chairman MILLER. You said at one point, in answering Congress-woman Johnson's question, that some of these losses were self-in-flicted due toand then I didn't hear the rest?
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Mr. MUHL. Cash-flow underwriting.
Chairman MILLER. The what?
Mr. MUHL Cash-flow underwriting.
Chairman MILLER. Which was?
Mr. MUHL. This means that instead of properly pricing the prod.

uct, they reduced the price of that product to try to gain t'.-!
market share or to try to get as much business in r 1 they could by
being cheaper than the next guy, taleng the money and investing
it for high yield. It worked well for a couple years, and then the
interest rates dropped and then the floor fell. And now they are
stuck with a lot of business that is underpriced business that they
are not receiving a sufficient amount of premium to cover the cost.

Chairman MILLER. This activity may be completely unrelated to
child care policies, right? They may have done that with respect
to --

Mr. MUHL. I think it was widespread, in just about all the 'ines.
But I suggest to you that maybe that is one of the problems I know
the obstetricians, for an example, in Maryland, and in other juris-
dictions are really concerned about now, their costs. In Maryland,
there's not an availability problem at this point for the obstetri-
cians. They are concerned about the cost.

Now, I think the rates were, in some instances, held artificially
low for the last couple of years. Again, you had this grab for the
policy premium and the policy dollar for the investment purposes,
and the rates were sort of artificially held down.

Chairman MILLER. So the theory was that they could make up
the difference in the real rate and the offered rate by putting the
money to work at high interest returns?

Mr. MUHL. Yes.
Chairman MILLER. So with the speculation over, we're back to

jacking up rates across the board in a number of fields, not just
child care?

Mr. MUHL. And probably the most severe problem I've had in
trying to explain why these rates have gone up has been to my
wife who just paid our insurance bill for our automobile and she
still doesn't believe me. And I tried to give her all the information
and reasons why. But it's difficult for all of us.

But we're getting back to a point, now, Mr. Chairman, where the
prices are coming back to where they probably should be and that's
in some cases, a dramatic increase over the past couple of years. I
guess a lot of us would have been in a better position if it were
given to us in smaller doses instead of larger doses.

But I thank you, Mr. Chairman.
Chairman MILLER. Thank you very much. Your testimony has

been very helpful to us.
Mr. MUHL. Thank you.
Chairman MILLER. The next panel that the committee will hear

from will be made up of Mavis Walters, who is a senior vice presi-
dent of the Insurance Services Office; Frank Neuhauser, Jr., who's
vice president and actuary for AIG Risk Management; and James
Kimble, who is the senior counsel for Federal affairs, the American
Insurance Association. Welcome to the committee and we will hear
from you in the order in which I called your name.
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Your written statement will be included in the record in its en-
tirety, and please feel free to summarize to the extent that you are
comfortable.

Ms. WALTERS. Thank you very much, Mr. Chairman.

STATEMENT OF MAVIS A. WALTERS, SENIOR VICE PRESIDENT,
INSURANCE SERVICES OFFICE

Ms. WALTERS. I am Mavis A. Walters, senior vice president of
ISO. Insurance Services Office is a nonprofit corporation that
makes available rating, statistical, actuarial, policy form and relat-
ed services to any U.S. property casualty insurer. We are not a
trade association, and we do not take positions on legislative activi-
ties. But on occasion, because we are a technical organization, we
do serve as advisers to the industry, and hence, our appearance
today.

We serve our participating insurers in a variety of ways, for 16
lines of insurance, including the personal lines which would in-
clude homeowners and personal auto, and the commercial lines of
insurance about which we've heard a great deal, and I dare say,
we'll hear a great deal more, today.

Our current commercial general liability program includes alot
of sublines, again, some of which we di: cussed this morning. One of
our sublines is owners, landlords and tenants' coverage or common-
ly called OL&T. That is the vehicle that is commonly used to pro-
v".de liability coverage to day care centers.

As a statistical agent, ISO compiles data from the insurers who
file their information with us. We have presented to you, on page 2
of my testimony, the actual experience for this class of business in
our statistical plan that would be class 82115the title of the class
is day nurseries, but this does include the experience for child care
centers. I'm certainly not going to read the table. I'll allow you to
look at it and digest it. Let me see if I can try to explain what some
of those numbers mean, very briefly, and obviously there will prob-
ably be questions, I'll be happy to answer them.

The table shows, for example, that for the first year, the one
which we label policy year ended December 31, 1980. That very last
column, Loss and Loss Adjustment Ratio, as you can see, it's 0.704.
That indicates that just over '70 cents of every dollar of earned pre-
mium for this class of business was needed to cover losses and loss
adjustment expenses.

However, 4 years later, by the end of policy year December 31,
1983, over $1.33 was needed just for losses and loss adjustment ex-
penses for every dollar of premium earned. I should emphasize that
these figures do not include any of the expenses in providing insur-
ance during those years; it only includes the loss adjustment ex-
penses. The general expenses involved in writing a policy, such as
the acquisition costs and general expenses and premium taxes, et
cetera, for this line of insurance, average about 35 to 40 cents on
the dollar.

Clearly, I believe, this table demonstrates that the prices that
were actually charged for this coverage for the most recent 4-year
period have been insufficient to cover even the claims, much less
the cost of doing business. For the total 4-year period, I've summa-
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rized in my notes the total premium collected for all coverage is
about $11.7 million, but the total loss is for $12.2 million.

We had a great deal of discussion this morning about the current
financial condition of the industry and the capacity shortage. Let
me see if I can summarize briefly, in a slightly different fashion,
what it all means. And I think it's terribly important to under-
stand this so that we can put this problem in perspective, and as
Commissioner Muhl discussed this morning, the problems are not
limited to day care facilities.

Since 1980, losses and expenses have exceeded premiums primar-
ily because prices failed to keep pace with loss costs. An unbroken
string of underwriting losses began in 1979 and grew at an average
annual rate of $3 billion through 1983. While the underwriting re-
sults have declined since 1979, the industry's net investment
income has grown continuously. However, the average annual in-
vestment income growth of $1.7 billion did not even come close to
the average growth of $3 billion for underwriting losses from 1979
to 1983.

In this regard, in fact, the commercial line's experience has been
particularly terrible. General liability leads the pack with the high-
est combined ratio of 152. A combined ratio reflects not just the
losses and loss adjustment expenses, but the actual expenses of
doing business as well. A major factor contributing to these misera-
ble underwriting losses and the tightening insurance market, are
the excessive costs of the civil justice system which may also
threaten the industry's ability to accommodate future insurance

Recent court decisions have created new and uncertain liabilities
for commercial line insurers. Another ingredient adding to that
poor financial condition of the industry is the decline in policyhold-
er surplus. If you will, policyholder surplus is the same as net
worth for another corporation. Policyholder surplus is the term we
use in the insurance industry. As a result of operating losses in
1984, industry surplus fell by $2 billion.

I would like to emphasize that this operating loss reflects the net
of all the investment income earned and the underwriting losses.
Underwriting losses were so severe that they gobbled up all of the
investment income earned and produced an operating loss for the
entire industry for 1984.

In late 1984, our organization, ISO, completed a study entitled
"The Coming Capacity Shortage," which in fact Commissioner
Muhl referred to earlier. In that study, we estimated that available
property casualty insurance may fail short of demand by $62 bil-
lion over the next 3 years. I believe Commissioner Muhl misspoke
when he said $67; it's really $62 billion. By the way, I do have
copies of the capacity study which I'd be very happy to leave with
you, Mr. Chairman.

We estimate that 91 percent or $56 billion of that 3-year shortfall
would be in commercial lines. One of the problems adding to the
difficulties, of course, again, as Commissioner Muhl mentioned, is
reinsurers have suffered even more adverse results than the indus-
try as a whole. It was clear to everyone that 1984 industry operat-
ing results are the worst ever and insurers must regain control of
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their basic business. Action must be taken in 1985 to insure return
to profitability in insurance operations.

Significant premium increases are needed, especially for the com-
mercial lines products. These necessary increases will not generate
excessive profits, but will merely hopefully allow return to reasona-
ble profitability after years of substantial underpricing. Earnings
on funds invested in the insurance industry must be improv- to
maintain and attract the capital necessary to provide the cr ty
to meet the insurance demanded by our entire economy.

The gravity of the industry's financial situation and the need to
strengthen loss reserves will exist for several more years, I'm
afraid. Until premium increases begin to restore the industry to fi-
nancial health, the hard market will create, indeed has created, a
whole new set of problems for all of us. Some insurers may not sur-
vive; indeed, some insurers will not survive.

Others with a strong capital base should be able to prosper and
serve a wider market. In preparation for meeting these challenges,
some companies have already increased their capital base through
stock or convertible debt securities offerings, capital markets thus
far have responded positively, in my opinion because they believe
that they are getting in on the ground floor of a recovery, and will
be looking for positive earnings from insurerc

Given 1985's more challenging circumstances, recovery will re-
quire certainly responsible business decisions and the cooperation
of knowledgeable consumers and insightful regulators.

Thank you, Mr. Chairman.
Chairman MILLER. Thank you. Mr. Neuhauser?
[Prepared statement of Mavis Walters follows:]

PREPARED STATEMENT OF MAV1S A. WALTERS, SENIOR VICE PRESIDENT, INSURANCE
SERVICES OFFICE

Insurance Services Office, Inc. (ISO) is a non-profit corporation that makes avail-
able rating, statistical, actuarial, policy form and related services to any U.S. prop-
erty/casualty insurer. ISO is not a trade association and therefore does not routine-
ly represent insurers in legislative forums. However, on occasion, we do serve as
technical advisors to the property/casualty insurance industry and in that capacity
may appear with trade association representatives before legislative bodies.

ISO has no mandatory membership requirements, nor do we have adherence re-
quirements with respect to advisory rates, loss costs, policy forms or programs. In
fact, we actively encourage independent action by participating insurance compa-nies.

We serve participating insurers by gatheri 1g, storing, and disseminating statisti-
cal information to regulators, as required by 'aw, and to insurers for their own use.
We also develop and assist in implementing programs that help define and cover
risk. We promulgate advisory rates or advisor.' prospective loss costs for sixteen
lines of insurance including personal lines (automobile and homeowners) and com-
mercial lines of insurance such as Commercial General Liability (CGL). ISO's cur-
rent CGL program incorporates several sublines of coverage, one of which is known
as Owners, Landlords, and Tenants coverage (OL&T). OL&T is generally the vehicle
used to provide liability coverage to day care centers.

The table below represents the most recent countrywide experience available for
those companies reporting premium and loss data to ISO for advisory ratemaking
purposes. This data is reported in accordance with the requirements of the ISO
Commercial Statistical Report; ,g Plan for the Day Nursery class of business
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COUNTRYWIDE OWNERS, LANDLORDS, AND TENANTS LIABILITY INSURANCE, CLASS 82115-DAY

NURSERIES

Al( Corn PameS ReP3rting to ISO)

Total lands

er4d P'em4rm

Incurrod losses Medal

l'arnefds

Numbs
ratted
clans

Loss and loss
adjustment

rataBasrc lasts bees. Nmits

Batty injury

Dec 31, 1980. $1.785,529 $983,150 $243,127 $30 779 168 0 704

Dec 31, 1981 2.581.645 1,144.240 997,137 44,807 205 .847

Dec 31, 1982 3,321,139 2.041,498 1.340,296 89,347 321 1 045

Dec 31. 1983 3.995,362 2,864,361 2,332,868 119,021 427 1 331

Total 11.683,675 7,033,249 4.913,428 283.954 1.121 1 047

Indtong al boss adjustment expense and developed to an ultimate bass

This table shows that for the policy year ended 12/31/80 just over $.70 of every
dollar of earned premium was needed to cover losses and loss adjustment expense.
However, 4 years lateri.e. for policy year ended 12/31/83 over $1.33 was needed
for losses and loss adjustment expense for each dollar of premium earned. These
loss figures do not include the additional expenses in providing the insurance during
those years. Expenses for general liability policies average about 35 cents out of
every dollar.

In order to put the present day care liability insurance problems into perspective,
it is necessary to understand the overall financial condition of the insurance indus-
try today. Since 1980, losses and expenses have exceeded premiums primarily be-
cause prices failed to keep pace with loss costs and lagged the nation's overall eco-
nomic growth. As a result, an unbroken string of underwriting losses began in 1979
and grew at an average annual rate of $3 billion through 1983.

An even more dramatic increase took place in 1984 when underwritirg losses
jumped $8 billion, reaching $21.3 billion. Losses from underwriting for the six years
1979 through 1984 totalled a staggering $55 billion.

While underwriting results have declined since 1979, the industry's net invest-
ment income has grown continuously. In an attempt to generate cash flow for in-
vestment, insurers competed aggressively for premium dollars, knocking prices
more and more out of line with loss costs. However, the average annual investment
income growth of $1.7 billion did not even come close to the average annual growth
of $3 billion for underwriting losses from 1979 through 1983.

In 1984, the 10% increase in investment income of $1.6 billion was far below the
60% increase of $8 billion in underwriting losses. With investment income lagging
far behind underwriting losses, the industry's pretax operating incomethe combi-
nation of investment income and underwriting resultsplunged to e negative $3.8
billion in 1984.

In this regard, the commercial lines experience has been particula.y terrible.
Four key commercial linesGeneral Liability, Commercial Multi-Per,l, Workers
Compensation and Commercial Automobileare disasters. General Liability leads
the pack with the highest combined ratio of 152.

A major factor contributing to these miserable underwriting losses and the tight-
ening insurance market are the excessive costs of the civil justice system which may
also threaten the industry's ability to accommodate future insurance need.. Recent
court decisions have created new and uncertain liabilities for commercial line insur-
ers Such decisions, in fact, have rewritten terms of policies and altered the obliga-
tions of the insurers to their policyholders. In addition, legislative initiatives that
liberalize the tort liability system have added to insurance costs.

Yet another ingredient adding to the poor financial condition of the insurance in
dustry is the decline in policyholder surplus. Policyholder surplus is the difference
between insurers' assets and liabilities and is a measure of an insurer's capacity to
provide insurance coverage safely. As a result of operating losses in 1984, industry
surplus fell 3% to $63.6 billion. In constant dollars, 1984 surplus was 3% below the
1980 level, which indicates that capacity may not be sufficient to meet the insur-
ance needs of an expanding U.S. economy.

In fact, ISO has recently conducted a study entitled, "The Coming Capacity Short-
age," which projects that the available property/casualty insurance may fall short
of demand by $62 billion over the next three years. This projection is based on a
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fairly stable financial scenario which indicates that the capacity shortfall could be
even more severe if circumstances are less favorable than assumed.

ISO estimates that, under reasonable assumptions, the capacity shortfall would be
$7.2 billion or 5% of the market in 1985, $22.6 billion or 14% of the market in 1986,
and 32.0 billion or 18% of the market in 1987.

Ninety-one percent or $56 billion of the three-year shortfall could be in commer-
cial lines. The commercial lines shortfall would be $7.1 billion or 9% of the commer-
cial lines market this year, $20.6 billion or 22% in 1986, and $28.3 billion or 26% in
1987.

Another element affecting capacity is that, in 1984, reinsurers showed much more
adverse results than the industry as a whole. Reinsurers have tightened their un-
derwriting and the reinsurance-capacity shortfall could be 25% of that potential
market by 1987. The inability of primary insurers to obtain adequate reinsurancewould further restrict their growth.

Due to the uniclue nature of the insurcnce industry's present cycle and the fact
that the industry s current financial situation is much worse than any preceding
cycles, a recovery will take longer, perhaps three years or more. This time, reinsur-
ers have restricted their market and captives and self-insurance mechanisms are
less likely to be effective safety valves. It is also less likely that additional industrial
conglomerates or additional foreign entities will aggressively enter the insurance
business over the next few years. The net result will be that premium-to-surplus
ratios will rise dramatirally, and a substantial capacity/insurance-nvailability prob-lem looms on the horizon.

It is clear that 1984 industry operating results are the worst ever and insurers
must regain control of their basic bueriss. Action must be taken during 1985 to
ensure a return to profitability in insurance operations.

Insurers must develop solid business products, and their prices must correctly re-
flect the costs and expenses for coverages provided. Significant premium increases
are needed, especially for the current commercial lines, products. The public must be
made aware that the necessary increases will not generate excessive profits, but willmerely allow a return to reasonable profitability after years of substantial under-
pricing. Earnings on funds invested in the insurance industry must be improved to
maintain and att-act the capital necessary to provide the capacity to meet the in-
surance demanded by our economy.

The gravity of the industry's financial situation and the need to strengthen loss
reserves will exist for several more years, until premium increases begin to restore
the industry to financial health. The hard market will create a whole new set of
problems, testing all segments of the industry and regulation alike. Some insurers
may not survive. Others, with a strong capital base, should be able to prosper andserve a wider market. In preparation for meeting these challenges, some companies
have already increased their capital base through stock or convertible debt securi-ties offerings. The capital markets have responded positively. Given 1985's more
challenging circumstances, recovery will require responsible business decisions and
the cooperation of knowledgeable consumers and insightful regulators.

STATEMENT OF FRANK NEUHAUSER, JR., VICE PRESIDENT AND
ACTUARY, AIG RISK MANAGEMENT, INC.

Mr. NEUHAUSER. I appreciate the opportunity to testify before
the select committee this morning.

Over the past few months, I have been involved in investigating
the current problem shared by many child care providers in obtain-
ing adequate affordable insurance. Our research has included: the
experience of child care providers as a class; the underwriting cri-
teria employed in underwriting individual child care providers; im-
plications of the massive publicity of abuse incidents on insurance
availability; and possible solutions to the current problem.

Over the past 6 years, the insurance industry has been sub-
merged in the most prolonged unprofitable period in its history.
Limited information is currently available on the experience for
child care providers. The data that is available, however, does not
indicate that child care providers as a class of insurance are any
worse or better than average.
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One particular problem with insurance for child care providers is
that much of the insurance has been written for associations
through managing general agents. Over the past few years, associa-
tions, in general, through leverage, produced from generating large
premiums, have been able to command reduced premiums and less
selective underwriting. Association business, as a result, has been
cited as a major contributor to the failure of specific insurance
companies. Managing general agents who produce most association
business previously enjoyed broad latitude in the authority granted
to them by insurance companies. This authority has been curtailed
or completely eliminated over the past year.

Our researchers determined that the insurance industry relies
heavily on underwriting judgment in evaluating exposure for child
care providers. Included in the criteria, are: whether the child care
provider is licensed; specific licensing standards and the enforce-
ment thereof; child staff ratios; screening process for employees;
physical condition of the facility, whether the facility was original-
ly intended for child care or was converted from some other use;
the transportation of children by the child care provider; food prep-
aration; and available medical facilities.

The variation between one child care provider from another
based upon the aforementioned and possibly additional criteria,
can be extremely significant. As such, adequate selection processes
become a heavy administrative expense for insurance companies.
Considering the low average premiums, at least historically, the re-
lation between administrative expense and collected premium
would appear to be prohibitively high.

The current unprofitability withn the insurance industry has led
to severe shortages for a variety of insurance coverages. The insur-
ance industry as a whole is concentrating on avoiding exposure to
risks which have caused severe losses in the past or have the po-
tential to cause severe losses in the future.

It seems that every week we see headlines detailing cases of
physical or sexual abuse of children in .hild care facilities. The po-
tential for multimillion dollar judgments does exist. To my knowl-
edge, no million dollar award has ever been paid in a child abuse
case. Awards of over $1 million, however, have been paid under lu-
dicrous situations. What would a jury that awarded $1.2 million to
an overweight man who had a heart attack due to the force re-
quired to start a lawnmower, award to a child who has been
scarred for life by intentional malicious abuse?

To a great extent, the problem in obtaining insurance for child
care providers is part of a much greater problem. Many of us be-
lieve we are living under a court system that is completely out of
control. The impact of the current escalation in judgments makes
the underwriting of any liability insurance a risk that is not only
potentially expensive in the current year, but provides a latent ex-
posure for decades to come.

In a sense, child care providers expose an insurance company to
potential losses in the same manner as chemical and pharmaceuti-
cal manufacturers. Decades ago, the insurance industry did not en-
vision the extent of the damage that was being done by asbestos or
DES. As a result of the escalation of awards for damage to people
from numerous casesdrugs, chemicals, medical malpractice, for

102



99

example, insurance companies are reluctant to provide coverage.
As a result of past experience with chemical and pharmaceutical
manufacturers and distributors, these industries have had extreme
difficulty in obtaining coverage.

Again, it must be reiterated, that the insurance industry has
seen its capital base erode over the past number of years. The in-
surance industry capital base or surplus can be equated to supply
in an economic sense. Over the past 12 months, the insurance in-
dustry has seen demand for the first time in years exceed supply.
The supply is being directed toward areas that would appear less
likely to cause severe losses in the future.

The fact that available statistics do not indicate child care pro-
viders to have been in a group with losses of the magnitude of as-
bestos manufacturers or certain pharmaceutical companies, does
not rule out this potential for the future. Similarly, the failure to
identify large child abuse claim payments does not rule out this sit-
uation in the future. Many in the insurance industry expect that
large judgments will be commonplace for child care providers.

Today's tort system not only produces large awards; it encour-
ages them. The other morning while I was riding to work, I saw
next to a bank advertisement a picture of a terrible auto accident
with bold letters, "AN ACCIDENT LIKE THIS SHOULD NEVER
HAPPEN TO YOU. BUT WHO WOULD YOU CALL IF IT DID?"
The law firm of Brae & Rybicki P.C.because you never know
when it could happen to you. I've seen similar advertisements for
malpractice.

Any long-term solution to the problem of obtaining adequate af-
fordable insurance for child care providers requires an effort in a
much broader arena. The primary problem clearly appears to be
the application of our tort system. Unlimited contingent fees, puni-
tive damages, and skyrocketing compensatory awards have not
only affected the insurance product, but our entire economy as
well.

Much has been written about our tort system inhibiting the de-
velopment of new products and drugs. Even more relevant, we
should consider the potential economic impact of inhibiting work-
ing single parents and two-income families from earning a living.

There are potential short term insurance and insurance related
fixes: exclusions for physical and sexual abuse; stricter licensing
and enforcement thereof; lower limits of liability; no-fault benefits
as for workers' compensation; or claims-made policies.

Short-term fixes, however, will not provide us with what many of
us believe to be necessary. Any permanent solution will requirechanges in our tort system.

As quoted in a recent Forbes article, "A World Without Insur-
ance?' "No longer do we have the luxury of pretending the mon-
ster we have created will go away. It won't."

Thank you very much.
Chairman MILLER. Thank you. Mr. Kimble?
[Prepared statement of Frank Neuhauser follows:]

PREPARED STATEMENT OF FRANK NEUHAUSER, JR., M.A.A.A. VICE PRESIDENT AND
ACTUARY, AIG RISK MANAGEMENT, INC.

I appreciate the invitation to testify before the Select Committee this morning.
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Over the past few months, I have been involved in investigating the current prob-
lem shared by many child care providers in obtaining adequate and affordable in-
surance. Our research has included:

(1) The experience of child care providers as a class;
(2) The underwriting criteria employed in underwriting individual child care pro-

viders;
(3) Implications of the massive publicity of abuse incidents on insurance availabil-

ity; and
(4) Possible solutions to the current problem.
Over the past six years the insurance industry has been submerged in the most

prolonged unprofitable period in its history. Limited information is currently avail-
able on the experience for child care providers. The data that is available, however,
does not indicate that child care providers, as a class of insurance, are any better or
worse than average.

One particular problem with insurance for child care providers is that much of
the insurance has been written for associations through managing general agents.
Over the past few years, associations, in general, through leverage produced from
generating large premium, have been able to command reduced premiums and leas
selective underwriting. Association business as a result has been determined to be
more unprofitable than average and has been cited as a major contributor to the
failure of specific insurance companies. Managing general agents, who produce most
association business previously enjoyed broad latitude in the authority granted to
them by insurance companies. This authorit, has been curtailed or eliminated over
the past year.

Our research has determined that the insurance indust:y relies heavily on under-
writing judgement in evaluating exposure for child care providers. Included in the
criteria are:

Whether the chili: care provider is licensed;
The specific licensing standards and enforcement;
Child -staff ratios;
The screening process for employees;
The physical condition of the facility;
Whether the facility was intended originally for child care or was converted from

other use;
The transportation of children by the child care provider;
Food preparation; and
Available medical facilities.
The variation between one child care provider from another based upon the afore-

mentioned and possibly additional criteria can be extremely significant. As such,
adequate selection processes become a heavy administrative expense for insurance
companies. Considering the low average premiums, at least historically, the relation
between administrative expense and collected premium would appear to be prohibi-
tively high.

The current unprofitability within the insurance industry has led to severe short-
ages for a variety of insurance coverages. The insurance industry as a whole is con-
centrating on avoiding exposure to risks which have caused severe losses in the past
or have the potential to cause severe losses in the future.

It Seems that every week we see headlines detailing cases of physical or sexual
abuse of children in child care facilities. The potential for multi-million dollar judg-
ments exists. To my knowledge no million dollar award has ever been paid in a
child abuse case. Awards of over a million dollars, however, have been made under
ludicrous situations. What would a jury that awarded $1.2 million to a overweight
man who had a heart attack due to the force required to start a lawnmower award
to a child who has been scarred for life by intentional malicious abuse?

To a great extent the problem in obtaining insurance for child care providers is
part of a much greater problem. Many of us believe we are living under a tort
system that is completely out of control. The impact of the current escalation in
judgements makes the underwriting of any lialtility insurance a risk that is not only
potentially expensive in the current year but provides a latent exposure for decades
to come.

In a sense, child care providers expose an insurance company to potential losses
in the same manner as chemical and pharmaceutical manufacturers. Decades ago
the insurance industry did not envision the extent of the damage that was being
done by asbestos or DES. As a result of the escalation of awards for damage to
people from numerous casesdrugs, chemicals and medical malpractice, for exam-
pleinsurance companies are reluctant to provide coverage As a result of past ex-
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perience with chemical and pharmaceutical manufacturers and distributors, these
industries have had difficulty in obtaining insurance.

Again, it must be reiterated that the insurance industry has seen its capital base
erode over the past number of years. The insurance industry capital Ease or surplus
can be equated to supply in an economic sense. Over the past twelve mon hs, the
insurance industry has seen demand, for the first time in years, exceed supply. The
supply is being directed toward areas that would appear less likely to cause severelosses in the future.

The fact that available statistics do not indicate child care providers to have been
in a group with losses of the magnitude of asbestos manufacturers or certain phar-
maceutical companies does not rule out this potential for the future. Similarly, the
failure to identify large child abuse claim payments does not rule out this situation
in he future. Many in the insurance industry expect that large judgements will becommonplace for child care providers

Today s tort system na only produces large awards, it encourages them. The
other morning while I was riding to work 1 saw, next to a bank advertisement, a
picture of a terrible auto accident with words in bold letters "AN ACCIDENT LIKE
THIS SHOULD NEVER HAPPEN TO YOU. BUT WHO WOULD YOU CALL IF ITDID?" The law firm of Grae & Rybicki P.C.because you never know when it could
happen to you. I have seen similar advertisements for medical malpractice.

Any long term solution to the problem in obtaining adequate affordable insurance
for child care providers requires an effort in a much broader arena. The mary
problem clearly appears to be the application of our tort system. Unlimited

pri
contin-

gent fees, punitive damages and skyrocketing compensatory awards have not only
affected the insurance product, but our entire economy as well. Much has been writ-
ten about our tort system inhibiting the development of new products and drugs.
Even more relevant; we should consider the potential economic impact of inhibiting
working single parents and two income families from earning a living.

There are potential short term insurance and insurance related fixes:
Exclusions for physical and sexual abuse;
Stricter licensing and enforcement thereof;
Lower limits of liability;
No fault benefits as for workers' compensation; or
Claims-made policies.
Short term fixes, however, will not provide us with what many believe is neces-

sary. Any permanent solution will require significant changes in our tort system. Asquoted in a recent Forbes article, "A world without insurance?" "No longer do we
have the luxury of pretending the monster we have created will go away. It won't".

Thank you.

STATEMENT OF JAMES L. KIMBLE, SENIOR COUNSEL, FEDERAL
AFFAIRS, AMERICAN INSURANCE ASSOCIATION

Mr. KIMBLE. I'm Jim Kimble. I'm senior counsel for the Ameri-
can Insurance Association. The American Insurance Association
represents 177 stock property and casualty insurance companies.

The scenario which presents itself today is one of a market in
transition, not necessarily a market in panic or hysteria. Clearly,
the statistical information provided by the Insurance Services
Office suggests that rate increases are appropriate. They don't sug-
gest, however, that the insurance industry should abandon themarket.

The loss ratios aro very similar to other loss ratios in the general
liability area. Those statistics suggest prudence, not panic.

Indications are that market adjustments are taking place. As
some carriers have left the market, other carriers have either ex-
panded their coverages or have entered the market. For instance,
in California, we know that there was one company which provided
a great deal of the coverage in that State. They were forced to cur-
tail their coverages, and we know of at least three companies in
your home State which have moved into that market. Now, per-
haps, that coverage isn't enough to offset the one company which
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left the market but, hopefully, that sort of market movement by
other insurance companies will accelerate, and any shortfall will
be made up in the near future through these other companies en-
tering the market or expanding the amount of coverage which
they're offering.

What we'd like to suggest to you today is that any approach to
solutions be phased in. Clearly, the first approach which should be
initiated is for this committee and the State insurance commission-
ers to act as facilitators.

I believe there is some degree of misunderstanding between the
two involved or affected industries. My people are, to some extent,
a little confused about the lack of regulation and standards for the
day care industry. We've heard testimony from day care owner/op-
erators suggesting that because they have had no claims, they
don't understand why their premiums are increasing.

That clearly suggests that they don't understand very basic in-
surance principles associated with spread of risk. I would suggest
that this committee act as a facilitator and open a room so that the
two affected industries can sit down together and hopefully create
a better level of understanding.

Also, market assistance programs are being mentioned. That is a
good voluntary, private sector approach to linking up insurers and
insureds. Hopefully that will be enough of a solution. If necessary,
State insurance commissioners and State legislators will go beyond
that. We've had references to joint underwriting associations made
today. That also is a potential solution. Not one that the insurance
industry would look favorably upon, necessarily, but it does clearly
indicate that coverage will be made available.

But I'd like to emphasize that the first step should be voluntary
private sector solutions, an attempt to increase the level of under-
standing between the two industries, and a voluntary effort to link
up policyholders with insurers.

Thank you.
[Prepared statement of James Kimble follows:]

PREPARED STATEMENT OP JAMES KIMBLE, SENIOR COUNSEL, AMERICAN INSURANCE
ASSOCIATION

The American Insurance Association (.CIA) is a trade association which represents
172 property and casualty insurance companies. The member companies of the Asso-
ciation provide a majority of the commercial line insurance coverages written
throughout the United States. Some of AIA's members provide general liability cov-
erage to professional day care centers. Liability insurance is provided to some
family day care homes through the application of the "business pursuits" endorse-
ment which removes the business exclusion from the homeowner's policy.

Professional JaV care centers and family day care homes are currently experienc-
ing a liability insurance availability and affordability problem. To the extent that
state law mandates the acquisition of general liability insurance coverage as a pre-
requisite for doing business, the availability/affordability situation is exacerbated.
Current insurance market conditions for professional day .are centers suggest a
market in transition rather than chaos. The countrywide experience for those com-
panies reporting premium and loss data to the Insurance Services Office, Inc. (ISO)
for advisory ratemaking purposes for day nurseries appears to conform with the
current loss experience for the majority of commercial insurance lines. If expense
factors are built into the loss and loss adjustment data for day care nurseries pro-
vided by ISO, the combined ratio approaches the aggregate general liability com-
bined ratio of' 152. Although these losses clearly indicate the need for increased
rates, they do not suggest that insurers should abandon the market.
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Insurance availability and affordability problems are not confined to the day care
industry. Societal litigiousness and our legal system's movement towards the notion
of absolute entitlement has resulted in availability/affordability problems for com-
mercial automobile insurance, pollution insurance, municipal liability insurance,
and professional liability insurance. Recent publicity associated with sexual and
physical abuse in day care centers and homes may, in the judgment of the insur-
ance industry, result in increased frequency and severity of claims. This increased
publicity, coupled with the possibility of standards of absolute liability being applied
in an area as sensitive as child care, serves to increase the underwriter's caution.

The we akened financial condition of the insurance industry and the increased
demand on insurers' capacity to provide insurance coverage has impacted all lines
of insurance. Since 1980, losses and expenses have exceeded premiums. In 1984, the
property and casualty insurance industry experienced underwriting losses of $21 bil-
lion offset by investment income totalling $17 billion, resulting in a drain on insur-
ance industry surplus of approximately $4 billion. Diminished surplus and the re-
sulting shortfall in the industry's capacity to respond to the increased demands for
insurance will affect the availability and affordability of all commercial lines, in-
cluding general liability for family day care homes and professional day care cen-
ters.

Liability resulting from criminal acts has traditionally been excluded from the
general liability policy. More recently, sexual and physical abuse has also been ex-
cluded from the policy. However, judicial misinterpretations of insurance contracts
have altered the obligations of insurers to their policyholders and have resulted in
liability exposures which were never contemplated by the insurer and for which no
premium was collected. Specific to day care centers, plaintiff attorneys have fin-
essed the criminal and sexual or physical abuse exclusions by claiming negligence in
hiring practices. Judicial interpretations which mbke coverage available through
tortured decisions has further added to the degree of prudence displayed by under-
writers.

An expeditious solution to the current market displacement problem must come
voluntarily from the private sector. Coordination between representatives of the in-
surance industry and family day care homes and professional day care centers is
necessary in order to identify potential insurance markets and policyholder groups.
As insurers restrict their writing for day care centers, others may aggressively enter
the market to replace that coverage. A better mutual understanding of the problems
of the two affected Industries will enhance the process of linking insurers with in-
sureds. This voluntary approach to solving the insurance availability/affordability
problem should be given a chance before state or federal legislators attempt to ad-
dress the problem through legislation.

NcrrE.This statement has neen endorsed by the Alliance of American Insurers.

Chairman MILLER. Thank you very much.
Ms. Walters, let mc. ask you a couple questions with respect to

the table on page 2. In 1980, you had total premiums of 1:7 and in
1983, you had total premiums of 3.9.

Now, let me ask you, that is not for the same number of facilities
nor the same number of children, is that correct?

Ms. WALTERS. That's correct.
Chairman MILLER. I assume that reflects both an increased

number of policies and some policy rate increase?
Ms. WALTERS. That's correct.
Chairman MILLER. During that period of time, you indicate for

the premium dollar earned, 70 cents was the expense paid out? I
maybe phrasing that wrong.

Ms. WALTERS. Loss and loss adjustment expenses. That's what
was paid in claims.

Chairman MILLER. S.1 for every dollar in premium that was
earned, 70 cents was paid out. Now, that 70 cents does not reflect
what I think you referred to before as net operating loss. There is
no investment income included in that. That simply was whether
or not the premium dollar covered the loss?

Ms. WALTERS. Exactly.
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Chairman MILLER. What was the investment income in 1980?
Ms. WALTERS. The investment income is certainly not calculated

by individual class or even by line of insurance but we can give you
figures for investment income in total for all lines of insurance.

Best compiles these figures.
I can certainly tell you that, as I did indicate for the latest yearin 1984, the sum of investment income and underwriting produced

an operating loss.
Chairman MILLER. I understand that. I'm trying to determinewhat's happened in
Ms. WALTERS. If you want to know it I have the figures for in-

vestment income as a percentage of earned premiums starting in1951 through 1984, and the year we're looking at, in 1980, as a per-centage, investment income as a percentage of earned premiums
was almost 12 percent of earned premium in 1980, this is for alllines combined. In 1980 the underwriting loss was 3 percent of
earned premium so that the operating income was 8 percent of
earned premium in 1980.

Chairman MILLER. What I'm trying to determine is how and to
what extent the industry sorts out whose shoulders the burden for
making up the loss will fall. As the previous witness indicated,
some of this loss might be self-inflicted. The problems with Fire-men's Fund are not related to day care coverage. They're related to
massive internal management problems and investment decisions
that had been made, underwriting decisions that had been made. I
think that is why people who haw. never had a loss on their policy
ask, why me?

And I think that when you look it doesn't seem to me that the
shortfall in the industry or the bottom of the cycle as you call it is
going to be made up on the backs of nurse midwives or obstetri-cians, long haul truckers, and day care operators. That's not going
to work. There's not enough premium there if you took every
dollar they had in their pocket.

So how does the industry sort out these decisions? It's suggested
by Mr. Neuhauser that these operators don't look any better or any
worse than other people you insure. Why the cancellations here asopposed to other lines?

Ms. WALTERS. You've asked several questions.
Chairman MILLER. Yes.
MS. WALTERS. Let me see if I can address them in any in the
Chairman MILLER. You know more about your industry than I

do, and I'm trying to figure it out with your help.
MS. WALTERS. I believe Commissioner Muhl made the point that

is terribly important in this line of insurance or in any other line
of insurance to recognize that the history leading up to where weare today results in the fact that the premiums charged in the
marketplace have not been sufficient to keep them current or in
line with loss costs.

Indeed, the first principles of ratemaking are that the premium
should be sufficient to cover all losses and expenses expected to be
incurred under that policy contract. This is how ratemaking formu-
las are constructed. The whatever you want to call itI would not
have used the same terms as Commissioner Muhl but let's say the
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excessive competition of the eighties led insurers to abandon the
discipline of pricing in line with loss costs.

Now, some may see that as an evil; some may see that as a good.
I make no qualitative judgments; the fact is, the prices charged in
the marketplace were inadequate. Insurers made those decisions
because the managements, by in large, of companies believed that
any shortfall, if you will, between premiums and expected incurred
losses, could be made up through investment income because inter-
est rates were running very high.

Chairman MILLER. Is it the expectation of the industry that the
losses that need to be made up are the loss adjustment ratio, or do
we have to make up for bad investment decisions?

Ms. WALTERS. No sir. Not the latter. Most definitely, most defi-
nitely not the latter. Let me see if I can

Chairman K _LER. Then I'd be terribly concerned that you had a
net operating loss of $3 billion?

MS. WALTERS. That was
Chairman MILLER. Because if you'd put aside my 30 cents in

1980, I might be better off in 1983.
Ms. WALTERS. Well, you didn't have 30 cents in 1980, because it

still costs more tothe premiums charged in 1980 were still insuffi-
cient to cover the losses.

Chairman MILLER. But I'm trying to determine the universe of
loss that I'm expected to cover with my premium dollar. It's not
quite clear to me. It's not 70 cents, right? Because then there was
the cost of writing it?

MS. WALTERS. That's correct.
Chairman MILLER. So I've got to take in the overhead.
Ms. WALTERS. So add another 35 cents. Add another 35 cents forthat and you can see, even in 1980, the combined ratio as you

would then call it would have been about 105, if the combined ratio
is 100, then losses and expenses were perfectly in line with loss
costs, the company would receive no profit for writing the business
through the underwriting, but losses and expenses would have
been perfectly in line with loss costs. That's how you read the num-
bers.

Commissioner Muhl made another important point which I'd liketo emphasize.
Chairman MILLER. Why the cancellations in this field, though?
Ms. WALTERS. Let me try to emphasize what I tried to emphasize

at the beginning of my--
Chairman MILLER. The numbers don't explain to me the rash of

cancellations in this field, as opposed to others.
Ms. WALTERS. I certainly for one, Mr. Chairman, I'm not going to

sit here and defend midterm cancellations. I'll leave that to my col-
leagues from the companies and trade assocations, so I'm not going
to defend midterm cancellations.

Let me try to put this problem in perspective. In our capacity
study, we've tried to make it very clearMr. NeuhRuser referred
to itwe're talking about questions of supply and demand. They
are no more complicated in the insurance industry than they arein any other industry, frankly. We are seeing that demand for in-
surance is going to fall short of supply. Now, we can quibble about
to what extent these numbers will come up, but clearly, demand is
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falling short of supply today, and I'm afraid, no good news here, we
project it's going to get worse before it gets better.

Why is that happening? It's happening because of the scenario
that I laid out for you. This industry on a cash flow basis lost
money in 1984; its surplus declined. In conducting the insurance
business, there have been no profits to add to surplus which allows
a company to continue to grow in terms of the premium volume it
writes; to keep up with the needs of an expanding American econo-
my. That hasn't happened. That's the only reason I was explaining
those numbers, to put it into perspective.

For this particular class of business, I share the views as ex-
pressed by Mr. Kimble, to some extent. I don't see this asI'm an
actuary; I'm not an underwriter and our organization does not
write insurancebut from my perspective as, let's say, a technical
observer of the insurance industry, I don't see this class of business
as having the same kind or potential for catastrophic losses as we
would see in the medical malpractice area, for example, or in pollu-
tion liability areas. Frankly, those are questions that the answers
are perhaps even beyond the imagination to delve into.

I don't see that same problem here. I think we may be by large
dealing with transition problems. When supply falls short of
demand, a prudent manager, whether you're running a grocery
store or whether you're running an insurance company or an auto
manufacturing plant, when supply falls short of demand, you look
to make available that limited supply to those areas where you, as
the manager or the chief executive offer, believes you are more
likely to have an opportunity to earn a profit that will contribute
to surplus, that will allow your surplus to grow, so that you can
continue to provide insurance and in fact meet the expanding
needs of an American economy.

Chairman MILLER. But the question remains unanswered for the
Committee for the time being. So far, nobody has come forward
suggesting this is a horrendous industry to provide coverage for.
We don't know if there is a rational adjustment in premiums un-
derway, and I share the concerns of Congresswoman Johnson about
scalping in the premiums.

Is this industry one of those areas where you can put your dol-
lars and make a profit? Maybe it is. But no rational sorting out of
the cycles and the liabilities has taken place. So far, there's not a
shred of evidence that that's what's taken place at all.

There was a decision, and I think Commissioner Muhl put it
more succinctly, an hysterical decision based upon some newspaper
articles, to change policy. So we don't know in an actuarial sense,
if there was a rational adjustment in premiums, whether this is
one of those areas that could still be covered. We're told simply
that this is not one of those areas.

Ms. WALTERS. Well these data make it perfectly clear to me, as
an actuary, that the premiums that have been charged in the most
recent past have been too low, for whatever the reason, they've
been too low.

Let me give you a simple example. If in the competitive environ-
ment, in the rush to gain market shares as was described before,
an underwriter's judgment that the proper rate is, let us say,
$1,000, that's the proper price to insure this product but because of
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the excessive competition there was a 20 or 30 percent reduction.
Say, no, some other underwriter or agent comes in and says I'm
going to write that business for $700. A 30 percent reduction.

To getand that has gone on for the last 3 or 4 years in general
for the commercial line of insuranceeither, in fact, not even a
holding pattern with respect to commercial lines, but indeed reduc-
tions over the years. That means that even to get back to the point
where you should have been when you started, it takes excessive
increases that are perhaps doubled. For example, a $100 premium
reduces by 50 percent, it takes 100 percent increase to get back up
to $100. So that the prices to get them back up to where they
should be just to cover the losses and expenses, not to make up or
recoup for past lossesthat is not permitted and it's not allowed
and it's not part of any rate-making structure, it's going to take
several successive increases just to get that back where it should
have been.

Insurance companies must file and ISO, as a rating organization,
files rates with each jurisdiction, with each state or District of Co-lumbia, for its classes each year, and we file for rate increases.
And, as Commissioner Muhl indicated, those increases are scruti-
nized and approved by state insurance departments.

We are seeing these great increases because the starting point by
in large was not the suggested or advisory manual rate which ISO
has had on its books, but something below that so while we may
file for modest increases of 10 or 15 or 20 percent, when they're
starting way down here, they're going to take big jumps to get back
where they should be. I think that's part of the problem.

Chairman MILLER. Congressman Coats?
Mr. COATS. Thank you, Mr. Chairman. Mr. Neuhauser, based on

your testimonyand I just want to pursue this maybe I'm misread-ing itbut it seems to me that perhaps you're coming down a little
bit differently than the other two witnesses in terms of the poten-
tial long-term risk. I'm referring specifically to your statement that
says, "Many in the insurance industry expect that large judgments
will be commonplace for child care providers in the future." This is
a question that's been before us in both insurance hearings that
we've had the difference in expectations.

We know that the actuarial experience is not enough to justify
itperhaps enough to justify premium increases, but not to justify
cancellations and the kind of extreme responses that we've seen
from the industry.

I would like you, if you could, to elaborate on that statement
that you made about the potential long term liability. Is it out
there? Does it exist? Or is it just something that's in the minds of
some of the underwriters because of the headlines they've read,and so forth?

Mr. NEUHAUSER. I think the potential is out there. But by the
same token, I can agree that it minds. The potential for huge judg-
ments for DES or asbestos, 20 years ago, was not even in an under-
writer's mind. When we read about a child abuse situation and
consider the potential impact on that child when that child reaches
its majority, that potential is there. Similarly, and the insurance
company for years has refused to insure the health hazzard of to-
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bacco companies. To my knowledge there has never been a single
penny paid for a health claim against a tobacco company.

There is that similar expectation that has been made by insur-
ance companies. Now, as an actuary having reviewed the numbers,
having searched to see if there were child care abuse cases that
were serious in dollar magnitude, I could not find them. Having
spoken to underwriters, having spoken to brokers, the expectation
of large claims exists.

Mr. avers. Is it not possible for the company to write an exclu-
sion into the contract that will remove them from liability, or do
you fear that the courts will not honor that exclusion?

Mr. NEUHAUSER. Frankly, sir, they feel that the courts would not
honor that. The courts have taken s, me very difficult stances, at
least as respects the insurance industry, on interpretation of cover-
age. Asbestos is a specific example where a coverage was written
based upon claims, theoretically occurring during a year; limits of
very small amounts were provided in the 30s and 40s.

The courts have made decisions in the Keene case or in the Ray-
mark decision in Illinois, that those limits can pyramid and that
anytime any insurance company had a policy out there, they can
be gobbled up. So the expectation by many in the industry as re-
spects the courts, is one that the courts will take the interpretation
that will generate the large amount of money from the insurance
companies.

Mr. KIMBLE. There's also the belief that both the criminal exclu-
sion and the sexual and physical abuse exclusion can be finessed
simply by claiming negligence in hiring practices. So you may have
some sexual abuse claims buried under the rubric of negligence in
hiring practices.

Mr. Com& These kind of responses indicate to me that perhaps
we have more than just a short-term sorting out problem in the in-
dustry. Due to losses and management decisions in all underwrit-
ing situations, the problems are much broader than the narrow
scope of child care coverage.

The essential question remains: are we dealing with a short-term
broad based sorting out problem, or are we dealing with a longer
term situation that we also have to study?

Ms. WALTERS. Let me just throw in one thing Mr. Coats on what
you just said. I don't mean to dismiss the concerns about physical
abuse and sexual abuse in children. I guess I was taking a some-
what optimistic attitude that because these abuses have generated
a great dee. of publicity that both the operators of those facilities,
the parents who put their children in these facilities, regulatory of-
ficials in the State, would all become concerned enough about this
that we would see better screening of applicants to work in these
centers, we would see more vigilance on the part of parents, in
terms of visiting some of these facilities and checking out these
places, so that that brand new exposure which was never contem-
plated by insurers when they were providing this coverage in the
past, indeed, I'm sure they just didn't think it would happen or was
likely to happen, I'm hoping and optimistic that those kinds of
problems can and will be dealt with, not so much from an insur-
ance angle as from a public policy standpoint.
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We simply cannot allow these sorts of abuses to take place,
whether it's in the home or ir, child care facilities. I'm assuming
that that problems going to be taken care of.

Mr. CoATs. Well, it's certainly not something that can't be man-aged within an insurance context. You are exposed to long-term li-ability in a lot of different areas, and you have to do a lot of differ-
ent things to provide for that contingency. One last question and
just a quick answer from all ofyou.

Looking at the situation on a short-term basis, is a State-mandat-
ed coverage an answer or is that a solution that cimply poses more
problems than it solves?

Mr. KIMBLE. Well, it's certainly not an approach that the insur-
ance industry favors. We don't want to be forced to do involuntar-
ily that which, in some instances in our judgment, we don't chooseto do voluntarily. Also, we find often in a joint underwriting asso-ciation situation the rates are artificially reduced. And that also
clearly causes some problems.

A joint underwriting association should never be viewed as thefirst step. That's the last step. That's the last available solution. A
market assistance program approach or some sort of linking up
both insureds and insurers, simply through improving sources of
information should be the first approach taken in solving the avail-ability problem.

Ms. WALTERS. I would share the views just expressed by Mr.
Kimble. And would add only this: When dealing with commercial
coverages, which is what we are talking about here, it may require
a great deal more shopping around for insurance than many of usare used to doing, when we buy our homeowners coverage andwhen we buy our personal lines coverage. It is a little more dif-fioult, and it takes more perseverance and I would hope that the
private marketplace could solve some of these problems, and would
urge those who are trying to find coverage, perservere and recog-nize that it is different than getting auto coverage or homeownerscoverage.

Chairman MILLER. The time has expired. Excuse me, you wantedto respond?
Mr. NEUHAUSER. The answer to the question is, no.
Chairman MILLER. Congresswoman Boggs?
Mrs. JOHNSON. Mr. Chairman, could I just ask the gentleman to

yield to me just a moment because I have to leave?
To follow up on this point, if you don't want something to be

mandated, are you beginning to follow through on the kinds of sug-gestions, Mr. Kimble, that you made in your testimony that com-munication, working with the private sector, and, through thatkind of effort, you hope to clarify what kinds of regulations, con-straints, exclusions or whatever could be put in place that would be
both comfortable for the providers and would enable you by Sep-
tember to provide the kinds of insurance that these people desper-ately need and that we can't allow them to go forward without?

Mr. KIMBLE. Absolutely. We are not interested in joint under-writing associations and we are going to work hard to solve the
problem in order to avoid them.

Mrs. JOHNSON. Well, we'd like to be kept abreast of the commu-nications that you are developing with the insurance industry and
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with the day care industry in your efforts to define these kinds of
regulations.

Mr. KIMBLE. Certainly.
Chairman MILLER. Thank you.
Mrs. JOHNSON. Thank you, Mr. Chairman. I appreciate it.
Chairman MILLER. Congresswoman Boggs?
Mrs. BOGGS. Thank you, Mr. Chairman. Thank all of you for

your testimony.
Mr. Kimble, I suppose that your caution that prudence is indicat-

ed and not panic should be taken very seriously since your associa-
tion has been advising the insurance industry and the rest of the
country in a very reasonable fashion since 1866.

But I was especially interested in your comments that day care
loss ratios are similar to all other lines of insurance coverage. And
so I don't understand why day care coverage should be especially
singled out with a few other categories for some increased amounts
of premiums and for the panic that apparently is existing about
being able to cover them.

Would you like to comment on that?
Mr. KIMBLE. Yes; not necessarily all lines, but certainly all com-

mercial lines and in particular, the general liability lines. Unfortu-
nately day care centers aren't being singled out. All other commer-
cial lines are experiencing substantial rate increase and in some in-
stances also availability problems. That would be true of profes-
sional liability, all pollution coverages, commercial auto coverages
as well as day care centers. Medical malpractice, the list goes on
and on.

Mrs. BOGGS. Thank you. And Mr. Neuhauser, I notice that you
felt that the primary problem is the application of the tort system,
and you gave some fairly compelling examples of what might
happen under that system.

And then in your suggested solutions, you said the stricter licens-
ing and enforcement thereof, of course, was indicated. In our insur-
ance industry, we have State commissions and State commission-
ers, and that's as it should be. And we have varying State laws
about day care centers and the licensing thereof.

I'm sure that we will be hearing later from a member of the Con-
necticut Assembly who will address that in particular. But don't
you think that the requirement for insurance that the States have
imposed on day care centers means that there will be stricter li-
censing; and, therefore, if there are stricter licensing requirements,
and one of those requirements is that there must be insurance cov-
erage, that you are going to find enforcement sufficient to have the
industry able to comply with the State's requirements for the oper-
ation of day care centers?

Mr. NEUHAUSER. My comments basically were directed to the li-
censing requirements of the child care providers. And I understand
that in many States, and I don't believe it is all States, that insur-
ance is part of that licensing requirement. But simply having the
insurance policy in terms of the licensing is only a small piece
when I referred to stricter licensing requirements.

The child staff ratios, whether those child staff ratios should
vary for instance for toddlers or for older children; the actual con-
struction of the building, whether it is intended for child care use;
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the qualifications of the staff director; the availability of first aid,
would also fall into those licensing requirements that could make achild care provider a far more or far less dangerous risk to the in-surance industry.

And of course the enforcement, as we are all aware, particularly
in insurance, the enforcement of insurance regulations varies sub-
stantially State to State. The enforcement of insurance regulation
for example in Texas is extremely stringent. The enforcement of
rules in the State of California is stringent, although they have norules as respects filing.

Again, those items would vary. The simple requirement to have
an insurance policy I don't believe that solves the licensing prob-lem that I was referring to when I talked about stricter licensing.

Mrs. BOGGS. Thank you very much. Thank you, Mr. Chairman.
Chairman MILLER. Congressman Wolf?
Mr. WOLF. I think it is important, as Ms. Johnson was saying,that the industry respond as quickly as possible because otherwise

there will be an outcry. I've heard from my congressional district
already. Soon I think we're going to begin to find a lot of parents
getting letters from the day care providers es they pick their chil-
dren up saying contact your Congressman, contact your Senator, orcontact your State legislator or insurance commissioner asking
them to do something about this insurance problem.

And it's going to be a growing thing. You can see it beginning. I
just sense the concern about the issue is beginning to grow andgrow. I think it is important that you respond as quickly as possi-ble.

The insurance commissioner from Maryland seemed to say thathe thought it was a temporary crisis. And he seemed to feel that ina year or two that it would be pretty much resolved. Do you allagree with that? Do you believe it's a temporary crisis; and, if so,how long of a temporary crisis do you think it is?
Ms. WALTERS. Let me start and give the other two something toshoot at. I think I would agree with Commissioner Muhl that for

this particular class of business, as I said earlier, I don't see this as
having the same catastrophic potential as some of the other expo-
sures that I described, so I would hope that this would be managea-
ble by in large and could be dealt with.

Let's make sure we know what we're talking about though. All
morning, I think we've been muddling a lot of problems. We've
been muddling the problem of cancellations and we've been talking
about availability at any price, and then we sort of talked around
affordability questions.

We would be doing everyone a disservice if we tried to leave the
impression that premiums are not going to go up in this line of in-
surance. Rates are going to have to go up. They must be sufficient
to cover loss costs. So I think, given that understanding, I believethat this is a manageable problem. Long term, however, I do dis-
agree with Commissioner Muhl, when he said he was hopeful that
the capacity problems and the capacity shortage would be behind
us perhaps by the end of next year. I don't share that view.

I'm afraid the capacity shortage and the attendant marketplace
problems are going to be with us as a society for a couple yearsbeyond that.
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Mr. WOLF. So you see it as really a long-term problem?
Ms. WALTERS. Not particularly for this class, necessarily, but a

general availability problems and affordability problems, are going
to be with us for selective commercial classes, I'm afraid, ;or the
next couple of years.

Mr. WOLF. Do either of you want to comment?
Mr. KIMBLE. Recognizing that we are in the realm of speculation,

the premium volume and the loss ratio and the amount of exposure
suggested in the Insurance Services Offices' data, indicate that
given that we can charge a proper premium, we should be able to
respond in this area. This particular line of coverage doesn't
appear to offer catastrophic loss potential. Those are the lines
which we have to be very, very prudent about, given our drab on
surplus and our capacity shortfall.

This particular line doesn't appear to have catastrophic exposure
associated with it, so if we can charge a proper premium, those
companies which have moved out of the market, should, given
some reasonable period of time, be replaced by other companies
moving into the market,

Mr. NEUHAUSER. Basically, I believe there will be a long-term
problem for child care providers. I have to take exception, particu-
larly because of the potential implications of child abuse, physical
abuse, et cetera. There are certain other problems that are inher-
ent here as well. The absence premium size for a child care provid-
er is extremely low. So when we talk about doubling or tripling or
quadrupling a premium to $3,000 or $4,000, with the exposure of
$300,000 or $1 million to a single case some years in the future, a
situation that we all know exists, When I say "we all know exists"
we know that child abuse exists, considering our tort system and
the movement in the judgments that have been made, there is the
potential for catastrophies 10, 15, 20 years down the road in this
class, to the same extent that there is the potential for catastro-
phies from a drug manufacturer or a chemical manufacturer.
There is a latent exposure that is unknoN-n.

And the interpretation of that or the expectation of that against
a very small gain today may provide a problem for a very long
period of time for child care providers.

Mr. WOLF. Do you see this happening even if the rates are dra-
matically increased?

Mr. NEUHAUSER. Yes, sir, because I don't believe that one isI
think we've established pretty well that we can't determine what
the value, the dollar value is going to be on this specific problem to
this industry. We do not know, we do not know when it is going to
have to be paid, when the judgments are going to start coming, if
in fact they are. So there's a huge unknown rise. And the insur-
ance industry heresimilarly to pollution I should point out; pollu-
tion is another similar kind of situationwe don't know what
we're going to be looking at as an insurance industry 5, 10, 15
years down the road. And basically I think the problem with insur-
ance for child care providers today is part of the overall problem
with a tort system whereby the numbers that the insurance indus-
try puts out today may be spent as a result of an interpretation
that comes 10, 15, or 20 years from today.

116



113

Mr. KIMBLE. Mr. Wolf, what's being discussed now is character-
ized as the long-tail phenomenon. There is a belief that because
you're dealing with children, and the statute of limitation doesn't
run until the child reaches the age of majority, that some of these
cases could be hidden. You couple that possibility with the adverse
publicity and perhaps some of these children or parents who have
been quiet about sexual or physical abuse because of their concern
about their own child, those cases may be filed in large numbers
over a short period of time.

That's the long latency here. It is a real possibility.
Mr. WOLF. Thank you. No further questions.
Chairman MILLER. Thank you. Mr. Rowland?
Mr. ROWLAND. Thank you, Mr. Chairman. It appears that the un-

availability of liability insurance is multifaceted and the cause of
that is multifaceted, we thought about the perception and cannot
substantiate actuarily any reason for child care centers not being
able to get the insurance at this time. But you just mentioned the
long tail problem as one of the reasons.

But Ms. Walters, in looking at your statement here, you said in-
surers must develop solid business products and their prices mustcorrectly reflect the cost and expenses of coverage provided and sig-
nifir.nit premium increases are needed. And you also said a major
contributing factor to these major miserable underwriting lossesand the tightening insurance market are the excessive costs of thecivil justice system.

And Mr. Neuhauser, you said that the primary problem clearly
appears to be the application of our tort system, and you said anypermanent solution would require significant changes in our tortsystem. Can you give me some idea about the relative contribution
that the poor investments that have been made by insurance com-par.ies and the lack of return on their investments decrease in
their reserve is compared to what the contribution by the :3rt
system is making to the problem that we have?

Ms. WALTERS. If I might respond to that, Mr. Rowland. I read astatement like that somewhere else, I think, in some testimonythat was given at the previous hearing. Insurance companies
haven't made poor investments; they made record amounts of in-
vestment income; that's not been the problem. And that's why this
cycleyou'll hear that the insurance industry is a cyclical industry
and you may hear some more of thatthis cycle is unlike any the
insurance industry has ever gone through sincewell, in the histo-
ry of the insurance business. It's not poor investment practices or
investment losses that have created a $2 billion decline in surplus
and a $3.8 billion negative cash flow.

It's not the investments. They've done very well on the invest-
ments, but they haven't done well enough to overcome $21.3 billion
in undercharges that have resulted in underwriting losses, so it's
not the investment income side; it's been the operations of the in-
surance function, if you will. And as I say, this is different from
any previous cycle so, in a sense, we can't take any comfort in the
fact, well, we've had other cycles before and we've gotten out of
them and surely this is going to happen again.

We cannot because this is so different. There have been other
times in the insurance industry when, as an industry, surplus de-
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dined and declined somewhat significantly, but never before has
the surplus decline come about because of operating losses. It has
previously come about because of stock market declines, which gen-
erally effect the whole economy and of course, as the stock market
goes down and depletes surplus and net worth for other companies,
as well, when the stock market turns around and starts rising
again, surplus increases and in a sense it takes care of itself.

This isn't the problem here. We had in 1984 basically a flat stock
market and there were modest capital gains. This surplus decline
was caused by inadequacy of pricing; that's it. Inadequacy of pric-
ing that went on for about 4 or 5 or 6 years. The industry has final-
ly realized that. They are the masters of their own fate to some
extent.

When you've charged inadequate prices for years, it takes a long
time to turn those prices around and get them to be back where
they should be today. There is no way to recoup those underwriting
losses. It's not going to happen, but you do have to bring those
prices up to where they should be.

Chairman MILLER. How are inadequate prices determined?
Again, we are told by the insurance commissioner that they, in
theory, at least in the State of Maryland, are not supposed to allow
insurance companies to charge premiums that do not provide for
adequate coverage. Yet, we're told we have a history here of inad-
equate pricing. Were those inadequate prices intentional, to gain
market share?

Ms. WALTERS. The, the competitive factors which lowered the
price in the marketplace, yes, was to gain market share.

Chairman MILLER. But you're not supposed to be able to do that?
Ms. WALTERS. But with the thought that on a net basis, there

would be positive operating incomes. No company and no business
tries to operate at a loss, and these companies did not, either.

Chairman MILLER. Let's understand though, that there are some
business judgments which have proven to be brilliant, to take a cal-
culated loss, in return for a long term profit. Some people suggest
that that's why we don't do well against the Japanese in electron-
ics; because they're willing to take short term losses for long term
gains.

My concern is we're told on one hand that the regulation says
the industry is not allowed to charge premiums which fail to pro-
vide for adequate coverage of their losses, and yet we're told his-
torically that is what has been done. We're also told, in effect, that
the industry in many lines of coverage engaged in this as a com-
petitive tool.

I think there's an internal inconsistency between those two state-
ments. What you term good competition some people might term
illegal.

Ms. WALTERS. I didn't term it good competition. I think I made it
very clear that I was not making a quality judgment.

Chairman MILLER. No, but the facts speak for themselves.
Ms. WALTERS. Let me see if I can't clear that up for you. It's true.

Every rating law in the United States says rates shall not be exces-
sive, inadequate or unfairly discriminatory. It is also true that rate-
making is part art and part science, and there is a great deal of
judgment that goes on.
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Chairman MILLER. As soon as I separate the art from the science,
I'll be a happy man.

Ms. WALTERS. Oh, wouldn't we all. But the fact is when you're
trying to make decisions today about the price you must charge
today when the true costs are not going to be known for some in-
stances several years down the pike, you really are not going to
know those costs. But you're trying to set the price so that you do,
overall, make a profit.

And companies have been doing that; they have not been deliber-
ately writing this business knowing overall they were going to lose
money. Obviously, they thought they were going to be able to con-tinue to make money.

Mr. ROWLAND. If I may reclaim my time for a moment?
Chairman MILLER. Sure.
Mr. ROWLAND. And interject right at that point. They thought

they were going to make a profit. Now, I'm trying to get to the
reason as to why they didn't make a profit and rd like to hear
your comment on how our present tort system is administered inthat respect?

Ms. WALTERS. Because, in my opinion as an observer of the
scene, there were a couple of things that were going on at the same
time. First, we are describing in more detailed terms, cash flow un-
derwriting, as Mr. Muhl referred to it. Companies writing the busi-
ness at a certain price a price which they knew was going to be
inadequate to cover the losses, but they also reflect investment
income, mostly on a judgmental basis, I'm roughly going to say,
and assuming that they could make up for it, knowing what they
knew about the risks they were insuring and the class of business
they were insuring, they were estimating, I can write this business
at this price.

I know the price, the premium isn't going to be sufficient to
cover the losses and expenses, but I'm going, I believe that the
amount of money that I make on investment income, by having
that cash flow to invest, will be sufficient to allow me to make eal
operating profit.

While they were doing that and while the companies were corn-
3eting with each other to expand their business, at the same time,
the courts, and juries and legislatures were making decisions about
the products that were already in the marketplace; about those
policies that had already been written under one set of assump-
tions. Assuming a relatively stable base of losses or a projection of
what the loss experience was going to be, under a certain set of
rules. After the business is on the books, the rules changed.

Because of court interpretations, again, perhaps higher claims
than were ever anticipated; changes in the rules after those poli-
cies were put in the books, that have caused those losses to be a lot
higher than originally anticipated.

Let me give you one specific example. Commercial general liabil-
ity policies have for the last I guess 8, 10, 12 years been written
with a pollution exclusionthis is not in this area but it gives you
an examplethat said, these losses will not be paid unless they aresudden and accidental.

And we have had courts all over the land effectively doing away
with the sudden and accidental exclusion and finding coverage
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when in fact the coverage was slow, it was not accidental, certainly
wasn't intentional, but they've just redefined the whole terms of
the contract, and this is what has been taking place during this
period of competition.

Mr. ROWLAND. So then you would say that our present tort
system, as it is applied, has a great deal to do with the difficulty
that we find 'Ourselves insofar as the availability of liability insur-
ance is concerned?

Ms. WALTERS. I believe it does, add I believe what compounds the
problemmaybe now we can look at what happened in the past,
and say Ok, we can explain it. But the next question is, how do you
deal with it? And I think the changes in the rules, if you will, have
led many insurersindeed Lloyds of Londonto say, we don't
know what the rules are now. We have no confidence anymore that
the rules of the game as they exist today will continue to be the
rules of the game tomorrow or zhe next year, or the year after
that.

In fact, Peter Miller who is the chairman of the Board of Lloyds,
has stated in a series of public speeches that he made around this
country in the last 6 or 8 weeks, that Lloyds of London has walked
away from the U.S. casualty business. He said, we can't deal with
your civil justice system; we will not insure your commercial con-
tracts because we just can't deal with it; we don't know what the
rules are.

Mr. ROV1LAND. Mr. Chairman, I'm not going to ask any more
questions, but I would like to hear Mr. Neuhauser respond, also.

Mr. NEUHAUSER. Ms. Walters covered most of the areas. One
point though, sir, as respects the investments that an insurance
company makes. Everyone of those investments, every individual
investment is itemized in the schedules that are presented to each
of the State insurance commissioners. So all of the bond holding,
stock holdings, et cetera, are enumerated for public consumption.
And for the most part, and in most States they are very strictly
regulated.

As respects the tort system, I think the example r.- the elimina-
tion of the sudden and accidental exclusion, where courts have said
that gradual pollution over 10 years was as a result of something
that was sudden and accidental that may have happened during
that period, that interpretation has been taken particularly again
with asbestos. And when we're talking about long-term coverage, I
don't believe that there are actuaries that can predict what th' im-
plications are of exposure if the rules change.

And the rules have been changing as it respects jury verdicts
very quickly. The insurance industry has been very much affected
by that, as a result of providing coverage that comes into play in
numerous circumstances where it was never intended to cover. And
again, the problem as we see it with the child care provider's insur-
ance is part of a broader area, and this problem can extend to
other areas, if there's an anticipation of something that can go
wrong today or in the future that might be affected by a changing
civil justice system.

M. KIMBLE. If I could generalize just for 1 minute. Until the
very early 1970's, most of our insurance policies were designed to
respond to accidents. Something which was traumatic. In the last
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15 years or so, there's been a movement toward nontraumatic situ-
ationsmultiple causation, long latency diseases. What we're find-
ing is that either through innovative new tort concepts or through
courtroom misinterpretations, we're responding and paying claims
for those multiple causation long latency diseases when in many
cases we never intended to provide coverage.

Certainly, we're affected by the tort system. Our poLcies are de-
signed to service those tort liability concepts so, yes, we're very
much affected by them. What we've been grappling with for the
last decade or so is a way to design our contracts in a fashion so
that they respond to what we intend them to respond to.

That's reasonably easy to do when you are dealing with acci-
dentsa traumatic injury, a fender bender, fingers in a punch
press. However, when you're talking about nontraumatic situa-
tions, multiple causation long latency diseases, those words of art
in the insurance contract simply don't work as well.

Chairman MILLER. Congressman Wheat?
Mr. WHEAT. Thank you, Mr. Chairman. I am not going to take

too long to question. Let me first say to the panel, I appreciate
your excellent testimony, and certainly understand the complexityof the cause of the problems better than I did before the testimony.
But I am still curious about the separation of the two problems at
which we are looking. One problem, of course, is that of higher
cost, and the other is the lack of availability of insurance. I am not
sure that the proposed solutions actually deal with both of theseproblems. As I understand it, you are suggesting such things as
better communication between the day care industry and the insur-
ance industry. But in fact, even with better communication, all you
are going to tell day care providers is that they have to pay more
money for insurance.

Is that basically it?
Mr. KIMBLE. It's clear that premiums are going to increase.

That's necessary, responsible and prudent, from our point of view.
What we hope to be able to do is to locate insurers for these day
care center owner/operators who are interested in providing the
coverage. That would be the principal service.

Mr. WHEAT. Additionally, though, you wanted to work not only
with the day care centers, but also with States and regulatory
agencies to try and make sure that all reasonable precautions canbe taken so that day care centers can operate with the highest pos-
sible standards of efficiency and safety.

As the system is currently structured, losses from day care cen-
ters are not out of line with other kinds of insurance. Yet we al-ready see the lack of availability of insurance due to either the
short-term or long-term factors you discuss. I am not sure how you
can reconcile talk about these long-term factors and, at the same
time, make statements that insuring day care centers does not
have the same potential for catastrophic loss as does insuring for
medical malpractice, for instance.

What you are saying is that it does not really matter how compe-
tent centers are in providing day care in the safest, most efficient
way possible. There will still be this panic, or fearwhether it is
reasonable or notabout the possibility of catastrophic long-term
losses, and we will still have an availability problem.
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Mr. KIMBLE. I would agree with you when you suggest the losses
for day care centers are not out of line. The losses, however, are
substantial. Unfortunately, they are substantial as well in all of
those other lines.

Mr. WHEAT. But in some of the other lines, if you raise the prices
enough, you will be able to cover the losses, and continue to pro-
vide insurance and make a reasonable profit. You are not suggest-
ing that you can do that with day care. You are suggesting that the
same factors you are afraid of in the long term, will still provide
disincentives to insurance companies writing insurance for day
care centers.

Mr. WALTERS. Mr. Wheat, we're suggesting that the problems in
commercial general liability are all over the place. There's dis-
agreement among the three of us as to the magnitude of the prob-
lem for this particular class.

I would again emphasize that this class of business is not alone
in facing problems. In fact, I would say without danger I'm sure of
my colleagues contradicting me, that there are other areas and
other classes of commercial general liability business where the
problems are so immense there is no market, period. There are no
insurers providing coverage for certain types of risks and none are
going to be providing in the foreseeable future, and EPA can pass
all the regulations they like, and State laws can be enacted, but if
the insurance isn't available, it isn't available and won't be avail-
able.

And that is the condition today for a lot of commercial general
liability business. And rates are going up drammatically. But I
would most emphatically disagree with you that there are quite a
few classes of business where insurance will not be provided at any
price.

Mr. WHEAT. To point out there are other industries that also
share the problem and perhaps some to an even greater degree
than the day care industry, really does not do a great deal of good
to solve the day care industry's problem.

Ms. WALTERS. Sure. I understand that. I understand that.
Mr. WHEAT. Are you suggesting that day care is moving toward

that category of industry where there will be no insurance avail-
able?

Ms. WALTERS. No; I think the discussion among the three of us
earlier made it very clear that we see even among the three of us,
see this problem a little differently. I cannot disagree totally with
the analysis presented by Mr. Neuhauser. He may be right, and
I'm sure some underwriters do see a potential here in this class,
which is not unlike the potential problems they sse for nurse mid-
wives and obstetricians. Because you are dealing with young chil-
dren.

I see his point. On the other hand, my perspective is this, you're
dealing with young children here, but by in large I'm not sure it's
the same catastrophic potential as you are dealing with in child
birth, for example. I suggest the marketplace, the insurance mar-
ketplace probably reflects the same differences of opinion as we
have expressed to you today. This follows through with the theme
that Mr. Kimble tried to explain earlier, that we have had, as we
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understand from reading the literature, many cancellations of
some policies.

We've had major providers, companies who have provided a
market for this type of insurance, for whatever their reasons, have
decided they're going to get out of it. So they are leaving. They are
familiar with the business. They've got their own problems; they've
got to get out of it. Now, that's leaving a whole host of these child
care providers without any place to go. So, it's sort of a very quick
turnaround that we're looking at here and not all companies who
write commercial lines write every single commercial line, so it's
going to take a while for the educational process and the judg-
ments of the individual companies with their different capacity
problems or capacity availability to come to grips with this market-
place.

I think Mr. Kimble and I are a little more optimistic that as the
educational process evolves, as we see better licensing standards of
providers, that the insurance marketplace on a voluntary basis will
be more apt, we believe, to deal with this. Mr. Neuhauser sees it as
a more catastrophic problem and I think some underwriters will
see it that way, but there are literally hundreds if not thousands of

,insurance companies out there, and I think that there will be dif-
ferences of opinion in there, and I'm hoping most of the providers
can be taken care of.

...
Mr. NEUHAUSER. I would like to point out that I see it as poten-

tially a more catastrophic problem; I do not necessarily see it as a ,,more catastrophic problem. We've done a lot of research, and I'm .,-,parodying to some extent the words of people that I've spoken to. .1By the way, I would like to point out that I do believe there are
some short-term fixes, and I did present some of that in my testi-
mony toward the end, with references to exclusions for physicaland sexual abuse, if we can get around the situation that Mr.
Kimble talked about. Potentially structuring limits of liability or
defining what types of what award is going to be, paid.

Mr. WHEAT. Mr. Neuhauser, let me interject and ask you wheth-
er you really see those as short-term fixes, when the real fear of
insurance companies seems to be the long-term losses they mightbe subject to, based on future court interpretations of contracts
being written now. While trying to limit the losses from current
contracts, you have no idea what direction the courts will be going
in the future. Would you really consider such exclusions any kind
of assurance that those catastrophic losses will not occur?

Mr. NEUHAUSER. No, I do not consider that any kind of assurance
that those catastrophic losses would not occur.

Mr. WHEAT. In which case, there would be almost as great a
degree of uncertainty about the future possibility of catastrophic
losses as there is now. Really, it does not suggest any real solution
to the short-term problem of lack of availability of insurance.

I just want to find out what you really see as an incentive to in-
surance companies to provide insurance under the best of scenar-
ios. The problem will take care of itself over a few years, but what
about right now?

You know, the problem is getting worse every day.
Mr. KIMBLE. An insurance solution to this problem is a necessity,

because we need day care centers. The commissioner from Mary-
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land earlier referenced joint underwriting associations. That's an
involuntary, artificial insurance mechanism. California, I know, in-
troduced a JUA bill just the other day.

That is something which we don't appreciate very much. We're
not interested in involuntary insurance mechanisms. That's lever-
age which will

Mr. WHEAT. Are you going to wait until the States pass laws re-
quiring mandatory insurance coverage for day care centers?

Mr. KIMBLE. My work is kit the Federal level, and there are sev-
eral Federal laws which contain what are called financial responsi-
bility requirements, they are in the Resource Conservation Recov-
ery Act. The Motor Carrier Act, and Superfund, I opposed each one
of those financial responsibility requirements, unsuccessfully, but I
opposed them. Principally because we believe if you mandate insur-
ance as a prerequisite for doing business, what naturally follows is
some sort of artificial insurance mechanism which we must partici-
pate in.

So, yes, we have opposed those. In any case, the potential for
JUA's will create leverage which will energize the insurance indus-
try and we'll do everything we can to provide it on a voluntary
basis. It's speculation at this point, as to whether we'll be able to.

Mr. WHEAT. What you are suggesting, then, for those of us who
are on this panel, is that the more seriously we look at JUA's as an
alternative, the more seriously and energetically you think the in-
surance industry will try, by itself, to come up with some real al-
ternatives?

Mr. KIMBLE. If you'd made that statement 1 month ago, I would
have agreed with you. But you are a little late. It's already happen-
ing.

Mr. WHEAT. Thank you very much, Mr. Chairman.
Chairman MILLER. To follow up on that point for a moment. In

my discussions with people on the Ways and Means Committee,
who are going to pay very large insurance premiums, through the
Head Start and title XX Daycare Programs, it is clear that discus-
sion is going on right now. We don't have the jurisdiction in this
committee. But for those committees that fund these programs,
they're going to have more and more of moneys that were dedicat-
ed to services, going to insurance premiums. There's a very sub-
stantial amount of concern there.

I don't know whether the States are going to work out their joint
underwriting agreements, or not. But it's very clear, I think, and
this point has been driven home by Mr. Wheat, that we may be in
a transition period, but 1 year without coverage or 6 months with-
out coverage, will destroy a number of providers of child care. They
simply cannot provide a service with those insurance costs. We will
lose those slots for children of working parents and others.

And so, to suggest that there's going to be a hiatus here for 1
year or 6 months or for whatever period of time, while the insur-
ance industry rearranges itself, I just think is unacceptable in
terms of public policy.

You are asking responsible people to take an irresponsible course
of action for a period of time.

Mr. KIMBLE. We're hoping that, given 1 month, that there will be
enough progress so that the trend is clear and we can all relax a
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little bit in terms of the potential availability problem. But I would
think within a month a trend will appear one way or the other.

Chairman MILLER. We've got a trend going now, and we hope
you can reverse it. Mr. Weiss?

Mr. WEISS. Thank you, Mr. Chairman. As I understand your tes-timony, you're really saying that your actions within the day carearea have with your pessimistic view of the performance ofthe insurance industry over all, not just in day care or any other
snecific field. You refer to this as an unprecedented cyclical down-
'awn.

But I gather that this pessimism is not shared by people who
invest in insurance industry stock. In fact, the levels and ranges ofprices on Wall Street are demonstrating a great deal of optimism
in the insurance industry.

If that's an accurate presentation of the situation, how do you ac-count for this apparent contradiction?
Ms. WALTERS. Oh, I don't see any contradiction at all, Mr. Weiss.

In fact, historically, if you follow the insurance industry and in-
vestment policies and practices on the stock market, I think it's
been abundantly clear that over the years, first of all the primary
investors in insurance companies are institutions, institutional in-
vestors hold most of the insurance company stocks.

They are relatively sophisticated investors; those investors rely
on the same series of analyses of brokerage houses and investment
houses who have strong reputations for following insurance compa-ny stocks, and it's well known and well documented that the insti-
tutional investors try to buy in and indeed do buy into insurance
company stocks at the bottom of a cycle. And it's fairly easy to see
once the cycle has turned and the signs start appearing that prices
are firming and that the downward trend is indeed in the process
of reversing itself and well-documented. People have seen it.We saw the signs beginning at the end of 1984, last part of 1984
and certainly in the first quarter of 1985. The institutions respond
to this by saying this is the time to get into the insurance business
because we're going to now start to ride the crest as the wave getsbetter in the ensuing years so that's what's started to happen most
recently.

I might add that 1984, you know, I've cited figures before I think
another most frightening figure is that the top 100 insurer groupsin the United States, over 50 percent, over half the top 100 compa-nies in the United States had a negative return on net worth.
Clearly, that was pretty dismal, definitely at the bottom. Things
have started to turn and things are looking a little better.

Indeed, to some extent, the dire capacity shortage that we sawimmediately for 1985 may be abating somewhat for the early partof this year because many stock insurers have gone to the capital
market, successfully, and for the same reason that I described
about institutional investors now wanting to buy in on insurance
stocks, because they will start to improve.

Mr. WEISS. But obviously they wouldn't be getting into it if they
anticipated an unmitigated disaster. They see things moving posi-tively.
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Ms. WALTERS. Of course, so do we all. So do we all. That's why
we were describing here. We described what has happened to have
led us to the current situation.

Mr. WEISS. Ok. If that's the case, then why get out of these fields
when the controlling factor is no longer continued disaster but in
fact significant improvement?

Ms. WALTERS. Because, as a result of what took place over the
last 6, 7, and 8 years, there has been a diminution of surplus. The
surplus of the industry declined by $2 billion in 1984. An insurance
company cannot just go out and write all the business it wants. As
Commissioner Muhl described earlier, there is a limitation based
on financially how secure each and every company is. There's a
limitation on how much business it can write; it just can't write all
the business out there.

That limitation is defined by the amount of policyholder surplus
that that company has, and the industry, as a whole, has a reduced
surplus, and it can only write so much business.

That is what's in this capacity shortage study which I described
and I'm going to leave with the committee. Because of that, very
simple numbers, an analysis of the ratio of premiums to net worth
that companies may maintain, how are they going to make contri-
butions to surplus so that surplus can grow.

As a result of a whole complex series of relatively conservative
estimates, we are seeing that even though things are starting to
improve, there will be a capacity shortage for years.

Mr. WEISS. But then all the &scussions about the potential prob-
lems in the day care area really have nothing to do with this. Deci-
sions are made according to the amount of money you've got avail-
able. You're then making judgments as to where you want to put
your money because you re limited in the amourt of money that's
available. But, given the description that you've made of the opti-
mistic future of the industry, and the lack of demonstrated prob-
lems in day care, it's sort of an arbitrary, panicky judgment not
based on reality.

Ms. WALTERS. No; I don't share that view at all. As we described
several times earlier today, the premium inadequacies are shared
by all commercial lines. Premiums have got to keep in line with
loss costs. Those premiums are going to go up; there's no two ways
about it. You can't keep losing $2 billion a year on an industry
wide basis in surplus and continue to survive.

And the American economy can't survive without a viable insur-
ance industry.

Mr. WEISS. Yes, but you're not talking just about premium in-
creases. You're talking about cancellation.

Ms. WALTERS. No, sir, in fact, very much earlier I, if you'll recall,
I said, this whole description's getting very muddled because it's
not clear are we talking about in some instances cancellations, in
other instances we're talking about increases in rates, affordability
problems, in other instances, were talking about availability prob-
lems, and I think it's fair to say that all of those problems, to some
extent, effect the day care industry. In different states, in different
jurisdictions, for various and sundry reasons.

Some of the problems are easier to deal with than others, and I
think all we were trying to do was put this class and this problem
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in context of the larger problem. Some of us don't see it as being as
great as some others, but there will be some underwriters who do
share the view as expressed by Mr. Neuhauser, that this has the
potential that I as an underwriter or a manager of this insurance
company, looking at my financial condition, is a risk I cannot
afford to put on the books of my company.

But they'll be another underwriter that says, we're financially
sound; we've got pretty good capacity. We're evaluating this par-
ticular risk and we think we can handle it.

Mr. WEISS. Thank you. Thank you, Mr. Chairman.
Chairman MILLER. Thank you very much for your testimony and

assistance.
The next panel will be made up of the Honorable Peter Nystrom,

who's a representative, General Assembly of the State of Connecti-
cut; Mr. Robert Hunter, who is the president of National Insurance
Consumer Organization; and Tom Birch, who is the legislative
counsel for the National Child Abuse Coalition.

Mr. Nystrom, we'll hear from you first, and your statement will
be put into the record, and the extent to which you want to sum-
marize it will be appreciated.

Mr. ?NYSTROM. Thank you, Mr. Chairman.

STATEMENT OF HON. PETER NYSTROM, REPRESENTATIVE,
GENERAL ASSEMBLY, CONNECTICUT

Mr. NYSTROM. I want to thank the committee for the opportunity
to speak to you today. Before I begin, I would like to introduce Mrs.
Jeannie Milistein who's a member of the Permanent Commission
on the Status of Women who accompanied me today from Connecti-
cut. She's also the chairman of the Child Day Care Council which
has a leading role in child day care advocacy in the State of Con-
necticut.

My testimony has been submitted for the record, so I'm going to
highlight what I feel are some of the areas that we have been look-
ing at in the State of Connecticut. As a member of the Human
Services Committee, I have been asked to take a lead role in this
particular issue. Over the last 5 weeks we have held some meetings
with the insurance commissioners office and members of the insur-
ance industry. We have had some public hearings with members of
different departments that have a cognizance in the area of day
care in the State of Connecticut, and also we had a public hearing
last night with providers of day care. From this we have seen prob-
lems occurring due to cancellation of policies, increase in premi-
ums.

We had one individual last night whose original policy was $280.
It went up 1,000 percent, $2,800. For one day care center, that's
quite a cost to absorb. in fact, the premium was up front and not
rated out over a year basis. I will highlight for you some of the
ideas that we have come up with in the State of Connecticut, and
they are just ideas at this point.

It would be one idea that the State of Connecticut insures itself
in the area of child abuse, and that would then allow the insurance
companies to write policies for day care coverage liability insur-
ance, excluding the child abuse area. The reason for that is basical-
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ly that we want the day care centers, group homes, and family day
care homes to remain open. We need more day care in the State of
Connecticut; we do not need less.

If they do not have insurance, we are going to have less. And if
that occurs, then we're going to see an increase in our welfare
rolls, because there are a lot of single parents who need day care in
order for them to maintain their jobs. If they do not have the day
care service, they're going to have to go back on the welfare be-
cause it will be more financially sound to do so.

Some of the things I've heard this morning and early this after-
noon I wish not to repeat. The insurance industry's loss I think has
been due basically to what has been stated today. However, putting
it on the backs of day care, I feel is not necessary. There has been
a lot of potential risk that I think is being used as a reason for the
increase in premiums, the reduction of coverage, the adding of de-
ductibles, and the overall cancellation of policies.

I think it is somewhat of a hysteria that is out there. I do not
believe it is based on sound data because what we have been told in
Connecticut, and I cannot speak for any other state, is that they do
not have sound data for the incidents of child abuse in day care
centers.

Something else that occurs is that they were not even aware, at
least in the insurance commissioner's office, that there are unli-
censed day care centers in the State of Connecticut, which happens
to be illegal, but they are functioning. It's estimated that approxi-
mately four-fifths of the children in day care centers in the State of
Connecticut are in unlicensed centers.

We're talking about a total of about 300,000 kids who would re-
quire day care presently, based on our information, and really only
20 percent of them are in licensed facilities. That is a concern of
the insurance industry, and I think that's rightly so. If it's unli-
censed, you don't know what you have for a center, and what's
being provided in the name of service.

Something else that is also being looked at is the possibility of
the day care industry self-insuring itself. However, there is a prob-
lem with that. In order to do that, at least from the information
that's been made available to myself, you probably would have to
have at least 200,000 kids involved as a whole group, that would be
insured. Other than that, you couldn't do it financially.

So, consequently, that's a very J arge organization problem. Re-
quiring insurance companies to write insurance for day care is an-
other possibility. I'm quite sure it would not be received very well.
However, I think the State of Connecticut has an obligation to chil-
dren to protect them, and also to the rest of the State's populous to
ensure that that we do not increase our welfare rolls, that we pro-
vide an environment that allows for job employment, and overall
again, for the protection of the kids.

Chairman MILLER. Thank you. Mr. Hunter?
[Prepared statement of Peter Nystrom follows:]

PREPARED STATEMENT OF PETER NYSTROM, REPRESENTATIVE STATE OF CONNECTICUT,
GENERAL ASSEMBLY

Good morning Mr. Chairman and members of the Select Committee on Children,
Youth and Families. My name is Peter Nystrom, and I am the State Representative

128,
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from the 46th District of Connecticut. I am here this morning to tell you that the
State of Connecticut is in the process of conducting an inquiry into the issue of in-surance and day care.

In Connecticut we require that all day care providers be licensed by the state.
State statute provides for a fine of up to one hundred dollars per day of any unli-
censed day care provider.

The two departments who grant a license are the Department of Health Services
which licenses all group day care homes (six to twelve children) and day care cen-
ters (twelve or more children with increased staffing requirements based ..1 thetotal number of children) and the Department of Human Resources who's upccific
responsibility is for licensing and monitoring family day care homes (one to six chil-
dren). The Department of Human Resources also provides a subsidy for families who
are low-income for child care.

Over the last five weeks we have been conducting meetings and public hearings
gathering information about the insurance issue and day care. The following infor-
mation is only at best a set of recommendations for your review. Please do not con-
sider them to be in concrete. As time goes on we will be modifying or changing
them.

Along with the recommendations I have enclosed further information regarding a
Liability Insurance Guide for Child Care Centers, a copy of recent law passed in
Connecticut and a chart concerning liability insurance issue.

Recommendations:
1. The State of Connecticut may by statute require all insurance companies to

write insurance coverage for day care providers; excluding coverage for child abuse.
Such coverage would only be available to those providers who are licensed by the
state. This would create an insurance pool which would spread the risk among the
entire insurance industry. Thus it would be the hope that this would allow the day
care providers to pay affordable rates and remain open as the need for more daycare grows.

2. Insurance premiums or actuary rates must be based on correct data. Premiums
for family day care homes (one to six children) providers and group day care and
day care center providers should be different. Actuary rates should take into ac-
count the specific nature of the types of services that are provided in each setting.
Family day care homes are not involved in the full educational, recreational and
health services as must be provided by Connecticut law as the group day care and
day care centers are Actuary rates also must reflect the income leves of each type ofday care facility.

3. Provide that all home owners insurance policy application there be a section
which ask the home owner if they are operating a day care. This would help to iden-
tify the understaffed system of day care. Clearly we have to devise methods of re-
warding those providers who comply with the insurance industries concern of defin-
ing whet day care standards are to be.

4. The State of Connecticut self insures itself to cover claims regarding child
abuse. State sets up a trust fund from which any claims determined by court action
will be paid. Such awards would be capped to a specific amount. Awards could be
distributed by a childrens victim compensation board.

5. Child care industry self insures itself and might folluw some, all or none of the
procedures mentioned in recommendation no. 4.

Thank you for this opportunity to address your committee. If there are any ques-tions I will try to answer them.

52-924 0 - 86 - 5 129
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CHILD CARE LIABILITY INSURANCE ISSUE

Child Care Industry Obligation

self -men toring

professionalism

a `a

Government Obligation

regulatory assurance

negotiator,.monitor of
both industries

Insurance Industry Obligation

actuary rates based on
correct data base

maintenance of industry
standards & ethics

Apparent Optionso

1. Child Care Industry

a. self-insure

b. insist on professionalism and licensing

2. Government

a. improve licensing standards

b. investigate actuary rates

c. set up emergency interim trust fund

d. propose legislation to monitor both industries

3. Insurance Industry

a. provide information on the data base used for rates

b. offer insurance to ONLY
1. licensed child care facilities & homes
2. states where licensing is maintained

c. re-establish a competitive market where above is available
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ExchangeMay ISMS

IC)

Liability Insurance Guide for
Child Care Centers

TIN MN Car low Combs I a
ettoprofit topotisatiosdaticolot
to uppottitte lotonwittiot~noble
on Neal bars lo Ye chaf art
flute Formatebilonssottoo, contact
CC/4 625 Itatott Short Sotto 115,
Soo Proodoca C4 911/0i

by the Child Care Law Certer

You anpreparing lunch fortbe children inyourprogram and
youaccidental&spIU bollInsuatoron adakIstasuling near lb*
stove The chiles bands an badly &woad

Child care centers constant y face situations where there is
exposure to civil liability. It is therefore important for you to take
preventative measures to shield yourself and your program from
possible liability. Maltualning a good safety worm, following
spplicable licensing requirements, and purchasing insurance for
your program are important preventative measures that should be
taken to protect yourself and your program.

this article will discuss lability insurance for child care maw.
bow it waits, what types of coverers we available, and bow to
decide what coverage is necessay for your program Some states
have laws width require child care centers to ctary lability
insurance in sped& forms and amountx It is imponant to And out
if your particular state has such a law in acct.

General Liability Insurance

Chad care workers have the duty to act with reasonable care
while supervising and caring for the children in their custody. Its
child is injured while In your Drowses, the prams might sue the
center If they think the injury was the rank of the negligence oi
you or center sae Negligence is a lepl team that means a person
was under legal duty to act with reasonable are and did not act
with Juch care. lf you have general liability *nominee, the insurance
company will defend yoga if you are sued, and, If you are found
responsible, pay the numerfudgmatt up to the limits of the policy.

There are many types of liability Insurance policies available.
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INSURANCE ASSOCIATION OF CONNECTICUT

'wort 1304 SO WASHINGTON rrrrrr . rrrrr 0160. CONN. PHONE (203) S47.0610

301)n H. Nee
President

July 19, 1985

The Hon. Peter A. Nystrom
116 Broad Street
Norwich, CT 06360

Dear Representative Nystrom:

One of the handouts distributed at yesterday's meeting on day
care liability insurance detailed several specific problems
involving Connecticut day care providers. Most of these problems
involved inadequate notice of non-renewal or increase in premium.

I thought it would be helpful to make you aware that the General
Assembly did pass legislation in 1985 which should resolve that
part of the problem. Enclosed is a copy of Public Act 85-156
which extends existing requirements regarding notice of non-
renewal and notice of premium billing for personal insurance to
commercial insurance, which would include day care liability
insurance.

I appreciate the opportunity to attend yesterday's meeting and
will be happy to work with you in dealing with this issue in
the future. If you have any questions about the enclosed Public
Act or other elements of this issue, please feel free to call me
at any time.

Sincerely,

10157

Michael P. Meotti
General Counsel

MPM:ras
enclosure
cc: Jeanne Milstein

AN 6s6001671004 CONN3CTICv. umsuovANCie COmemdoeS
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rteen vr V 10L-4. /

Substitute Senate Sill So. 362

POSLIC ACT NO. 65 -156

AR ACT cONCEPNIRG ADTASCE NOTICE asboxienvas POI
motRENETAL OP ISSURASCE POLICIES LOS PaERIUS
Discolors FOS SENIOR CITIZENS.

Pt it enacted by the Senate and loss. of
Representatives in General Assesbly romped:

Section 1. (III) (m) to insurer shall refuse
to renew any policy which is sublect to thg
reonirenents of chapter 662. of the general
statutes unless such hearer or its agent shall
seoS, by registered or certified sail or by sail
evidenced by a certificate of mailing, or deliver
to the named insured, at the address shown in the
policy, a% least thirty days. odours notice of
its intention not to mass. The notice of intent
not to renew shall state or be accompanied by a
statesent specifying the reason for sec%
nonreneval. This section shall not apply: (1) In
cane of sonpayseat of prestos; or (2) if the
insured fails to pay any advance presis regaired
by the Januar for 1, provided,
notsittstandisg the failure of as insister to
comply with this subsection, with respect to
automobile liability insurance policies the policy
shall terminate oa the effective date of any other
insurance policy with respect to any automobile
designated in both policies.

(b) A premien billing notice for any policy
subject to the requiresonsts of chapter 662a,
except a sorters. compensation policy. shall be
nailed or delivered to the insured by the insurer
or its agent sot less than thirty days in mdvaace
of the r aaaaa 1 date or the anniversary date of. the
policy. The precise hillier/ notice shall be based
on the rates and relies applicable to the enssiag
policy period. The provisions of this subsection
shall apply to any such policy for which the

precise is less than ten thousaad dollars.
(e) Failure of the 'usurer or its agent to

provide the insured vith the required 'calm, of
nonreneval or prestos billing shall entitle the
insured to: (1) Remo' of the policy for a tors
of not less thee one year, and (2) the privilege
of pro-rata cancellation at the lover of the
current or previous year rates if exercised by the
Assured within sixty days Cron the removal date or
anniversary date. 1 412 a policy shall Sot
constitute a waiver or estoppel with respect to
grounds for cancellation which existed before the
effective date of such 1.

BEST COPY AVAILABLE
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Substitute Senate Pill So. 302

discount of five per cent shall be applicable to
prestos charges for such autoeoblle for policies
effective on And after July 1, 19CSa (, bet before
January 1, 19116.] The discount Shall apply to the
prestos Chor0011 for the automobile for it least
tveaty-four oaths.. Tilts section shall sot apply
to any group automobile lass[412C0 policy issued
pursuant to snetioa 38-111Sa wider 'bleb p
are broadly avoreged for the grasp rather than
detersined

(b) The coesissioser of motor vehicles shall
adopt regulations ln accordance vith the
provisions of chapter Se concereing the content
and other reguiresents of the accident pr ****** oe
course referred to is subsectLoa (a) of this
section, iacluding, but sot Mated to, the somber
of hours of classecce instruction. approval of
schools end instructors offering the course sad
certificate aaaaa nee upon successful cospletion.

Sec. S. Sections 311-1751 sad 38-17So of the
general pealed.

Gruber! au trowel br

Contabubbarr

Ord eth, Snub.
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STATEMENT OF J. ROBERT HUNTER, PRESIDENT, NATIONAL
INSURANCE CONSUMER ORGANIZATION, ALEXANDRIA, VA

Mr. HUNTER. Thank you, Mr. Chairman.
Chairman MILLER. Your statement will be included in the Recordand you'll have an opportunity to read it. In addition, please re-spond if you can to some of the things that were said by the previ-

ous panel. It would be very helpful.
Mr. HUNTER. I'd like to do that, sir. And what I would propose

doing is just to refer to the charts in the back of my statement for
a moment, just to put it into context. On the last page of my state-
ment, I show a chart which shows the underwriting cycle, the cycle
of profitability of the insurance industry over the last 25 years, and
you can see that there is a cyclical pattern to it, and as other wit-
nesses have testified, we are at a bottom. In 1984, the profit wasonly 3 percent. There was not a loss in 1984, but 3 percent rate of
return on net worth is about at historical bottom levels.

The stock market has responded very positively. Chart No. 2shows that the Best Property Casualty Index is at an all time high.
The National Underwriter, just this week, July 26 edition, points
out that the general market Dow Jones industrial average stock
went up 10 percent. The Standard & Poor's 500 lists the first half
of 1985, the Standard & Poor's 500 went up 15 percent, the
NASDAQ composite went up 20 percent, the multiple line insur-
ance companies, which are the big Aetnas and MG and people likethat, went up 33.5 percent.

The property casualty insurance industry stocks went up 27.4
percent to all time record highs. The cycle is an anticipated eco-
nomic phenomenon in the insurance industry. Chart No. 3 shows
that even during a time of minimal profits, the cash flow of the un-derwriters is great.

I'd like to read a couple statistics just to put it into perspective;
this is from Best's Advance Rating Report of July 15. The net cash
flow for 1984, in other words the money the insurers had to invest,
and so on, at the end of the year was $11.8 billion more than they
had the previous year.

This is the property casualty insurers. The surplus we've heard
so much about, in 1980, was $52.5 billion; currently it's at the endof 1984, it was $63.8 billion. a significant increase in surplus. There
was a drop from 1983 to 1984, of just a little over $1.6 billion from
$65.4 to $63.8, but according to reports on the first quarter, that's
been recouped in the first quarter of 1985.

So, I don't think there's a major catastrophe in the insurance in-
dustry. Surely they are at the bottom of the cycle.

I happen to have been Federal Insurance Administrator during
the last bottom of the cycle, and I sat in hearings like this, saying
what are we going to do about medical malpractice and product li-
ability insurance? And I testified before Senator Kennedy on the
Health Committee, for example, stating that the thing to do is to
try to do something about the cycle, that the crisis is one of short
term character every few years at the bottom.

In fact, that turned out to be the case. As soon as the cycle
swung up, as you see on the chart (the cycles go up and down)all
this talk about crisis disappeared. In fact, the underwriters fell all
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over themselves to cut the prices of the very lines of insurance that
we now hear are such a catastrophe.

Let me read from a National Underwriter Report in 1981, No-
vember 20, that I have in my statement. This is a quote. "A large
commercial umbrella liability risk [this would be the very kind of
risk we're hearing is so terrible] came up for renewal and was
rated at $105,000 about the same as the previous year but the in-
sured was not satisfied. Aware of the aggressive rate competition in
the commercial lines market, he decided to shop around. Ha ap-
proached a second agent which offered a $20,000 premium, but the
insured was still not happy, and he continued to shop, and eventu-
ally the original company which originally wanted 105,000 came
back and took the business for $5,000. That's right, $5,000!"

That's the kind of rate cutting that was going on in this line in
1974, they were saying liability insurance is going to hell in a
handbasket, and we've got to change all the tort laws and we've got
to do all these other things, blaming everybody but themselves, and
then five years later, they're cutting the prices like that.

In 1981, you may remember the MGM Grand Hotel fire: they got
liability insurance after the fire, so not only were they willing to
write liability insurance, they were willing to write liability insur-
ance after the liability had already happened. In fact they just paid
out $76 million on that claim which is, if my calculations art cor-
rect, 13 times the claims for all the day care centers in the ISO
exhibit for last year.

So, what happens at the top and bottom of the cycle is what I
call an industry manic depressiveness. The insurance industry will
do almost anything, give away, you know, toasters and everything
to get your insurance at the top of the cycle; at the bottom of
course, anybody, no matter how good they are, can't get insurance.
And I think it's pretty bad that the States that allow this to
happen, come here and testify like they're wringing their hands,
they have a responsibility to keep rates adequate, not excessive and
not unfairly discriminatory, and what happens clearly at the top of
the cycle is these rate cuts lead to inadequate rates and the states
don't do anything about it.

And at the bottom of the cycle, what's going on right now, we're
having rates that are clearly excessive.

[Prepared statement of Robert Hunter follows:]

PREPARED STATEMENT OF J. ROBERT HUNTER, PRESIDENT, NATIONAL INSURANCE
CONSUMER ORGANIZATION, ALEXANDRIA, VA

Mr. Chairman and members of the Select Committee, I appreciate your invitation
to talk to you today regarding the mounting problem faced by day care prc iders in
obtaining reasonably priced liability insurance.

The general insurance situationits impact on day care insurance:
The collage of insurance related headlines attached to my testimony is stark evi-

dence of a general insurance turmoil which has engulfed the day care providers of
this nation, along with nurse-midwives, fishermen, towns, states and others.

Why?
The first chart shows a very important fundamental which you need to under-

stand if you are to understand the 1985 insurance situation. It shows the cyclical
nature of profits in this major and vital industry.1

' Source of data: Citybank Economics and Insurance Services Office.
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The property/casualty (p/c) industry is at the bottom of the cycle. Its profits are
about at traditional lows based on recent cycle bottoms of 1974/5, 1969 and 1964/5.
Wall Street is not concerned (see Chart 2), recognizing the usual pattern is in place
for a sharp recovery over the next 18 months.2 Wall Street also is aware that the
low profits do not mean the end of available investment dollars, put away at a $10
billion clip even in 1984 (see chart 3).3

Insurance executives tend to overreact at the bottom of the cycle, however. Under
some pressure from boards of directors to do something, they have rather ritualisti-
cally in recent cycles blamed the problem on a convenient whipping boy, the law-
yers and the courts. This scapegoat tactic led to tort law changes in most states
after the 1974/5 crises in medical malpractice and product liability,* many of which
sharply curtailed victim's rights (as Federal Insurance Administrator, I was proud
of having participated in getting Presidents Ford and Carter to support no-fault
auto insurance, but the "reforms" sought by insurers in the current context appear
to be simply profit centered, not in the best interests of our citizens. They are seek-ing "reform" under the gun of cancellation and rate hike, rather than logic and
study).

The last cycle bottom was most informative. I was, as Administrator, able to serve
on interagency groups that studied the phenomena. We found that the crises werein the minds of the underwriters much more than in the claims as we collected and
analyzed the data. The testimony I gave before Senator Kennedy's Health Subcom-
mittee concluded that ratemaking had run amok; the report of the interagency task
force on product liability concluded that the insurers engaged in panic pricing .3

While the industry executives act in an overly pessimistic way at cycle bottom,
the reverse is true when times are good. At the top of the cycle the insurers under-
take what they themselves call "cut-throat" tactics to gain the cash flow for invest-
ment purposes. Large buyers of insurance, not the little buyer unfortunately, werereported in the trade press as obtaining rate cuts of up to 90%.*

At the top of the cycle the scapegoat is forgotten and tort reform is sidelined as
insurers chase the cash. The zenith of this chase was the purchase of $165 million of
liability insurance by MGM for its Grand Hotel fully 3 months after the fire.' The
reason for this is simple, although the insurers now complain about the ":ong tail"of liability claims, they love the long time they get to hold reserves in double digit
interest rate securities before they pay out the claim.

So the availability and price of insurance is wildly dependent upon the attitude of
the underwriters, and that is largely driven by the underwriting cycle, itself largelydriven by the underwriters' somewhat irrational behavior at the extremes of thecycle.

America surely needs the stability that insurance normally brings to the econom-
ic activities of our citizens. When insurance acts to destabilize, however, it is hightime that the Congress carefully consider ways to flatten the cycle or address the

2 Source of data: Best's Property/Casualty Stock Index, A.M. Best and Co., Oldwick, NJ.Source of data: A.M. Best and Co , Oldwick, NJ.
St. Louis Post Dispatch, section B, p. 3, April 14, 1984.

5 Hearing of December 3, 1975, Subcommittee on Health of the Committee on Labor and
Public Welfare, U.S. Senate. Among the interesting data supplied by ISO at that hearing were
exhibits that showed that the average daim cost ISO used for ratemaking significantly exceededthe limit of liability, clearly ratemaking that had run amok. That led to this exchange:

Senator LAXALT. Is malpractice always a loser as far as carriers are concerned?
Mr. Hums. If they charge these rates, they could not help but win. (p. 141)
In John Gunther's book, The Malpractioners, Anchor Press, 1978, Gunter cites this exchangeat p. 169 in a chapter entitled "They Could Not Help But Win". In the following chapter, called"They Won", Gunther reviewed the later experience.
Final report, Product Liability Task Force. Report on Product Liability Ratemaking Product

Liability and Accident Compensatior Task Force, U.S. Department of Commerce, 1980. At p. ixthe report states that "overly subjective ratemaking practices were one of the principal causesof the product liability insurance problem."
See, for instance National Underwriter, November 20, 1981, p. 1, where it says:

"A large commercial umbrella (liability) risk came up for renewal and was rated at $105,000,
about the same as the previous year. But the insured was not satisfied. Aware of the aggressive
rate competition in the commercial lines market today, he decided to shop around.

aggressive
ap-proached a second agent, who submitted the very same risk to a different company, which of-fered to write it for just $20,000."

But the insured was still not happy. He continued shopping and eventually the original coin
pany, which originally wanted $105,000 came back and took the business for $5,000. That's right,$5,000. (Emphasis added.]

7 Journal of Commerce, February 18, 1981
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symptoms, unavailability or unaffordability of insurance to decent risks through no
fault of their own.

The day care experiencedoes this line deserve to be treated as it is?
The answer is "no".
At your last hearing, the insureia did not testify. I hope that will be rectified

today. The testimony of the providers gave no basis to expect that the "crisis" is
anything more than more overreaction to the cycle bottom, coupled with some un-
timely publicity vis-a-vis child abuse.

The only data I've seen is from the Insurance Services Office (ISO), the industry
cartellike organization which can exist to make joint rates because of thi. ,ndus-
try's unique exemption from the federal anti-trust laws.

The ISO data is for four years. The data does not show how many day care facili-
ties were included in the data, but it is represented to be data for all companies
reporting to the ISO, a significant percentage of the data in the nation.

The data show that for the four most recent years (1980-1983) there were 1,121
claims filed in the entire country. That would be about 5.5 claims per state per year.
If we assume that insurer expenses and investment income offset (a fair assumption
for this line of insurance), the industry probably lost about $500,000 or about $2,500
per state per year.

Even looking at the worst year, 1983, the data don't look like a crisis. At the very
worst, a rate change of up to 100% might be called for for 1986. If I were asked by a
state to make an actuarial judgment on the basis of that data, I'd recommend about
a 50% increace. The limit on the change an actuary recommends is based on the
believability of the data, something we actuaries call "credibility". There are insuffi-
cient data in the ISO countrywide day care experience to afford these data full be-
lievability. Similarly, there's no way that cancellations or increases of 200% up are
justified.

Let's put this line in perspective to see just how irrational the cancellation/non-
renewal/large price increase behavior of the insurers appears to be. Assuming that
the dollars of claims incurred as reported by ISO actually are paid out at the level
they project (even this takes quite a leap of faith; it is likely that less than $1 mil-
lion of the ISO reported $5 million in claims is actually paid out as of nowwe
don't even know what the size of the adjustments ISO made to the data are), the
total national 1983 day care incurred losses would be: .004% of the premiums writ-
ten by the plc industry; .008% of the surplus of the p/c industry; .11% of the p/c
premiums written by Aetna Life ana Casualty, a leading writer of day care liability
in the past; and incredibly, the entire incurred losses for the country's day care pro-
viders as reported to ISO is only about 6% of the losses paid out on the MGM Grand
Hotel under the policy entered into after the fire, mentioned earlier.°

The panic has to be related to spectres of large verdicts in the wake of the recent
publicity on child molestation . . . it is certainly not found in the data provided to
date.

What is the nation to do about these abusive insurer practices?
NICO believes that the approach enacted at a previous bottom, 1968/9 is worthy

of consideration by the Congress: The Urban Property Protection and Reinsurance
Act of 1968 was a response to the unavailability of insurance in the inner cities in
the wake of the riot situation of the late 60's."

To be sure, the predicate for the withdrawal of riot insurance was strong, given
the very serious situation extant in the country at the time. But the finding of the
President's Panel on the Insurance Crisis is just as valid for the day care p...Nider
community today as it was for the inner city communities of the late 60's: "Commu-
nities without insurance are communities without hope". I I Providers will have to

8 Data submitted to the Select Committee by ISO. For a full discussion of the role of rate bu-
reaus in the insurance industry, and their anti-competitive natura, see Iroestment Income and
Profitability in Property/Casualty Insurance Ratemaking, a report to the National Association of
Insurance Commissioners, J.W. Wilson and J.R. Hunter, January 1983.

9 Sources. Premium and surplus, A.M. Best and Co.; Aetna data, Aetna Life and Casualty as
reported by A.M. Best and Co.; MGM Grand Hotel Settlement Business Insurance. April 8, 1985,
p.l. According to the article, MGM received a total recovery from insurers of $115.5 million of
which only $30 million was from the non-retroactive normal liability insurance the Grand Hotel
had at the time of the fire.

10 Public Law 90-448, 82 Stat. 476; 12 U.S.C. 1749bbb, 42 U.S.C. 4011.
" Meeting the Insurance Crisis of Our Cities. A report of the President's National Advisory

Panel on Insurance in Riot-Affected Areas, January 1968, p. 1.
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shut down, possibly forcing spouses to decide among themselves which one will have
to stop working, or the latchkey situation will be exacerbated, or other undesirable
results will be forced on parents. Some families may even have to give up a homefor loss of the second income, situations not unlike the loss of mortgage following
loss of insurance in inner city areas plagued by riot almost two decades ago.

The federal government agreed to reinsure (insure the insurance companiesa
sort of lay-off bookie arrangement) the insurers against the specified peril of riotand civil commotion in return for a reinsurance premium and a commitment to par-
ticipate in a pool to make sure insurance is available to all residents whose homes
met reasonable standards of insurability.

The federal government made $125 million writing this reinsurance!
The cities were saved from the sure death that no insurance brings in twentith

century America!
The program worked well.
I think that a program of stand-by authority should be prepared to take care of

the day care and nurse-midwives current problem (and, perhaps some of the others).The authority should be granted to cover future crises as well, to stabilize the insur-
ance profit cycle's harsh symptoms.

When a line of insurance became severely distressed, representatives of those pur-chasers could appeal to the agency given authority to reinsure. The agency would
make a finding as to the extent and cause of the dislocation. If a distressed situation
is certified, then the agency could offer reinsurance to insurers who would agree tomake a market in the line. Following meetings with the insurers, the agency head
would determine what the cause of distress was and would offer only to reinsure
that cause (e.g. only reinsure the peril of child abuse for day care liability if that is
the finding). Insurers would pay a reinsurance premium designed to be self suffi-cient.

Insurers, the administrator of the program and representatives of the distressed
industry would meet to set standards for insurability under which those who qualifyare assured of an insurance market.

Studies will be undertaken to determine if other longer range action (risk man-agement, tort reform, etc.) is also needed to resolve underlying problems.
Funding for this program would come from reinsurance premiums. I also envision

a small surcharge, perhaps one-quarter of one percent of premiums written by all p/c insurers, to back up the program. This is in case premiums are insufficient over ashort period or if it is determined by Congress that some short term subsidy is re-
quired to stabilize a distressed line sometime in the furore.

The one-quarter of one percent surcharge would cost only 81 cents on the average
private passenger car premium but would yield over $300 million this year. Over a
ten year cycle, with a 10% growth in premiums and a 10% interest rate, $7 billion
would flow into the Treasury. I would envision these funds being used in the gener-al revenue area, but carefully accounted for to be available to the agency head when
needed.

CONCLUSION

America deserves a better deal on ita insurance. The federal government cannot
sit idly by and let the insurance industry hold day care providers hostage in alarger game beyond the providers' control. The terrorist tactics of insurers every 10years at cycle bottom must be dealt with in a systematic way that adds the stability
to our economy that insurance is meant to deliver. It is time the Congress began to
look at the delegation it made to the states in 1945 to see if we are, as a nation,
getting the most we can out of that twelve percent of our disposable income we pay
into insurance premiums. A good place to start is solving the day care crisis that
exists only in the minds of a few underwriters on John Street in New York City.I welcome any questions you may have. I offer the full assistance of NICO to youin your efforts on behalf of the oppressed providers of our nation's child care.
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Chairman MILLER. May I interrupt you?
Mr. HUNTER. OK.
Chairman MILLER. There is the suggestion that this cycle is a

natural phenomena, int that may not be so. What you're suggest-
ing is that predatory practices are involved.

Mr. HUNTER. Correct.
Chairman MILLER. To secure market shares, to secure business at

the top of the cycle when they're fat and sassy.
Mr. HUNTER. Correct.
Chairman MILLER. And then, if the rates were inadequate as we

were told in 1980, by 1985 they catch up with themselves. What we
see is that people have been told, as Senator Nystrom just talked
about, that they must absorb a 1,000 percent increase. Those sto-
ries have been told now, time and again. We're not just making up
for new found liability; we're making up for a history of business
practices which have plunged the insurance industry as a whole
into a downward cycle.
cycle.

Mr. HUNTER. That's correct.
Chairman MILLER. You're suggesting that they have an aversion

to stability in this industry.
Mr. HUNTER. I think that's correct. I think, my definition of

them as a manic depressive is accurate. At the top, they do crazy
things in terms of cutting prices, particularly in the commercial
lines where the commercial lines have the ability to self-insure;
they don't do such crazy things in personal lines. Competition is
very weak in the personal lines, auto and fire insurance and the
like, but in these commercial lines [where the particular big buyers
of insurance are] is where the giveaways like this $105,000 price
down to $5,000 occur. And we pay the price for that at the bottom
of the cycle.

And the cycle is exacerbated by the fact there's no control at
either the top nr the bottom. Commissioner Muhl's statement to
the contrary notwithstanding, I can assure you, since I'm an actu-
ary and I've been to several States recently, I can assure you that
the States are not looking at day care center price increases.

Chairman MILLER. Well, the only thing we know about the cycle
is that once again, the consumers are going to fall on the insurance
company's sword.

Mr. HUNTER. That's corr-ct.
Chairman MILLER. It's just a matter of time.
Mr. HUNTER. That's correct. And it s Congress' fault.
You delegated the authority to the States to regulate this indus-

t
Chairman MILLER. Well, in that sense, you're right.

Mr. HUNTER. With no standards.
Chairman MILLER. We delegated them the authority and they re-

fused to exercise it.
Mr. HUNTER. Well, it was delegated in 1945 with no standards for

performance and I think you've paid the price.
Chairman MILLER. If I had known that in 1945, I would have

changed it.
Mr. HUNTER. Well, what I wanted to say is, looking at the day

care centers, I had the same experience that we've looked at, and
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the question I tried to answer is: Does this line deserve to be treat-ed as it is being treated, and in my statement I say it does not.At the last hearing, we didn't hear much about experience. Thishearing we got some experience, and I'm more convinced thaneverI had already seen this experienceand I, as an actuary,would say yes, they probably need a rate increase, maybe as muchas 100 percent maximum. I would recommend if I was a consultingactuary to a State or something, I would recommend probablysomething on the order of a 50 percent rate increase.
But the idea that they'd have to cancel any of these is beyondthe pale, and I do believe, of course, that they should cancel onesthat have real bad records or something like that, but I'm sawholesale cancellations just make no sense at all from a techniviewpoint or from a public policy viewpoint. i point out that theentire losses represent four one-thousandths of 1 perc'nt of the pze-miums written by this industry.
Eight one-thousandths of one percent of the surplus in the so-called declined surplus, 0.1 percent of the premiums written byAetna Life Casualty, who are a leading writer; they could take thewhole loss themselves and not charge a premium and hardly noticeit on their annual statement.
And as I said, it's 13 times what war just paid out on the MGMfire, so we're talking about such a minor amount of money to thisindustry that it's incredible that they've allowed this thing to getout of hand. It is hysteria; it is in their minds; and in part, it's apanic that they go through for their own self interest because, ineffect, in 19'74, I had an insurance commissioner grant a rate in-crease of 100 percent and I went to see him.I said, the data only shows maybe a 20 percent rate increase formedical malpractice, and the commissioner said, yeah, that's whatwe told the company but then the company saidand it was theonly company writingwe're going to pull out if you don't give us100 percent, and suddenly I found the actuarial accuracy of theircalculation was okay. Obviously he v.: intimidated into approvingthe 100 percent rate increase.

And there is an intimidation factor in this and it's meant to in-timidate riot only the State insurance commissioners bm also legis-lators viz a-viz the tort reform issue. And I got two Presidents tosupport nofault auto insura; Ice, when I was Federal Insurance Ad-ministrator so I'm not against tort reform, but I am against tortreform under a like this ..And I think they were crying for thesame kind of tort reform in 19 '4, and 1975. The problem wentaway by itself; I would predict that the problem will be gone in 18months, so I guess I'm sort of between Commissioner Muhl's 1-yearpredictionI hope he's rightand the industry's 3-year prediction.But I would say within 18 months, we won't hear any more abouttort reform or anything else, and in fact, we'll be wondering howthey're making so much money.
But I do appreciate the opportunity to testify today sir.Chairman MILLER. Well, let me suggest that if your testimony isaccurate that what we have at its worst is a conspiracy betweenthe companies and the insurance commissioners to fail to policeadequately the rates and premiums that are charged over a longperiod of time, and at best what we have is an hysterical reactionby the insurance industry that is unfairly buraeninr, the child careindustry and the result is that millions of children and their fami-
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lies are being placed at a much greater risk.
Mr. HUNTER. I didn't go so far as t0-
CHAIRMAN MILLER. And the purpose of these hearings has been

to try to get evidence for the industry to justify the treatment of
the child care industry. And I have to say, as we near the close of
the second set of hearings, that evidence just isn't there.

I appreciate the economic evidence that was submitted this
morning about the trials and tribulations of the insurance industry
on a nationwide basis, but it still doesn't seem to me that it should
translate into the kind of treatment the child care industry has re-
ceived.

As we will hear from Mr. Birch, the issue of abuse in child care
has been overblown, both in the press and in the minds of the in-
surance industry.

Mr. HUNTER. Well, I agree with you. I think that it is hysteria
and I think it is falling on the day care centers and others. My tes-
timony has a collage of headlines, you probably noticed, because I
mean people are just being abused generally. And I wouldn't go so
far as to

Chairman MILLER. From what it appears, the child care indus-
try's being abused, that's what's going on.

Mr. HUNTER. Well, as far as the insurance industry, it's a self-
afflicted problem that they have and to take it out on day care cen-
ters is just wrong. That's why I proposed in my statement which is
rather technical, that some kind of reinsurance by the Federal
Government to ease the bottom of these cycles might be appropri-
ate, as a standby authority, and not only for day care centers by
1995 (the next time we sit here and go through this same kind of a
mess); 12 percent of the disposable income is paid into insurance
premiums, I don't think the Congress should sit by and let that 12
percent kind of dig into the whole country every 10 years.

Chairman MILLER. One of the things that concerns me is the sug-
gestion is that the insurance industry can sell liability insurance
where it is required to, to child care providers, but in fact, they'll
end up with a policy that does nothing by the time you get done
with the exclusions and the lower limits of liability. I remember
once I bought an insurance policy for my son, and when I got done,
I paid three times as much as I had paid before he'd gotten into his
accidents, and I had a policy that met the legal requirements of the
law but it had $100 million deductible or something. The policy did
nothing.

Mr. HUNTER. That happens in title insurance every day.
Chairman MILLER. I'm just concerned that one of the results

here, if we act too quickly because of the kind of economic data
that comes forward from the industry, that we'll be too quick to
provide for exclusions and limits to liability. We will be misleading
parents as to the adequacy of the liability coverage that the centers
will have.

Mr. HUNTER. And the other thing that concerns me greatly from
hearing the testimony this morning, is that it sounds like Lloyds of
London can call the shots on what we do in this country viz-a-viz
our insurance mechanism. I don't think that should be.

148
4



145

Chairman MILLER. They're just treating the United States like
we're treating the child care centers. Again, a lot of their problems
aren't related to the United States casualty market.

Mr. HUNTER. That's correct.
Chairman MILLER They made some pretty bad decisions.
Mr. HUNTER. That's correct, it's mismanagement and everybodywould like to blame somebody else when things go wrong. Ofcourse, why not the tort law, why not the United States?
Chairman MILLER Tom?

STATEMENT OF THOMAS L. BIRCH, LEGISLATIVE COUNSEL,
NATIONAL CHILD ABUSE COALITION, DISTRICT OF COLUMBIA
Mr. BIRCH. Thank you, Mr. Chairman. I appreciate the opportu-nity to appear before the select committee today and present testi-mony on behalf of the National Child Abuse Coalition.We've all heard and are familiar with the stories in the newsabout the sexual abuse of children in day care programs that forwell over a year now have shocked the nation and frightened par-ents, and lately as this committee has heard during these 2 days ofhearings, apparently convinced insurers into believing that chil-dren in this country put in child care programs by their parents

are in grave danger of being molested.
The fact is, information on reported child molestation refutes thepresumption that children in day care are at high risk of sexual

abuse. The data we have do not support that notion. What's more,advocates for the prevention of child abuse see day care as an im-portant effort to help prevent the abuse of children, which is thereason why citizens and communities across the country are active-ly working to make sure that children in day care are not indanger.
Child abuse and neglect is a national problem of huge propor-tions. Over 1 million documented cases are reported in the UnitedStates each year, and this committee is well aware of the tremen-dous yearly increases in reports of abuse. According to the Ameri-can Humane Association, which compiles annually national childabuse and neglect reporting statistics, the number of children re-ported to child protective service agencies increased 121 percent inthis country between 1976 and 1983.
I would suggest that that increase reflects the increased publicawareness of child abuse, enactment of child abuse reporting stat-utes encouraging people to report suspected cases of abuse, and thedevelopment of programs for treating children who have beenabused and working with their families. In its 1983 survey, Ameri-can. Humane looked at figures which reported that 1,007,658 docu-mented cases of child abuse and neglect had occurred. That was anincrease of 8.4 percent over the previous year.
Another survey conducted early this year by the National Com-mittee for Prevention of Child Abuse estimated that for 1984, re-ports rose again, this time by 19 percent, to 1,273,000 childrenabused and neglected in this country. The number of children in-cluded in these reports who have been sexually abused has in-creased each year also but at a greater rate. Up by 23 percent in
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1983 according to American Humane, and an increase of 35 percent
last year reported by the national committee.

Now, obviously, this is not an appealing story, but what does it
mean about the risk of children being sexually abused in day care
programs? American Humane tells us that in 1983, and this is the
year for which the most recent figures are available, child sexual
maltreatment accounted for 8.5 percent of the reported cases of
child abuse and neglect. That is, of the 1,007,000 documented re-
ports of all types of child abuse and neglect, slightly more than
8,500 children were sexually maltreated that year in 1983.

According to the information we have, most of those children
were sexually abused in their homes parents. The statistics
show that in 97.1 percent of the cases I% mentioned of sexual mo-
lestation, a parent or some other relative is the sexual molester.

The remaining 3 percent of the perpetrators are grouped togeth-
er and the category includes babysitters, teachers, neighbors,
strangers, friends of parents, and staff of State institutions and pri-
vate institutions. American Humane estimates of that 3 percent
category, between 1 and 1.5 percent of the reported perpetrators of
child sexual abuse fall into the category of day care employees.

This information should help, I think, put into perspective, the
problem of sexual abuse of children in day care programs, a prob-
lem much enlarged in the public's mind by news coverage given to
the cases that have occurred. The data enforce the belief that child
sexual abuse is increasing in this country but that sexual maltreat-
ment of children by day care workers is a very small piece of the
problem.

As I've said, those who are working to prevent child abuse be-
lieve that child care is an integral part of the prevention effort by
helping to support families and strengthen them. In fact, in most
subsidized child care, abused and neglected children have first pri-
ority for service.

Good child care services can fill many of the goals of a child
abuse prevention program enhancing ties between parents' and
children, increasing parent skills in coping with the responsibilities
of raising their children, reducing family isolation, increasing peer
support, and so forth.

Without optimal child care services, I would say that the risk of
child abuse in fact increases. Day care center teachers in fact help
parents learn better how to care for their children. Parents who've
abused their children or may be liable to abuse often have unreal-
istic expectations of their children's capabilities. Day care teachers
can help mothers and fathers understand a child's normal behavior
and show parents how to cope with raising children.

Because day care is so important not only as a part of the effort
to prevent child abuse but as a basic service required by the fami-
lies of millions of children across the country day care providers,
public officials including the chairman of this committee and mem-
bers of the select committee, and child abuse prevention advocates
have joined forces to ease the minds of parents with children in
day care and to protect those children by preventing abuse, sexual
molestation in day care from ever having the chance to happen.

The most effective method of preventing child sexual abuse is to
educate parents, children, teachers, and day care staff to recognize,
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to resist and to report sexual abuse. I'd like to mention some of thesteps that are being taken to make sure day care is safe for chil-dren.
The passage last year of Public Law 98-473, legislation offered by

Chairman Miller, provided $25 million to States for child sexual
abuse prevention training. This is an extremely important measure
in the national prevention effort. A recent report of the National
Association of Public Child Welfare Administrators gives some in-dication on how States are responding to this newt source of fund-ing.

Forty-six States, in a survey, said that they planned to provide
training in sexual abuse prevention. The new law, as you wellknow, I'm sure, also requires States to set up criminal record and
back ground checks on day care employees. Prior to this Federal
mandate, only three States had comparable laws. But since last
year, with the passage of Public Law 98-473, over half the Stateshave enacted or are considering such legislation.

I'd mention too a report of the Inspector General from the De-
partment of Health and Human Services in January 1985, report-
ing on preventing sexual abuse in day care programs, recommend-
ed that, as a first priority, HHS should support the kind of educa-tional programs I've tried to describe in my testimony. Which iswhy we were disappointed when the administration's fiscal 1986
budget proposed eliminating the $25 million to States for sexualabuse prevention training.

We've been encouraged, Mr. Chairman, by your leadership joined
by your colleagues on this committee and in the House, to make
sure that Congress provides this much needed support anotheryear.

In private organizational efforts, the National Committee for
Prevention of Child Abuse has collaborated with Marvel Comics toproduce a special "Spiderman" comic book, showing children how
to protect themselves from child molestation. Parents anonymous,a national voluntary self-help group, has initiated community
sexual abuse prevention forums beginning in southern California,
for parents who wish to learn more about protecting their childrenfrom sexual abuse.

Scores of films, books, school curricula, plays and brochures havebeen developed by local organizations all over the country to teach
parents and children about preventing sexual abuse. ,I have a booklet published this year by the National Committee
for Prevention of Child Abuse called Child Care in the Family, andit discusses the imp-rtance of child care as a child abuse preven-tion activity and also includes suggestions for parents about how toshop for day care programs and tips on how to prevent children
from being abused. And I'd ask that this be included in the hearingrecord, Mr. Chairman.
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Introduction

The purpose of this booklet is to make the reader aware of child
care as a major resource for the prevention of child abuse as well
as the special contribution that child care &ervices can make to
abused children and their families. It is hoped that this will bring
people working in the two fields of child care and child abuse
closer together. The discussion in this publication is intended to
enhance communication and understanding between the two
groups and to facilitate their working together for the benefit of
children. It is hoped that the material presented will inspire the
reader to take action. Wherever possible, the emphasis will be on
specific actions, programs, and models.

Child abuse is a community problem, and its prevention is a
community responsibility. The community must provide parents
and children with certain supports, training, and Information to
help them cope successfully with their roles in the family. As part
of a continuing effort to identify successful community ap-
proaches to child abuse prevention, the National Committee for
Prevention of Child Abuse (NCPCA), in cooperation with the
Johnson Foundation, convened two national research con-
ferences on child abuse prevention in 1978 and 1981. Participants
at these meetings, representing the many different disciplines
and areas of expertise concerned with child abuse, analyzed what
is known through research about preventing abuse. From their
findings they identified community programs that, if they were
available to all on a voluntary basis, would contribute to child
abuse prevention.

While the experts seemed to agree that the earlier support can
be provided the better, they acknowledged that for child abuse to
be prevented, families need support at many different times.
Thus, they identified programs directed toward each phase of the
life cycle, beginning with the prenatal period and continuing
through a child's school years. These programs Include:
i Perinatal support programs to prepare individuals for the job

of parenting and to enhance parent-child bonding.
Education for parents to provide parents with information
about child development and with skills in child care.
Early and periodic childhood screening and treatment to iden-
tify and deal with physical and developmental problems in
children at an early age.
Programs for abused children to minimize the longer term ef-
fects on children who have been abused and to reduce the
likelihood of their becoming abusive parents.

1
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Social skills training for children and young adults to equip
young people with the skills and knowledge necessary to suc-
ceed in adulthood.
Mutual aid programs and neighborhood support groups to
reduce the social Isolation so often associated with abuse.
Family support services, including health care, family planning,
child care, crisis care (such as hot-line counseling), marriage
counseling, and related services to provide families with the
range of supports they need to survive the stresses of life and
to stay together.
Public information on child abuse to heighten the public's
awareness of different types of abuse and neglect and to pro-
vide specific information on how abuse can be prevented and
where parents can turn for help.
Community development activities to increase local oppor-
tunities for job training, employment, access to social and
health services, and other supports that reduce family stress.
Communitywide child abuse prevention coordinating body to
guarantee that prevention programs are responsive to the
needs of the community and to determine priorities for pro-
posed programs.
Child abuse prevention training to give professionals and
volunteers greater knowledge of the dynamics of abuse anc to
furnish them with information on community prevention pro-
grams.
Ongoing program evaluation and assessment to assure that
community programs are as responsive and effective as possi-
ble.
Taken together, these programs comprise a comprehensive

community approach to prevention as described in the NCPCA
publication An Approach to Preventing Child Abuse. To en-
courage and assist community leaders in their efforts to prevent
abuse, NCPCA is publishing a series of booklets describing
aspects of the above programs and community activities. This
booklet describes how adequate, comprehensive, and quality
child care programs can significantly contribute to the prevention
of child abuse and the enhancement of family life.

2
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Child Abuse

Child abuse may be defined as any interaction between a
caregiver and a child resulting in noneccidental harm to the
child's physical or developmental state. This definition Includes
physical and emotional abuse, neglect, exploitation, and sexual
misuse. (While this definition Is useful for the purposes of this
booklet, it should be noted that the legal definition of what con-
stitutes child abuse Is determined by state laws.) The National
Center on Child Abuse and Neglect in Washington, D.C.,
estimates the number of children abused annually In the United
States at one million. The center also estimates the number of
children who die each year as a result at one thousand. The center
is quick to point out, however, that the estimate of deaths is low,
because many child abuse situations go unreported or pass for
accidents, to say nothing about the number of children reported
missing each year.

The current approach to the problem of child abuse accepts the
idea that 90 per cent of abusive parents are normal, feeling
human beings. Only a very small percentage can be considered
cruel, inhuman, or deranged or are severe substance abusers.
Most child abuse situations are symptomatic of family stress or
dysfunction and are amenable to treatment. Current research
characterizes many abusive parents as social isolates with low
self-image, often abused and neglected in their own childhood,
often lacking an adequate parent model, and looking to their
children for the love and attention denied them by their own
parents. The parents usually characterize their child as "special"
or wanted but often think of the child as "different." This dif-
ference may be real, as in the case of the developmentally slow
child, or the difference may be imaginary. In either case, the
"target" child becomes the scapegoat in the family.

Sometimes stressful changes in families, such as unemploy-
ment and divorce, may lead to child abuse. Given the proper con-
ditions, anyone, regardless of class or cultural group, has the
potential to become an abuser. Stress increases the possibility
that parents will lose self-control. This stress may result from in-
terpersonal problems, ill health, or financial difficulties.

The seeds of abuse may be sown very early, if parent and infant
fail to develop close bonds. Attachment la an important ingre-
dient in the devblopment of a healthy parent-child relationship.

There are three victims of child abuse the child, the parent,
and the community. Taking this into account, society's response

3
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is directed not at punishing the abuser but at protecting the child
and treating the family. There are laws against child abuse in all
50 states, and most of these laws require caregivers, including
people involved in child care services and schools, to report
suspected abuse. The laws also grant the reporter immunity from
civil suit. Many caregivers and teachers hesitate to get involved,
however, for belief in the privacy of the family is deeply rooted.

Parents are not alone in abusing children. Relatives, triends of
the family, aberrant or sick members of the community, and
society itself may commit the abuse. Examples of societal or in-
stitutional abuse include the abuse of children by prostitution
and exploitation for pornographic purposes. Another example is
the abuse that occurs in institutions supposedly set up for the
benefit and protection of children. Harsh, punitive schools,
abusive foster homes, unresponsive legal and judicial services,
and institutions where children are "warehoused" are themselves
abusive. A chaotic, uristimulating, or unduly harsh and
regimented child care situation may be abusive. In addition,
children in these settings often develop inappropriate coping
skills that make them more vulnerable to abuse at home.

4
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Update on the Family

No one would disagree that without children the human race has
no future. Without adult care children cannot survive, and without
yoingsters to grow into adulthood, society cannot survive. The
care of children is therefore one of society's primary concerns.

Society carries out its collective responsibility for the future
through individual families. The family is the unit through which
one generation brings forth the next and raises It to maturity.
Family groups may not be the only way to rear children, but they
do seem to be well suited to delivering the prolonged care and in-
timacy needed by infants. Certainly Americans are committed to
the notion that the best way to rear children is within the family.

The family also has another unique function, one that
sometimes comes in conflict with society's desire to ensure ef-
fective child rearing; it provides intimacy, love, and security to its
members. It is the one place where individuals can in privacy truly
relax, be accepted, and receive support.

Difficulty arises, then, when societal intervention in child rear-
ing is required. This intervention may Interfere with the privacy
that families feel they, are entitled to and require. The constant
dilemma facing policymakers is how to maintain a good balance
between the protection of children and the privacy of the family.
Today the debate rages over children's rights vs. government in-
terference in the family.

Historical Perspectives

The dilemma has been handled in various ways. The earliest
societal interference in child rearing was simply to guarantee the
survival of children. This included care for orphans and the aban-
doned and prevention of the worst abuses by Parents. In the early
days in the United States, on the other hand, the church establish-
ed very rigid laws affecting all aspects of family functioning. After
a relatively short time, however, the needs of the developing
society and of individuals conflicted with the established regula-
tions, and the laws were either changed or abandoned.

Later, when the needs of a developing Industrial economy and
the expansion of democracy required an educated population,
free, compulsory education was introduced. This certainly in
terfered with the rights of families to determine how their children
would spend their time and what they would learn. it also
drastically affected the children's ability to contribute to the fami-
ly Income. Another example of intervention was the passage of
child labor laws, which prohibited children under a certain age
from working. During the twentieth century, regulations were in-
troduced that required immunizations unless they interfered with
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religious beliefs. With some variation from state to state, govern-
ment bodies established health and safety regulations and licens-
ing of facilities occupied by children. All of these laws certainly
constituted intervention in child rearing and in family functioning,
but the greater need of society to protect children overruled the
privacy of the family.

arrently, because of the rapid changes that are taking place,
there is great concern about family policy. Some fear that the
family itself is endangered. Others wish to reduce any in-
terference by society in the family and in child rearing.

First, let's look at the changes that are taking place in the
American family. It may be helpful to look at some of the
historical material on the family and to recognize that change
does not necessarily mean destruction.

The American Family Today

In Here to Stay', Mary Jo Bane surveys the development of the
American family. She points out that because death rates of
young parents in the past were almost as high as present divorce
rates, even with the rise in divorce, more children today are living
with at least one parent than ever before. As a result, there are
fewer children in institutions, in orphanages, or living with
relatives than in the past. Also, the rate of remarriage is com
parable to the divorce rate, indicating that it is not marriage that
is being rejected but a specific marital partner.

The 1980 census figures indicate that despite all the trends
toward divorce and looser family arrangements, a family headed
by a married couple is still the primary living arrangement for
Americans, and by a very large margin. In 1980 almost 74 per cent
of the population in the United States lived in a family headed by a
married couple.

At present a major concern about the family is the effect on
children of mothers working outside the home.' A prevalent myth
is that in the past all mothers stayed home and reared their
children. The facts are that a large majority of black women, both
during slavery and after, have always worked outside the home,
and immigrant women worked as servants, cared for the children
of the rich, or worked in factories or in the fields. Only in the
relatively short period from the end of World War I through the
1960s were large numbers of women at he 'le and the main
caregivers of their own children.

Whether a mother is at home or in the workplace may make less
difference than is generally supposed. Studies show that the dif-

The authors of this booklet recognize that child rearing Is the equal responsibility of both
parents If, as in this section. the burden seems to fall on IM mother to be home with her children.
this is beer rue the attitudes and opinions of others are being reported
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ference in the amount of time working and nonworking mothers
spend with their children is surprisingly small. Bane indicates
that television has become a significant rearer of children.

It appears that although marriage and the family have
undergone change. they are in no danger of disappearing. Similar-
ly, those who fear that child care will change the family and even-
tually destroy it have unfounded fears: It is the authors' belief, as
will be developed in this booklet, that providing supports to
families, in particular child care, will strengthen, not weaken, the
family.

Child Care Needs of Today's Families

Demographic studies indicate that the trend of mothers working
outside the home will not only continue but will increase over the
next decade. Caring for the children, therefore, will require
assistance from outside the family. Rather than viewing child
care as an intrusion Into the family, child care can and must be
viewed as a support for the family. Only by vast expansion of
every type of child care service will the needs of families be met
and the care for America's children be secured.

There are many alternative ways of taking care of children of
working parents. Some businesses, for example, are turning to
"flex time," which includes part-time work, different shifts, shar-
ing of one position by two employees, and other approaches,
generally geared toward female employees.

These innovative approaches are generally needed by families
for the first few years of their child's life. It is urgent that more of
these arrangements be available for parents who need to work for
economic and career reasons.

Child care arrangements and facilities that reflect the various
cultural and ethnic groups also need to be available. Children fare
best when there is little discrepancy between the childrearing
practices of the parents and the caregiver. ?arents are also more
comfortable in discussing their children and communicating with
people whose approaches to caring for children are similar to
their 'own.

When parents need help in caring for their children because of
work or for respite and they are unable to make satisfactory ar-
rangements, great stress can result. Stress can cause problems
in parent-child interactions, affect the parents' ability to work,
and cause many health problems. Therefore, not only can ade-
quate child care provide crisis intervention and treatment to
alleviate the effects of child abuse, but it must be seen as a
critical aspect of the prevention of abuse.

7
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Case Study

The following case study Illustrates how parents and day care
staff can work together to the benefit of all concerned.

Mr. and Mrs. T.

Tanya T. is an attractive, intense woman lit her late 30's Avhci is
sure of her priorities but finds It difficult to balance the conflict
between working and parenting. Her professional life has been
one of fighting her way up the executive ladder to a top ad:
ministrative int,. Her work is stressful but has many financial end
psychological rewards. Tanya's husband, Torn, is a handsome
sports enthusiast. They have two children, age 16 months and 3
years.

Their two girls are enrolled in an employer-sponsored day care
center where they spend 10 hours a Coy. Soon after the children
entered the program, the director of tie center not a problem.
At times of great stress at their mother's workplace or when
things were not going well at home, the girls would show signs of
being overtired, irritable, angry, and generally In need of a good
deal of reassurance, extra cuddling, and individual attention. Dur-
ing II_ se pe!ods the children, who were ordinarily dressed In the
latest toddler fashions, would be brought to the center in their
night clothes, without breakfast and would have great difficulty
separating from their mother. The director also noted that a crisis
would occur whenever either or both of the children became Ill.
The parents were in conflict over who was to stay at home with
the girls and who was to take them to the pediatrician.. Tanya felt
that she couldn't, end Tom either felt the same or felt humiliated
because he was relegated to being a baby-sitter. This often
resulted In giving the children some aspirin and taking them to
the day care center with the hope that the symptoms would cs-
appear or not be noticed.

Soon after the children were admitted to the prograM, a parent
conference was held. The day care center staff felt a need to know
what was going on at home in order to plan an appropriate pro-
gram for the children. The director explained to Mr. and Mrs. T.
that the center respected home routines and parental values and
for this reason needed to know more about the family.

Tanya and Tom were defensive at first and claimed nothing was
wrong. They complained that the children were being spoiled in
day care and needed more structure and discipline. They de-
scribed how the girls had been wonderful, docile children before

8
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entering day care and how irritating and demanding they had
become. In discussing these changes, a disagreement in child-
rearing approaches surfaced. From this meeting and subsequent
ones, it emerged that Tanya and Tom loved their children and
were exemplary parents in many ways. They were capable of be-
ing sensitive to the developmental needs of their children and of
providing a lot**, secure setting for the girls. When times were
stressful, however, and the requirements of the lob and the mar-
riage were overwhelming, the needs of the children were
neglected.

From these conferences, a plan was developed that
acknowledged the needs of both parents and the children. On par-
ticularly difficult days, the children were to be brought to the
center early, appropriately dressed. Their parents were to provide
fresh fruit, and the center would provide cereal and milk for the
children's breakfast. To increase their Interaction with the center,
Tanya and Tom were invited to have lunch at the center with their
children. Arrangements were to be made at least an hour ahead of
time in order to prepare the children and the staff for the visit.
Telephone communication between the center staff and the
parents was encouraged. On days when Tanya felt she read to
meet with her colleagues for an after-work drink, the staff was to
be notified so that the children would not be left waiting for her.
Tom and Tanya were asked to take on some responsibilities in the
center that matched their talents. Tom helped with some needed
repairs, and Tanya helped to develop an improved collection pro-
cess.

Soon alter this mutually acceptable plan was put in operation,
the center staff noted remarkable improvement in the children's
behavior. Follow-up sessions with their parents also revealed
favorable changes in parent-parent and parent-child interactions
at home, due apparently to a healthy and helpful child care pro-
gram,
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Child Care

Child care can be defined as the shared care of a child by a
caregiver and a parent inside or outside the child's own home for
less than 24 hours a day. Views of child care have changed
dramatically over the past decades. As families with both parents
employed increase in all sociceconomic brackets, child care
issues have changed from an emphasis on welfare and helping
the needy to the provision of affordable, quality care for children.

History of Child Care in the United States

In the not so distant past, child care was a response to a societal
crisis. For example, during the Civil War more men were killed
than in any other war in which the United States has been in-
volved, resulting in many fatherless families. Rather than placing
children in orphanages or institutions for file insane or shipping
them off to farms, the "day nursery" was developed so that
mothers could work and still keep custody of their children.

In the early 1900s, day nurseries were provided for the "deserv-
ing poor" by charitable organizations. The "ladies bountiful" ar-
ranged day care for children of immigrants and the needy as a
method of acculturating the children into the American way of
life. These nurseries put a good deal of emphasis on cleanliness,
godliness, and hard work.

With the advent of the depression of the 19305, day care
mushroomed in response to unemployment. Teachers, social
workers, nurses, and nutritionists were put to work in WPA (Works
Progress Administration) nursery schools throughout the country.
This was followed by Lanham Act Day Care Centers, established
during World War 11 to encourage women to work in defense-
related industry. Although Congressman Lanham anticipated that
the federally funded centers that bore his name would cease to be
needed at the end of the war, in fact many women did not return to
the home but became a permanent part of the labor force. Despite
this fact, all federal funds for the centers were withdrawn, and in
only a few areas were the child care programs supported by state
and private funds.

Types of Child Care

According to some recent estimates, in the United States there
are 6.4 million children under six years of age whose mothers
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work outside the home. This number is expected to increase to
10.4 million by 1990. In addition, there are at least 14 million
school-aged children whose mothers work outside the home, and
half of these children need care before and after school. Despite
this increased demand for child care, there are fewer licensed day
care openings now than were available in 1945.

In the recent past, the idealized concept of the American family
included an at-home mother caring for her children. Day care was
considered to be a temporary remedy until the mother could
return to the home and assume her "rightful" role of caregiver and
nurturer.

Although this attitude still exists, economic necessity and the
feminist movement have made more people aware of the right of
women to choose their career and to decide whether to work in-
side or outside the home.

In-Home Care. Say "child care" and most people picture a building
with a sign that says "The ABC Child Care Program" rr "The Jack
and Jill Nursery School." Yet, among the various types of child
care available, such centers provide the fewest openings for the
millions of children needing care.

There are basically two categories cr, care for children: inside
the child's home and outside the home. According to U.S. Depart-
ment of Labor statistics on children five years old and younger,
31.6 per cent were cared for in their own home either by relatives
(21.9 per cent) or nonrelated babysitters (8.7 per cent). The
children who were cared for outside their home were enrolled
either in family day care homes (38.2 per cent) or child care
centers (20.2 per cent). The remaining 10 per cent were cared for
by the mother at the workplace or in other arrangements not
specified.

Little is known about care within the child's own home,
because investigation into private homes is obviously liMited to
preserve the family's privacy. There are both advantages and
disadvantages to in-home care, the most frequently used arrange-
ment. It is probably the easiest, least expensive, and most flexible
arrangement. Children need not be transported to another place,
the surroundings are secure and familiar, siblings can stay
together, and parents can maintain some control over activities,
values, child-rearing patterns, foods, and schedules. There is no
problem when children become ill. On the other hand, this'is the
least stable form of care, especially if the caregiyer is unrelated to
the family. In-home baby-sitters are usually not trained and have
little or no access to training opportunities and support services,
and they change jobs frequently because of low pay.
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OutotHome Care. The least understood form of child care is call-
ed family day care. More than 35 per cent of all children in out-of-
home care are in family day care, in which the provider Is a
neighbor, a relative, or a friend who cares for children in her own
home for fewer than 24 hours per day. Family day care is an infor-
mal neighborhood system that provides support for increasing
numbers of parents and children.

The number of children in a family day care home may vary
depending on local restrictions, kensing laws, the space in the
home, and tne ages of children cared for. There are generally two
types of homes: the small home operated alone by the provider
who cares for fewer than 6 children; and the large group home,
where the provider cares for 6 to 12 children with the assistance
of another adult.

A few subsidized family day care networks have been
developed recently that include both large and small homes.
These systems provide assistance to the pro..iders and parents in
terms of training, paperwork, support services, and ongoing
supervision.

There are many advantages to family day care. It is usually
located near the consumer family, and the user and provider may
share values and child-rearing practices. The hours may be more
flexible than a center's. Because small groups of children are in-
volved, the setting is usually intimate and paced. Cross-age
grouping permits siblings to be together. Family care is often less
expensive than center care, although this is changing. Unlike
other forms of day care, family care will accept infants, non- toilet-
trained toddlers, and mildly ill children.

The disadvantages to family day care include the lack of stabili-
ty among providers, the dependence on one person to meet the
needs of a number of children, and the lack of a back-up when the
provider is ill or on vacation.

Another consideration is that family day care is by and large
unregulated. Usually the only time family day care comes under
scrutiny is after a report of child abuse or neglect. Licensing of
family day care homes is very difficult and expensive, so in effect
parents are the primary licensers of this type of day care.

Day Care Centers. Day care centers come in many forms, shapes,
and sizes. They may be sponsored by a community group, school
district, church, or temple. They may be privately owned and
operated for profit; they may be part of a national corporation;
they may be run by unions for their members; they may be con-
nected with a university, college, or hospital; or they may be
operated by industries for their employees. A center may care for
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anywhere from 15 to 300 children. The physical facility may be
anything from a storefront to a laboratory school built especially
for children. A program may be totally or partially subsidized by
the government, charity, or business, or it may be totally self-.
sufficient and dependent on parent fees. According to Allison
ClarkeStewart, professor of social ecology at the University of
California at Irvine, children "are usually divided into classes ac-
cording to their age. Thaaverage class size is ten for Infants and
toddlers, seventeen for three-year-olds, nineteen for four-year-
olds, and twenty for five-year-olds. Most children in day care
centers are three- or four-year-olds. Teachers in the centers tend
to be young and of the same race as the children ."2'

Day care centers are attractive to parents because they often
offer more structured programs that parents believe are educa-
tional. Centers are also more likely to be licensed and monitored
for health and safety requirements. In addition, stability is not a
problem. Although the staff may change frequently (usually due
to low pay), the center remains. If one staff member becomes ill,
there is another to care for theohildren. Hours, tuition, and rules
are predictable. This is an advantage to some parents, while other
parents need more flexibility in order to meet the needs of their
situations. Centers will not accept sick children, but preventative
health care and nutrition may be provided. There is always more
than one adult at a center, giving parents and children oppor-
tunities for varied contact.

Finding Child Care Services

Finding an adequate, stable child care arrangement can be one of
the most stressful situations a parent faces, but the benefits can
be enormous. Making a good match in child care between a
caregiver and a family can dramatically improve the parents'
chances of being effective workers, parents, lovers, and friends
and thus minimize opportunities for abuse and neglect.

The particular type of child care preferred depends on the age
of the children, past experience of the parents, location, financial
considerations, expectations, and ethnicity. In Richard Ruopp's
National Day Care Study, published by the U.S. Department of
Health and Human Services in 1979, respondents preferred care
In the child's own home for children under one year of age, family
day care for children from one to three years of age, and a more
structured arrangement such as center care for children three and
older. Ethrec differences surfaced in this study, with the black
families Interviewed showing a strong preference for center care.
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Studies have found that parents want child care that is (1) affor-
dable, (2) located near their home, (3) available at convenient
hours, and (4) the "right kind with respect to sponsorship,
facilities, program, and personnel."

Unfortunately, even when child care that suits a parent's
preferences is available, parents often have difficulty finding it.
Some find child care through newspaper ads or the yellow pages
of the phone book. Another source is signs posted in laundromats
or local stores, but most arrangements are made by word of
mouth. Pediatricians are among those most depended upon to
help make good child care arrangements, but they may know little
more than the parent In terms of what is beyond the immediate
neighborhood. The distraught parent may take the first arrange-
ment that turns up, while there may be a more suitable arrange-
ment one block away. Sometimes parents simply don't have or
don't take the time to find the best place for their'child. More
often, however, parents haven't the slightest notion of how to find
that place.

In the past 10 years, information and referral programs have
sprung up to fulfill this great need of bringing caregivers, centers,
and parents together. These programs survey the neighborhoods
they serve and locate available child care places. When parents
contact the information and referral agencies, three or four
names of possible spaces are given, based on the family's needs.
Obviously, such systems can be only as good as the child care
available in the areas they serve; even the best referral system
can't be of much help in locations where there are few or no open-
ings for children.

Quality Child Care

Quality child care is of course what every parent and professional
wants, but its definition varies, depending on one's philosophy of
child rearing. Obviously any definition of quality includes a
healthy and safe environment; adequate ar.d age-appropriate
toys, equipment, and programming; and adults who are interested
in their work. Ruopp's National Day Care Study reported that
quality in preschool center programs had a good deal to do with
the compositio.: of the day care classroom, including the ratio of
caregivers to children. "Smaller groups of children and, to a lesser
extent, higher caregiver/child ratios (fewer children per caregiver)
are associated with more desirable behavior and higher test score
gains. Moreover, aspects of caregiver qualifications, especially
educationitraining relevant to young children, are associated with
positive classroom behaviors and superior test score gains."
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All studies indicate that the key to quality lies in the match be-
tween the caregiver, the child, and the family. All the most
wonderful equipment, nutritious meals, and stimulating program*
will not provide a quality child care arrangement if the fam' "s
values conflict with those of the caregiver. So the issue of quality
often hinges on how discipline and punishment are handled, how
separation is worked through, how routines such as toilet train-
ing, weaning, feeding, and napping are viewed. Many children
spend most of their waking hours in child care arrangements, and
no matter how attractive the program looks, there must not be too
much discontinuity between the caregiver and the parents.

This raises the Issue of how child care providers can deal with
an abusive or neglecting family. In these situations the staff can
serve the child and family by providing the best possible care for
the child while respecting individual differences and values. For
example, if a parent offers permission to the caregiver to spank
the child, the caregiver can discuss alternative methods of
discipline, explaining that spanking is against the rules and not
the most effective way of achieving the kind of behavior desired
by both parents and caregiver.

Attachment

Many people, including some well-known experts, have reserva-
tions about day care for very young children. They worry that
separating the baby from his or her parents at a time when infant
bonding and attachment should be developing will prevent or
delay the attachment process. Recent research, however, in-
dicates that healthy parent-child attachment can occur when
even very young children are placed in an appropriate day care
setting. Other studies have explored the possibility that close
relationships with caregivers might alienate infants and children
from their parents. These studies demonstrate clearly that
children prefer their parents over their day caregivers, when they
are offered a choice in a stressful situation. Providing a warm, lov-
ing caregiver for an abused child actually often results in an im-
proved parent-child relationship. Child care can provide essential
respite for parents.

Latchkey Children

Another important aspect of the child care issue is the problem of
latchkey children, children who take care of themselves for vary-
ing portions of the day or night. The sheer numbers of unattended
children involved would make this an important issue under any
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circumstances, but it is made all the more important by the fact
that so many communities are not safe places for children. Drugs,
violence, thefts, and emotionally disturbed adults are all too
much a part of the current scene in many communities. A recent
study by Thomas Long, Ed.D., in the School of Education at
Catholic University in Washington, D.C., has documented the
wide extent of the situation and the significant effects on the
latchkey children. Most of the effects are negative, such as
boredom, loneliness, and fear, but latchkey children also derive
benefits from their situation in terms of increased self-reliance,
responsibility, and pride: Survival courses and kits for children
and parents are being developed by community groups such as
the Boy Scouts, the Girl Scouts, the Camp Fire Girls, YMCAs, and
4H Clubs. The Kansas Chapter of the National Committee for
Prevention of Child Abuse has developed a program called "I'm in
Charge." Part of the program is a film entitled Lord of the Locks,
which dramatizes important lessons for latchkey thildren.*

Afterschool programs are being developed in a number of com-
munities across the country. One recommendation has been to
have the public library, the recreation department, and the public
school in a community team up to plan and implement an imag-
inative program. Parents in many communities across the United
States have developed informal arrangements in their own
neighborhoods to meet the afterschool care-giving problem.
Parents take turns caring for all the children on the block, or one
parent or more agrees to fill this role for ail the families in a
neighborhood, either on a volunteer basis or for a fee. Many other
imaginative after-school programs t ,ve been developed by
groups of parents.

Baby-sitting

Baby-sitter is defined in Funk and Wagnall's Dictionary as "a per-
son employed to take care of young children while the parents are
absent." With the decline of the extended family, the practice of
employing baby-sitters has become widespread. in the past the
role of baby-sitter was filled by grandparents and others living in
the home. Today this situation seldom exists, so the parents
often turn to people outside the family. .

Older children are also often used as sitters for their younger
siblings. In some cultures a large measure of the responsibility
for child care is taken over by the older children in the family. In

Further information about the program can ba obtained from the Kansas Chaptor of NCPCA at
435 S Kansas, 2nd Floor, Topeka, KS 66603. (913) 3644738
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the United States there are undoubtedly many 12- and 13-year-
olds who are capable of baby-sitting. In general, however, school-
aged children do not have the knowledge or matureadjustment to
be given the full responsibility for child care. Also, shouldering
this burden In some cases robs children of important childhood
experiences.

The denger of using untrained and Inappropriate baby-sitters
because of the potential for accidents and child abuse has been
recognized only recently. Many pediatricians and other health
professionals working with families place this issue high on their
list of subjects to be discussed with parents. In some com-
munities the Red Cross, the schools, and youth-serving agencies
such as the Girl Scouts, the Boy Scouts, and the C9pp Fire Girls
have organized classes to Improve the quality of baby-sitting
among teenagers.

Parents should exercise care in choosing baby-sitters. Once
selected, the sitter should be given instructions regarding ac-
tivities with the child and disciplining the child. The sitter's
behavior should also be clearly circumscribed. Drinking, smoking,
using drugs, using the telephone to talk to friends, entertaining,
and other potentially dangerous activities should be forbidden. it
is also important for the sitter to have in writing the telephone
number where the parents or some other responsible adult can be
reached as well as emergency numbers for the police,
paramedics, and fire department.

It would be wonderful if all parents knew where to obtain baby -
sitting services. This would minimize the possibility that children
would be left alone or left in the care of inappropriate or incompe-
tent adults or children. Every community and neighborhood
should have a pool of reliable, experienced baby-sitters. Alter-
natively, friends or neighbors could band together to exchange
baby-sitting services. Helping to develop such an arrangement or
pool or hot line could be an exciting and worthwhile project for a
group of community volunteers.

Handicapped Children3

There are many working families that require before and after
school care, night care, weekend care, and respitecare. Similarly,
there are families that require care for children who have needs
different from the needs of their contemporaries. Day care should
be structured to meet the needs of all families, including those
with children who have special needs. These children are at
higher risk for abuse, and child care can be important to the
prevention of such abuse. An example of a program that meets
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the needs of such parents is Project ABC (Any Baby Can), which
links children with special needs to appropriate services at the
earliest age possible.

Services for children with developmental and physical han-
dicaps are rapidly changing as educational, health, therapeutic,
and social agencies adopt programs to, meet the mandates of
Public Law 94-142 (Education' for All Handicapped Children Act)
and other federal and state laws. These laws promote the inclu-
sion of all children in programs that meet their developmental'
needs regardless of their handicaps or medical records.

Parents can be helped greatly to accept their child's disability
in a supportive setting where concerns and common problems
can be shared among pareilts during visits, conferences, and
parent get-togethers. No one can argue against the positive ef-
fects of providing a warm, loving, communicating environment for
children experiencing mental, sensory, motor, or emotional han-
dicaps or children with health impairments. Day care can provide
for the majority of needs for the handicApped, child under 24
months of age, although some children, such as the deaf child,
may require special activities to meet specific needs, and ap-
propriate consultation should be sought.

As the handicapped child gro*ws older, specific interventions
beyond the capability of conventional child care programs may be
required. The child care staff, working with appropriate con
sultants, can devise mechanisms to ensure that all children are
appropriately assessed to detect delays in communication and in
social, motor, and affective skills. If atypical patterns are
detected or suspected, consultation should be sought with health
and educational professionals skilled not only in diagnosis but
also in assessing functional abilities and developing appropriate
intervention plans and services. .

As the child increases in age, the specialized needs of the child
often become more pronounced. Day care programs must
establish a policy in consultation with parents and health and
educational personnel regarding the program's ability to meet in-
dividual needs. For schoolage children the educational and
thetapeutic needs of the child most frequently are met by the
public schools, and the child care center provides the before and
after school supervision required by working parents. Most
schools are implementing mainstreaming programs, and
mainstreamed handicapped children may function very well in
day care programs along with nonhandicapped children.

Further information about Project ABC can be obtained from the San Antonio Chap.er of
NCPCA, 1011 W Woodlawn, San Antonio. TX 78201, (512) 732 1051
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The majority of children with mild handicaps are not identified
by age 24 or 36 months. These Include children with mild mental
retardation, mild-to-moderate speech and language disorders,
and learning disabilities. These children are best served in set-
tings that enhance their total development; day care programs of
high quality provide such settings. Severely handicapped
children, on the other hand, may require more specialized day
care that can be provided only by a trained family day care pro-
vider or in a special day care center.

An often neglected aspect of day care is respite caretheser-
vice provided a family on a short-term basis to allow a parent a
few hours of relief from. the care of a severely handicapped child.
A very young child generally poses few problems during such
respite care periods, but the older, ambulatory child may need
more specialized care and supervision. Each program must
carefully evaluate Its ability to provide high quality care for these
children with special needs.

It is universally recognized that handicapped children of all
ages are at greater risk for abuse. Caring for a child with special
needs creates great stress in families, and child care, both respite
and ongoing, has been shown to be one of the best approaches to
preventing such child abuse and neglect.

Crisis Child Care

Another form of child care is the crisis nursery or the crisis child
care center. These are centers to which parents who feel over-
whelming emotional stress or pressure can bring their children
until they are able to cope. This gives parents the opportunity to
express their anger and frustration appropriately and to pull
themselves together rather than exploding and taking their feel-
ii.gs out on their children.

The first crisis center was established in Denver, Colorado, in
1973 as part of an overall child abuse prevention package. The
center has remained ah integral part of this pioneer program.
Since 1973 many crisis centers have sprung up across the coun-
try, such as the El Paso Crisis Nursery in Texas. Some centers
provide minimal services, their main purpose being to provide
time away from their children for harried parents. Others provide
broader services for both parent and child. All can be truly effec-
tive only if they are open around the clock and if they establish ap-
propriate ties with other community services. For these reasons,
an established child care facility, especially one associated with
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a 24-hour Institution such as a medical center, might have the
best potential for developing a crisis child care center.

Therapeutic Child Care

Group care of children can be organized to provide a therapeutic
milieu for children. This kind of undertaking requires that the
caregivers either be skilled mental health professionals, or work
under the direct supervision of such professionals. In the past,
this kind of therapy was usually reserved for emotionally dis-
turbed children. In recent years, however, centers working with
abused and neglected youngsters have used this approach with
some success. The results seem to be cependent on the goals of
the program, the kind and degree of inflicted trauma, the
pathology in the family, the skill of the therapists, and many other
factors. The goals of most programs include relieving anxiety and
fear and instilling heightened self-esteem and improved self-
image in the youngsters. The children are encouraged to express
and share feelings, to learn appropriate coping skills, and to learn
to avoid rather than invite abuse by adults. As prevention of fur-
ther abuse is a major goal, concurrent parental counseling and
appropriate parental involvement in the program are usually in-
cluded in the therapeutic package. Therapeutic group ex-
periences appear to be especially effective with children who
have been sexually abused.

The Financial Dilemma Child Care

According to the Canadian Council on Children and Youth, "The
customary conditions for a stable family and community environ-
ment no longer exist for Increasing numbers of young families. If
we accept that successful child rearlig is crucial to the establish-
ment of a stable society, we must be prepared to supplement the
efforts of individual families in carrying out this responsibility.

"To this end, we must reject the concept of day care as a baby-
sitting service for working mothers or, worse, as a remedial ser-
vice for inadequate parents. Day care services must be perceived
as supports and enrichments to family life in general which offer
the young child essential opportunities for socialization."4

A good child care center will use from 80 per cent to 90 per cent
of its budget on salaries for the caregivers. This is to ensure that
there are enough adults to attend to the Individual needs of
children. In most cases, unfortunately, these _lechers and aides
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receive low wages, Yet, if child ca., salaries were to be increased,
most working class families, unable to qualify for state support,
could not afford child care.

Those families that are unable to purchase or find good child
care may, in the long run, cost society much more than it would
have cost to provide good child care. It is cheaper to put
resources Into early preventative programs (in this case child
care) than to spend dollars later for remediation and intervention.
A recent longitudinal study has demonstrated this. The Perry
Preschool Project demonstrated that for every $1,000 Invested In
the preschool (child care) program, at least$4,130 (after inflation)
will be returned to society in the form of reduced costs for educa-
tion and legal processing for delinquent behavior and increased
life-time earnings for participants.s

Chiid care programs face a mighty dilemma, summarized in the
following statements:

Children must have good child care in order to learn and grow
and minimize the need for later, costly Intervention;
In order to provide Good child care there must be enough caring
adults who receive adequate salaries; and
In order for wonting parents to pay the full cost of care, child
care must be afforcithle.

To resolve this dilemma, a national child care policy must be
developsd that will address this crucial Issue.

Case Study

The following case study demonstrates the mutual benefits to
society and the family of appropriate child care.

Mabel B.
Mabel B. is a single parent who came from a very disturbed family
background. Her lather was an alcoholic who became violent
when under the influence and could never hold a lob. Her mother,
after being battered by her husband, would often take out her rage
and frustration on her children. Mabel was a frequent target and
remembers wearing long-sleeved shirts and Jeans to school to
hide the bruises.

Mabel married a man very similar to her father. After five stormy
years, she divorced him and went on welfare to support her three
children. She describes a feeling of numbness as she staggered
through the next few years. Finally, with boys then six and eight in
school and her three-year-old daughter toilet trained and ready for
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preschool, she decided to enroll in an LVN (licensed vocational
nurse) training program. Her plan was to put her daughter, Susan,
in a day care center and her sons In an after-school program, but
she could not find any affordable child care services in her
neighborhood. Reluctantly, she asked her mother Whelp out. The
children's grandmother agreed to baby-sit all the children while
Mabel was in school.

A few months later Susan was admitted to Children's Hospital
with second-degree burns on her buttocks. The medical staff
suspected that the burns were nonaccidental and reported this to
the hospital social worker and child abuse team who, in turn,
reported to child protective services. When Mabel and her mother
gave a series of conflicting, changing, and impossible explana-
tions for the burns, the child abuse unit of the local police was
called. Mabel then gave the officer and the protective services
worker a more plausible explanation. Mabel stated that her
mother had been playing "chicken" with the youngster. She would
hold her over a pot of boiling water on the stove, telling the child
that chickens get cooked. The Juvenile court ruled that the grand-
mother's actions were "child endangering," and Mabel was pro-
hibited from leaving the children with her. This came at a time
when Mabel was close to completing her training and reaching
her goal of independence. An adequate child care plan was essen
tial for her.

At this point the protective services worker stepped in. She
knew that abused and neglected children had first priority for ser-
vice in subsidized child care. She called an appropriate child care
center and made the referral. Despite the center's long waiting
list, places were found for Mabel's youngsters. Mabel was able to
complete her training and subsequently found a position as an
LVN at a local hospital. She is off welfare, and Susan and her
brothers are thriving in a safe, nurturing, developmentally ap
propriate environment.
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Child Care and Child Abuse
Prevention

What is the relationship between child care and child abuse
prevention? The role of child care in child abuse prevention is to
support the parents in doing a quality job ofparenting. The quality
of parenting is determined partly by how well prepared parents
are for their role, partly by how parents themselveswere parented,
and partly by current family interactions. Mothers and fathers
who feel good about their own childhood, havea positive model to
work from, and have a healthy self-imageare likely to do yiall. This
is especially true if they feel supported and appreciated within
their family group and community. Without lobs, decent income,
housing, health care, and other support systems, even the best
prepared, best oriented fathers and mothers may find their task
intolerable, and some form of child abuse may .result.

All families require some form of ancillary child care services at
some time, and many families need child care services on an
ongoing basis. In today's world more affluent !amines use
housekeepers, baby-sitters, nursery schools, after-school pro-
grams, and activities such as music lessons, dancing, and camps
as support services. The less affluent and the poor use relatives,
neighbors, siblings, and, when available, community services.

All children, at some times in their lives, can benefit from
children- and youth-oriented services that go beyond the care pro-
vided by even the best of parents in the best of circumstances.
The development and stimulation offered by appropriate out-of-
home child care experiences as well as the opportunities to in-
teract with other children and adults can be very valuable.

Mothers and fathers need assurance that their children are
safe and well cared for while the parents are at work or away from
home. This assurance Is Important to relieve parental worry, guilt,
and feelings of loss when separated from the children. For many
parents, knowing that the children are in good hands enables
them to pursue their Job or career and outside interests, resulting
in an improvement in mental health and a lowering of family
stress. Without such time away from child care responsibilities.
many parents become tense, anxious, and depressed. In this
state of mind they are less able to cope with the stresses of child
rearing. This may result in a lowering of self-control,which places
the children at risk for abuse. This is especially true for parents
who were abused as children.
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Abusive parents and families are often very Isolated. They often
have no relationships with anyone in their community, even their
next-door neighbors. Appropriate child care services can provide
relief from this isolation. Involvement with their children's other
caregivers may provide some parents with their only adult rf
tionships other than those at work. Even brief contacts with a
child care center director, teacher, or a family day care mother
can be very supportive and provide some relief from isolation.

Adequately trained caregivers can also serve as teachers and
role models for parents. They can help fathers and mothers to
understand and accept normal child behavior. They can also help
parents learn reasonable ways of coping with the stresses of
child rearing. In many cases child abuse occurs because parents
have unrealistic expectations of their children's capabilities.
Caregivers can serve as role models for mothers and fathers who
have experienced poor or inadequate parenting and therefore
have no good role models, and this can be done without weaken-
ing parental authority or undermining parental ability to teach
and model desirable cultural and family values.

Appropriate child care services can also Improve the quality of
life for children who, while not actually abused, live in a less than
desirable family situation. This Includes children who are well
taken care of physically but who need to build self-esteem
through positive contacts with peers and adults rather than de-
meaning, negative ones. The care, nurturing, find support of a
warm, sensitive caregiver can be a new and constructive ex-
perience for these children and can serve as a model for their
parents.

The child who is "different" In terms of development or behavior
and the child who, for a variety of reasons, becomes the
scapegoat in the family are both at high risk for abuse. Optimal
child care outside the family setting gives these children an op-
portunity to enjoy an accepting, warm, nurturing environment,
which they may not be experiencing at home. In addition, suppor-
tive child care services can give parents an opportunity to step
back and examine their feelings and actions toward their
"special" child. In an appropriate child care setting, such children
also learn social and coping skills that will Improve the situation
at home. The abused child whose behavior tends to invite more
abuse may learn from peers and caregivers how to change that
behavior. Children can learn the negative consequences of thoir
behavior and the rewards of rr. to acceptable behavior. It is impor-
tant for the child's parents to be Involved the therapeutic pro-
cess. This can be achieved if there is a comfortable relationship
between paront and caregiver.
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Quality child care services, planned and implemented by car-
ing, skilled, if; lowledgeable adults, can also provide the mea's to
identify children and families at risk before physical and sexual
abuse occurs. Caregivers can learn to recognize the signs of fami-
ly dysfunction that can lead to physical and sexual abuse and can
help children learn how to protect themselves. This early iden-
tification of a problem provides the opportunity to guide these
families to appropriate community resources.

Conversely, parents should be on the lookout for signs of
dysfunction in the child care setting, although most child abuse,
including sexual abuse, does not occur in child care settings but
rather in the home. Parents can protect their children from abuse
in child care by maintaining communication with the caregivers,
talking with other parents using the same facility, being
suspicious of any limitation on parental visiting or being pro-
hibitel from seei, any room or area inside or outside the facility;
and above all, by talking and listening to their children and noting
any changes In their behavior. Direct parental involvement in a
child care program is another ,:afeguard. (See Appendix D for a
list of safeguards.)

A number of programs have been developed to help caregivers,
parents, teachers, and children cope with sexual misuse. The
Bubbylonian Encounter, for example, is a child sexual abuse
prevention play for school-aged children developed bythe Kansas
Chapter of the National Committee for Prevention of Child Abuse
in conjunction with the Theatre for Young America and the
Johnson County Mental Health Center. The production uses
humor, drama, and audience participation to ill! :tate both
positive and negative touching. Through the play's leading
character, children learn what steps to take if forced touching
should occur. Each performance also provides an opportunity for
consultations between parents and professionals. Many educa-
tional models have been developed for children, parents, and day
care providers (see Appendix A for one such model).

The children of parents who are physically, emotionally, or
mentally handicapped are often at risk for emotional, if not
physical, abuse. These families need help, Including quality child
care services that provide nurturing and growth-stimulating ex-
periences for the children and supportive services for their
parents.

When newborns leave the hospital for home, they disappear
from community view until they enter school. This is a gap of
about five years, and during this time families have no com-
pulsory ties to the community, nor are they given support or
guidance. Quality child care services, integrated into the
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neighborhood, could fill the gap. Such an arrangement would of-
fer care to all children and their families. This would allow screen-
ing for difficulties such as abusive situations while promoting
healthy child and family development.
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Questions and Answers about
Child Care

The following are questions parents frequently ask about child
care.'

I feel so guilty about having someone else care for my child. Won't
this separation interfere with my child's development and our
relationship?
Available evidence inCicates that the opposite is true. There are
many books, papers, and m .^.1als that support the, idea that
quality day care services usu. 'hence child maturation and
development and may improve . . parent-child relationship.

Is day care harmful to the physical health of my child?
Children in high quality day care compare very favorably with
children reared in their own home in terms of physical health. The
advantage of early detection and treatment of illness appears to
far outweigh the slightly increased po mibility of picking up mild
infections such as colds and diarrhea. Also, a carefully planned
nutrition program can not only improve the health of the child but
also provide nutrition education for both the child and the family.

Is day care harmful to the n.ental and social development of my
child?
Available evidence appears to indicate that children in child care
compare very favorably developmentally with children who re-
main at home with their parents. The benefits of developing
cognitive, affective, and social skills through interaction with
other children and nonfamily adults in a safe, structured setting
supervised by a caring, knowledgeable adult are far greater than
the possibility that the child will miss some of the warmth and
depth of the parent-child relationship.

Will my child love and respect the caregiver more than me?
There is abundant evidence that children In day care still look to
their parents when there are decisions to be made and prefer their
parents in times of stress. It is not the amount of time parent and
child are together that establishes appropriate bonding and at-
tachment but rather the quality, security, and predictability of
that interaction.
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Will a child who attends a day care center or nursery school be
bored when he or she goes to school?
All the evidence appears to show that this is not true. The gains
children make in emotional, social, and cognitive well-being In
quality developmental day care appear to improve their motiva
tion for learning and hence their school performanc6.

Will the day can center or other caregiver handle my child dif-
ferently than I do and make it difficult for me to rear my child the
way I want to? In short, will my child be brainwashed and
alienated from the family?
The best way to avoid this problem is fo: parents to be involved
with their child's care and to communicate with the caregiver. If
the differences are too great, a change of setting is advisable.
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What to Do and How to Do It

Starting a Child Care Service

One of the advantages day care services provide for parents and
children is the Opportunity for them to interact with the communi-
ty in which they live and an opportunity for the community to play
a role in determining the quality of Its citizens and Its families in
the Hutt. generation. In addition, the individual who chooses to
become Involved with 'starting a child care service has the oppor-
tunity 'to leek and find creative ,solutions for tho benefit of
children and to be Involved with both families and the community
as they evolve.

The person considering starting a child care service should
have at least an elementary knowledge of the Issues involved In
child abuse prevention and optimal child care services. Having
satisfied this prerequisite, the following actions should be taken:

Survey the community for areas of greatest need. What are the
gaps in service for children and families? Which children are
most in need of child care? Which families are most In need of
support services? What kind of child care services would relieve
family stress for these families and meet the developmental
needs of the children served?
Survey the community for existing services, asking also about
programs that started but failed. Which agencies, individuals,
and programs could be helpful if a new child care service were
to be established? Does the community have a Junior League,
Council of Jewish Women, or chapters of other national groups
that have shown interest in child abuse or child care?
Look for and offer to work with any groups or committees that
are attempting to coordinate services in that community, such
as the United Way. How might a new service work Into any ex-
isting network of social services? is there an available informa-
tion and referral service? Can a new service develop linkages
with other family and children's services in the community such
as social services, health services, chid care services, business
and industry, and legal and governmental service?? ,
Determine if a physical facility Is available that will meet the
needs of the children and also the local health and fire regula-
tions and the state and local licensing codes. Could Insurance
be obtained for a child care service?
Develop a board of directors or group of supportive individuals
to work with and to enhance explorative and planning
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strategies. If possible, this group should include people from
different disciplines and different segments of the business and
professional community. A group of five or six would be ade-
quate in the early planning stages. Consult with professionals
in the field and obtain appropriate literature regarding staffing a
child care service. What child-to-staff ratio is appropriate for dif-
ferent ages of children? What level of training and experience is
optimal for the kind of program being developed? .,What
organizational structure will best accomplish the goals of this
particular child care service?
Explore funding possibilities, including available and potential
sources of income. What would be an appropriate fee schedule?
What private or governmental funding is available or potentially
available? Cauld ties with existing agencies or groups be
helpful?
Think through the possibilities for evaluating the program. If the
reduction of child abuse is a goal, what criterion could be used
to judge success or failure? Which community agencies could
contribute to the evaluation by providing data on the families
served? If the development of coping skills in the children is a
goal, what measures have other child care services, such as
Head Start, used to evaluate their programs?
Choose a competent child care professlone! to direct the pro-
gram. It might be appropriate to choose this person early in the
exploration process to share the burden with the program
originator and the group of advisors. It is important to find a pro-
fessional with whom the program originator can work comfor-
tably on a day-to-day basis, even though they might not agree on
every detail.

After examining the issues listed above, it may be determined
that the establishment of a child care service is not possible or
appropriate in this community at this time. If this is the case, an
advocacy approach might be considered, if conditions in the com-
munity warrant it.

Child Advocacy

Children are powerless; they have no money and no vote. They are
dependent on adults to meet their physical, psychological, and
developmental reeds. Governmental policies, however, place
children on the lowest level of priority. During periods of lessened
governmental resources, the greatest cuts in service are directed
at programs that support families and children. Because children
are the first to be hurt, children must have advocates.
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A major role of child advocacy is to be involved in the
legislative process. When bills are pending that would either
benefit or harm children, support or opposition should be ex-
pressed to local and national legislators. Personal letters, letters
from friends, and letters from members of organizations or
churches are of key importance. Legislators respond to their con-
stituents, and if enough voices are raised in favor of child protec-
tion, they will vote accordingly.

After pending legislation has been studied, the advocacy effort
can be broadened by writing letters to the editors of local
newspapers, giving talks to organizations that need and want
more information, and organizing small groups of neighbors and
friends who are interested in what is going on. It is important to
use existing resources as much as possible. Determine which
agencies, groups, or committees already active in the advocacy
field would welcome support and active participation. Which
others would supply advice and guidance? Appendix C lists
organizations that could prove helpful.

Much child advocacy can be accomplished through an
organization or church group that wants to become more involved
with child care and child abuse prevention activities. A committee
or a group within the organization could be instituted to increase
expertise and activities in behalf of children. A number of child
abuse prevention activities relating to child care could be ex-
plored by such a group, including a day care program or nursery
school, an after-school or latchkey children's program, a day care
information and referral service, a baby-sitting service, or a sex-
ual abuse prevention program.

Volunteers

No discussion of child care would be complete without mention-
ing the role of volunteers. Because of the efforts of volunteers
throughout the world many children are spared from exploitation,
inequity, and injustice. in the fields of child abuse treatment and
prevention and child care, there are many examples of out-
standing contributions by individual volunteers and volunteer
organizations.
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Summary and Conclusions

Opponents of the expansion of day care and child care services
argue that the American family is already being threatened by too
much outside interference. They state that (1) day care is a threat
to the American home and family by encouraging parents to
abrogate their responsibilities; (2) day care allows psychologists,
educators, and bureaucrats to brainwash children and to usurp
the rights of parents and families; and (3) day care interferes with
and weakens the normal relationship between parent and child.

Current research does not support these points. It has been
found that children in quality day care compare very favorably In
all spheres with children cared for in their own homes. Children Jo
high quality day care show gains in cognitive, affective, and
social development equal to or better than the gains of their peers
cared for at home. Th.., data also show no evidence of brain-
washing, no interference in the parent-child relationship, no "inva-
sion of privacy," and no undermining of home and family. On the
contrary, there are Indications that day care seems to support the
home and the family and to minimize child abuse and neglect,
especially when parental involvement in the day care setting is
encouraged.

In the 1980s the United States has become increasingly aware
of and concerned about the magnitude of the problem of child
abuse and neglect. In developing a national policy to ameliorate
this shameful problem, child care must be considered a vital
resource for prevention and treatment. Exploration and support of
a variety of child care models at the federal, state, and community
levels are essential in order to assure available and appropriate
resources for all families. The development of this kind of child
care system would be a giant step in the direction of a society
relatively free from child abuse and neglect.
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Appendix A: A Day Care Model

A study group of the American Orthopsychiatric Association published a
report on the mental health aspects of day care in 1973. This report is as
valuable today as it was then and can serve as a model forstandard set-
ting and a guide for health and mental health professionals who wish to
advocate for children through support day care.'

The report develops 18 issues, which are paraphrased as follows:

1. All aspects of the child's development should be considered in plan
ning and evaluating a day care service.

2. The experiences planned for the child should be maximally suited to
the child's individual developmental needs.

3. The day care program should encourage the child to explore, make
choices, and develop a variety of coping methods.

4. The day care program should promote the expression of a balanced
variety of feelings.

5. The total day care experience should enhance the child's task orien
tation.

6. The total day care experience should facilitate the psychological
move between the family caretaking environment and the day care
environment.

7. Day care services should supplement and complement the family
rather than replace that basic caretaking unit.

8. In a given community, a family should have the true option of using
family day care, group care, or some combination of arrangements.

9. Continuing professional help should be available to the family and
should be defined by both the professionals and the family members.

10. The basic childrearing pattern associated with certain ethnic and
racial groupings should be fully recognized in organizing a particular
day care service.

11. In planning help for the family, special attention should be given to
family.child relationship experiences.

12. The day care program should include those experiences that are not
available in the home and are felt to be critical to the development of
the children being cared for.

13. A structure should be developed that ensures adequate day-to-day
relevant communication between child care staff and parent.

14. One member of the caretaking staff should be fully informed about
the total development of the child and family and should be the ad-
vocate of necessary changes to promote that development.

15. Administrative practices should support autonomy in decision-
making on the part of staff responsible for children.

16. Stall working with children should receive stimulation and support
from their administration.

17. Restriction of activity because of possible safety hazards should be
carefully considered.

18. The size of the day care center should be kept small
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In their concluding remarks, the members of the study group recom-
mended the following criteria for the evaluation of day care programs:

Attention to individual needs.
Attention to all areas of functioning.
Promotion of the child's active choicemaking.
Encouragement of learning to deal with a variety of feelings.
Enhancement of engagement as opposed to passive receiving.
The study group also suggested that a model program be based on the

concept of the extended family, characterized by:
Extensive communication with caregivers, being responsi .. to the
needs of the family, and encouraging the participation of families.
Support of family resources by both the caregiver and continuing, well-
trained professional help.
Supplementing of family-tochild experiences in the day care setting,
especially in those critical areas where direct help to the family is not
feasible.
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Appendix B: Additional Reading

Child Abuse
Bourne, Richard, and Newberger, Eli, eds. Critical Perspective on Child

Abuse. Lexington, Mass.: Lexington Books, 1979.
Coolsen, Peter. Strengthening the Family through the Workplace.

Chicago: National Committee for Prevention of Child Abuse, 1983.
Friedman, Alma S., et al. "Dilemmas in Child Abuse and Neglect." In

Working for Children, edited by Judith S. Mearig. San Francisco:
Jossey.Bass, 1978.

Gray, Ellen. "Child Care and Family Functioning: A Review." (Working
Paper No. 16.) Chicago: National Committee for Prevention of Child
Abuse, 1982.

Helfer, Ray, and Kempe, C. Henry, eds. Child Abuse and Neglect: The
Family and the Community. Cambridge, Mass.: Ballinger, 1976.

-. The Battered Chili. 3rd ed. Chicago: University of Chicago Press,
1980.

Martin, Harold P., ed. The Abused Child. Cambridge, Mass.: Pal linger,
1976.

Crisis Child Care
Curtis, Joan C. How to Develop a Crisis Nursery. Athens, Georgia: RISWR

Inc., 1977.

Volunteers
Gratch, Alan S. Board Members Are Child Advocates: A Plan for Action.

New York: Child Welfare League of America, 1980.
National Center on Child Abuse and Neglect. Volunteers in Child Abuseand Neglect Programs. Washington, D.C.: 14CCAN, Special Report,

August 1978.
SchIndierRainman, Eva, and Lippitt, Ronald. The Volunteer Community.

Washington, D.C.: Center for Voluntary Society, 1971.

Latchkey Children
Long, Lynette and Thomas J. A Handbook for Latchkey Children and Their

Parents. New York: Arbor House, 1983.

Child Care Instructional Materials
American National Red Cross. Babysitting. (Manual, tape, and filmstrip.)

Washington, D.C., 1981. (Order only through local chapters.)
Auerbach, Stevanne, and Freedman, Linda. Choosing Child Care: A Guide

for Parents. San Francisco: Parents and Child Care Resources, 1976.
Baden, Ruth, et al. SchoolAge Child Care: An Action Manual. Boston:

Auburn House, 1982.
Breitb:.rt, Vicki. The Day Care Book. New York: Alfred A. Knopf, 1974.
Evans, E. Belle; Shub, Beth; and Weinstein, Marlene. Day Care, How to

Plan, Develop and Operate a Day Care Center. Boston: Beacon Press,
1971.

Highbearer, Ruth, and Schramm, Carol. Child Development for Day Care
Workers. Boston: Houghton Mifflin Co., 1976.
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Hoeldtke, Elizabeth. Child CareBabysitting. New York: Camp Fire Girls,
Inc., 1975.

Lanski, Vicki. Dear Babysitter: A Sitter's Handbook. Deephaven, Min-
nesota: Meadowbrook Press, 1982.

Maryland Committee for Children, Inc. A Guide to Child Development
Services in Maryland. 1983. (This guide would be useful In any state.
Order from the Maryland Committee for Children, Inc., The Chocolate
Factory, 608 Water St., Baltimore, MD 21202.)

Sciarra, Dorothy J., and Dorsey, Anne. Developing and Administering a
Child Care Center. Boston: Houghton Mifflin Co., 1979.

U.S. Department of Health and Human Services. A Parent's Guide to Day
Care. DHHS Publication No. 80-30254, 1980. (Order from Superinten-
dent of Documents, U.S. Government Printing Office, Washington,
D.C. 20402.)

U.S. Department of Health and Human Services. The Pocket Guide to
Babysitting. DHEW Publication No. 76-30045. (Order from
Superintendent of Documents as indicated above.)

Wallach, Lorraine, and Weissbourd, Bernice. Creating Dropin Centers:
The Family Focus Model. Chicago: Family Focus, 1979.

Background Reading
American Academy of Pediatrics, Committee on Infant and Preschool

Child. Recommendations for Day Care for Infants and Children.
Evanston, Ili.: American Academy of Pediatrics, 1979.

Auerbach, Stevanne. Confronting the Child Care Crisis. Boston: Beacon
Press, 1979.

Collins, Alice, and Watson, Eunice. Family Day Care. Boston: Beacon
Press, 1976.

Galinsky, Ellen, and Hooks, William. The New Extended Family: Day Care
that Works. Boston: Houghton Mifflin, 1977.

Kourany, Ronald. "Parent Attitudes and Babysitting Problems: An Op-
portunity for the Pediatrician." Journal of Developmental and
Behavioral Pediatrics, in press.

National Academy of Sciences. Toward a National Policy for Children and
Families. Washington, D.C.: National Academy of Sciences, 1976.

Provence, Sally; Naylor, Audrey; and Patterson, June. The Challenge of
Day Care. New Haven, Conn.: Yale University Press, 1977.

Smith, Helen. Survival Handbook for Preschool Mothers. Chicago: Follett
Publishing Co., 1977.

Steinf els, Margaret. Who's Minding the Children? New York: Simon and
Schuster, 1977.

- . Family Day Care. U.S. Department of Health and Human Services:
DHEW Publication No. 73-1054. (Order from the Superintendent of
Documents, U.S. Government Printing Office, Washington, D.C. 20402.)

- . Day Care, Serving Preschool Children. U.S. Department of Health
and Human Services: DHEW Publication No. 74.1057. (Order from the
Superintendent of Documents as Indicated above.)

Ziegler, Edward, and Gordon, Edmund, eds. Day Care: Scientific and
Social Policy Issues. Boston: Auburn House, 1982.
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Appendix C: Organizations

Local Community Resources
Within each community there are agencies and organizations that may be
useful in helping to define the needs of children in the community. They
may also be able to assist in establishing child care and child abuse
prevention programs. The following list of agencies, organizations, and
committees typically found in a community will give the reader an idea of
the possiblities that may be available.

Governmental Agencies
City or county community

development divisions or
committees

City council
County board of supervisors
Social service or welfare depart -

me nt
Child welfare
Child protective services
Protective services
Child care licensing

Educational Programs
Community colleges (in-

dividual departments such as
education, home economics,
early childhood, psychology)

Universities (individual
schools and departments)

Adult education
Parent-Teacher Association

(P.T.A.)

Community Services
United Way
Welfare and Information Service
Red Cross (babysitting training

and child care classes)
Family service agencies
Religious organizations

(churches, clubs)

Information and referral pro-
grams (child care information
and referral, parent education,
child abuse prevention)

Self-help groups (Parents
Anonymous, Parents United)

Salvation Army, Volunteers of
America, and others

Family crisis and stress centers

Youth Serving Organizations
Boy Scouts, Girl Scouts, Camp

Fire Girls, Woodcraft Rangers
YMCA, YWCA
4H Clubs

Women's Organizations
League of Women Voters
National Organization for

Women (N.O.W.)
Junior League
American Association of

University Women
Council of Jewish Women
Council of Black Women

Service Clubs
Veterans' groups
Lions, Rotary, Kiwanis, BPOE

(Elks), Knights of Columbus,
and others

Chamber of Commerce and
Junior Chamber of Commerce

Most of the organizations and agenciescan be located in the telephone
directory under their own names or under "Social Services," "Community
Services," or "Information and Referral Services."
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National Child Abuse Organizations

American Humane Association
Children's Division
9725 E. Hampden Avenue
Denver, CO 80231

International Society for the
Prevention of Child Abuse
and Neglect

1205 Oneida Street
Denver, CO 80220

C. Henry Kempe National Center
for the Prevention and
Treatment of Child Abuse
and Neglect

1205 Oneida Street
Denver, CO 80220

National Child Abuse Coalition
(Child advocacy)

1125 15th Street, N.W.
Suite 300
Washington, DC 20005

National Center on Child Abuse
and Neglect

Children's Bureau
Administration for Childr. n,

Youth and Families
U.S. Dept. of Health and Human

Services
P.O. Box 1182
Washington, DC 20013

National Committee for
Prevention of Child Abuse

332 South Michigan Avenue
Suite 1250
Chicago, IL 60604

Parents Anonymous
(self.help)

22336 Hawthorne Blvd.
Suite 208
Torrance, CA 90505

Parents United/Daughters
and Sons United
(sexual abuse, selfhelp)

P.O. Box 352
San Jose, CA 95108

Other National Organizations
The following national organizations can help Identify written material

and resources that are available on the subject of child care and child

abuse.

American Academy of Pediatrics
P.O. Box 1034
Evanston, IL 60204

Association for Childhoo4
Education International

3615 Wisconsin Avenue, N.W.
Washington, DC 20016

Association for the Care of
Children's Health

3615 Wisconsin Avenue, N.W.
Washington, DC 20016

ii),
r1.92

Child Care Support Center
Save the Children
1182 W. Peachtree Street, N.W.
Suite 209
Atlanta, GA 30309

Child Welfare League
67 Irving Place
New York, NY 10003

Children's Defense Fund
(child advocacy, Child Watch)

1420 New York Avenue, N.W.
Washington, DC 20036
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Clearinghouse on Elementary
and Early Childhood
Education

University of Illinois at
ChampaignUrbana

College of Education
University of Illinois
Urbana, IL 61801

Coalition for Families
1346 Connecticut Avenue, N.W.
Suite 312
Washington, DC 20036

Council for Exceptional Children
1920 Association Drive
Reston, VA 22090

Family Outreach of America, Inc.
1329 7th Street
Corpu. Christi, TX 78404

Family Resource Coalition
230 North Michigan Avenue
Suite 1625
Chi:ago, IL 60601

Family Service Association
of America

44 East 23rd Street
New York, NY 10010

National Center for Missing
and Exploited Children

1835 K Street, N.W.
Suite 700
Washington, DC 20006

High Scope Foundation
600 N. River Street
Ypsilanti, MI 48197

Military Family Resource Center
6501 Loisdale Court, Suite 900
Springfield, VA 22160

National Center for Clinical
Infant Programs

733 15th Street, N.W., Suite 912
Washington, DC 20005
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Child Care and the Family

National Association for the
Education of Young Children

1834 Connecticut Avenue, N.W.
Washington, DC 20009

National Black Child
Development Institute

1463 Rhode Island Avenue, N.W.
Washington, DC 20005

National Child Commission on
Resources for Youth, Inc.

605 Commonwealth Avenue
Boston, MA 02215

National Committee for Adoption
1346 Connecticut Avenue, N.W.
Suite 326
Washington, DC 20036

National Foster Parent
Association

P.O. Box 257
King George, VA 22485

National Council of Churches
473 Riverside Drive
New York, NY 10115

North American Council on
Adoptable Children

1346 Connecticut Avenue, N.W.
Suite 229
Washington, DC 20036

Parr cits Without Partners
7910 Woodmont Avenue
Bethesda, MD 20814

SchoolAge Child Care Project
Wellesley College Center for

Research on Women
Wellesley, MA 02181

Single Dad's Lifestyle
P.O. Box 4842
Scottsdale, AZ 85258
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Step Family Association of
America

900 Welch Road, Suite 400
Palo Alto, CA 94304

Superintendent of Documents
(child care publications)

U.S. Government Printing Office
Washington, DC 20402
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U.S. Department of Health
and Human Services

Administration for Children,
Youth & Families

Children's Bureau
P.O. Box 1182
Washington, DC 20013
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Appendix D: Tips to Prevent Child Molesting
The fallowing tips are reprinted from "When Child Care Becomes Child
Molesting" and are reprinted by permission from the July 1984 issue of
Good Housekeeping ° 1984 by the Hearst Corporation.

What to Look For

Don't hesitate to thoroughly check out any kind of child care,even
being offered by someone yo', know.
Check to see if a center or home is licensed, but remember; a license
means only that the place has met certain physical requirements; It in-
dicates little about the quality of the care or the background of the care
givers. Private care givers may not need to be licensed; requirements
vary from state to state (check with the the social-service or health
department or with a child-care information and referral service).
Talk to other parents who use the care giver or center you are consider-
ing. Ask a private care giver for references and check them. Also ask for
the care giver's employment history, especially past jobs involving
children. Ask a center whether it does thorough background checks on
its employees and how they are done.
Arrange to Interview the care giver at the place where your child will be
cared for and take your child with you. Make sure the care giver's views
on discipline agree with yours.
Atter the interview sit and watch how the care giver relates to your child
and the other children she cares for. How Is misbehavior handled?
Does the care giver seem Interested in the children or harassed? Do the
children seem happy and busy or withdrawn and fearful?
Find out how your child will be spending his or her time during the day.
Is there a daily schedule? Too much Idle time is a bad sign. Make sure
thero are enough toys, books, and other kinds of May equipment.
Make sure the care giver understands he or she must ask permission to
take your child off the premises for a shopping or field trip and that
your child is never to leave with another adult unless you say so.
Tour the home or center and make sure you see the entire area, inside
and out. It you are kept away from a particular room or area, don't use
that care giver.
If you have decided on a care giver, arrange to; a short trial period first.
After you have arranged for care, drop into the home or center unan-
nounceo from time to time. Never use a care giver or center that does
not allow unannounced visits.
When you pick up your child at the end of theday, casually ask the care
giver what went on that day. Also tt ik to your child about the day's ac-
tivities. Keep in contact with parents of the other children.
If your child seems unusually upset about being left at the home or
center, find out why.
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Other NCPCA Publications

The National Com nittee for Prevention of Child Abuse (NCPCA)
distributes and publishes educational materials that deal with a variety of
topics, including parenting, child abuse, and child abuse prevention. The
NCPCA catalog is available free upon request from NCPCA, Publishing
Dept., 332 S. Michigan Ave., Suite 1250, Chicago, IL 606044357, (312)
6634520.

Written in a conversational style, the publications are excellent reading
for professionals, lay persons, and students. Selected publications, as in-
dicated, are available in Spanish. Some NCPCA titles are:

Child Abuse Prevention
Strengthening the Family

through the Workplace
An Approach to Preventing

Child Abuse
Healthy Preschoolers through

Community Action
It Shouldn't Hutt to Be a Child
Evaluating Child Abuse

Prevention Programs
SelfHelp and the Treatment

of C1,,d Abuse
My Brother Got Here Early

Child Abuse
Emotional Maltreatment of

Children
Physical Child Abuse
Understanding Sexual Child

Abuse
Dealing with Sexual Child Abuse
Basic Facts about Sexual Child

Abuse
Think You Know Something

about Child Abuse?
(English and Spanish)

Maltreatment of Adolescents
Physical Child Neglect

Parenting
What Every Parent Should know

(English and Spanish)
Child Discipline: Guidelines for

Parents (English and Spanish)
Growth and Development

through Parenting
Getting New Parents Off to a

Good Start
ParentChild Bonding: The

Development of Intimacy
(English and Spanish)

Foster Parenting Abused
Children

Special Subjects
Child Abuse and the Law: A

Legal Primer for Social Workers
Annotated Bibliography of Legal

Articles on Child Abuse
The Disabled Child and Child

Abuse
Catapulting Abusive Alcoholics to

Successful Recovery

General Topics
Fund Raising In the Private

Sector
Networking: What's It All About?
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Mr. BIRCH. News stories have covered the cases of sexual mal-
treatment of children in day care programs, which are alarming.
The statistical information we have, however, shows that child
sexual abuse while growing nationally, only a very small percent-
age of that sexual maltreatment of children happens outside the
family.

If the insurance industry is uneasy about the safety of children
in day care, I would suggest looking to other corporations who've
decided that in fact day care is good for business. According to a
story in yesterday's Washington Post, 2,000 companieswhich is
triple the number 3 years agoprovide some kind of child care
benefits to their employees. That's an endorsement.

Advocates for the prevention of child abuse, rather than pushing
to close day care programs as a risk to children, are working to
promote day care opportunities for more children. The National
Child Abuse Coalition is anxious to work with you to combine our
energies in a pciitive way to make sure that day care is safe for
every child.

Thank ,,ou.
[Prepared statement of Thomas Birch follows:]

PREPARED STATEMENT OF THOMAS L. BIRCH, LEGISLATIVE COUNSEL, NATIONAL CHILD
ABUSE COALITION

Mr. Cl airman, members of the Committee, my name is Thomas Birch. I am the
legislative counsel for the National Child Abuse Coalition, an advocacy group com-
posed of national organizations concerned about the future of services for the pre-
vention and treatment of child abuse and neglect.

I want to thank the Select Committee for the opportunity to present testimony on
the subject of the abuse of children in child care programs.

For well over a year now recurring news stories about the sexual abuse of chil-
dren in day care programs have shocked the nation, frightened parents, and lately,
as this Committee has heard, convinced insurers into believing that children in this
country put in child care programs by their parents are in grave danger of being
molested.

The fact is, information on reported child molestation refutes the presumption
that children in day care are at high risk of sexual abuse. The data we have do not
support that notion. What's more, advocates for the prevention of child abuse see
day care as an importnat effort to help prevent the abuse of children, the reason
why citizens in communities across the country are actively working to make sure
that children in day care are not in danger.

NUMBERS OF CHILDREN ABUSED

Child abuse and neglect is a national problem of huge proportions. Over a million
documented cases are reported in the United States each year. This Committee is
well aware of the tremendous yearly increases in reports of child abuse. According
to the American Humane Association [AHA], which compiles annually national
child abuse and neglect reporting statistics, the number of children reported to child
protective service agencies increased by 121 percent from 1976 to 1983.

AHA in its 1983 survey, the year for which the most recent information has been
compiled, reported 1,007,658 documented cases ,f child abuse and neglect, an in-
crease of 8.4 percent over the previous year.

Another survey conducted early this year by the National Committee for Preven-
tion of Child Abuse [NCPCA] estimated that for 1984 reports rose again by 19 per-
cent to 1,273,000 children abused and neglected.

The number of children included in these reports who have been sexually abused
has increased each year at a greater rateup by 23 percent in 1983 according to
American Humane, and an increase of 35 percent last year reported by the National
Committee.

This is not an appealing story, but what does it mean about the risk of children
being sexually abused in day care programs?
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AHA tells us that in 1983 child sexual maltreatment accounted for 8.5% of report-ed cases of chili abuse and nelgectthat is, of the 1,007,000 documented reports ofall types of child abuse and neglect slightly more than 8,500 children were sexuallymaltreated that year.
According to the information we have, most of those children were sexually

abused in their own homes by their parents. The statistics show that in 97.1 percentof the cases I have mentioned a parent or some other relative is the sexual molester.
The remaining 3 percent of the perpetrators includes babysitters, teachers, neigh-
bors, strangers, parents' friends, and the staff of state and private institutions.

American Humane estimates that between one and one and a half percent of the
reported perpetrators of child sexual abuse fall into the category of daycare employ-ees.

In addition when we look further at the statistics we discover that day care em-ployees as a group would be expected to hive fewer child sexual abusers amongtheir ranks than the general population. The reason is simple. Surveys estimate be-
tween 78 and 92 percent of child sexual abusers are male while approximately 95percent of child care workers are female.

This statistical information should help, I think, to put into perspective the prob-
lem of sexual abuse of children in day care programs, a problem much enlarged inthe public's mind by the news coverage given to cases that have occurred. The data
enforce the belief that child sexual molestation is increaseing in this country but
that sexual maltreatment of children by day care workers is a very small piece ofthe problem.

CHILD CARE AS PREVENTION

As I have said, those who are working to prevent child abuse believe that child
care is an integral part of that effort by helping to strengthen families. In fact, inmost subsidized child care, abused and neglected children have first priority forservice.

Good child care services can fill many of the goals of a child abuse prevention
program: enhancing tics and communication between parents and children, increas-ing parents' skills in coping with the stresses of caring for their children, reducingfamily isolation, increasing peer sc,iport and improving access to social and health
services for the family. Without optimal child care services, the risk of child abuseincreases.

Most child abuse occurs in families under stress. Research has suggested that theavailability of day care helps alleviate that stress and increases family well-being.
The rising numbers of families with both parents or with single parents in the workforce brings with it a rise in the level of stress facing working parents and their
children. Child care is a necessary support for these families.

Knowing their children are safe and well cared for can give parents the assuranceneeded to relieve their worry while at work or away from home. Without that assur-
ance and time away from child care responsibilities, parents can become tense andless able to cope with the pressures of rearing their children.

Isolation is a factor affecting a family which often contributes to child abuse. Achild care center teacher or other parents with children in the program can offersome relief to a parent who feels isolated.
Day care center teachers can also help parents learn better how to care for their

own children. Parents who have abused their children or may be liable to abuseoften have unrealistic expectations of their children's capabilities. Day care teacherscan help mothers and fathers understand a child's normal behavior, and show par-ents how to cope with raising children.
Crisis care is an important special child care program that is crucial for prevent-ing child abuse. Parents who feel enormous pressure can bring their children to acrisis nursery for several hours or several days. The time away from the demands of

a child can give a parent the chance to relax and prevent a parent from ventingfrustrations on a child.
Disabled children, whose special needs place unusual demands upon parents oftenunprepared to cope with the new burdens, are children at high risk of being abused.

Child care can be important to the prevention of such abuse. Child care services for
handicapped youngsters can be of enormous benefit in providing the developmental
needs of disabled children while assisting and educating parents in their responsibil-ities to their children. Respite child care offers the parent of a disabled child a fewhours of relief and can be an excellent epproach to preventing the abuse that extraburden of care might cause.
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Day care has another role to play in preventing child abuse and in treating chil-
siren who have been abused. Child care programs employ therapists to work with
abused childrenand have have been especially effective with children who were
sexually abused, to help relieve the anxiety and fear they experience from having
been abused, and to develop improved self-esteem in the youngsters. Because pre-
vention of further abuse should be a major goal of therapeutic child care, parents
are involved in the program too, receiving counseling and participating in the pro-
gram's activities with their children.

PREVENTING SEXUAL ABUSE IN CHILD CARE

Because day care is so important, not only as a part of the effort to prevent child
abuse, but as a basic service required by the families of millions of children across
the country, day care providers, public officialsincluding the Chairman and mem-
bers of this Committeeand child abuse prevention advocates have joined forces to
ease the minds of parents with children in day care and to protect those children by
preventing the abuse and sexual molestation of children in day care from ever
having the chance to happen.

Indeed child abuse prevention advocates are now exercising the same kind of CM.-
ative response used to prevent family sexual abuse to stopping the out-of-home
sexual abuse of children.

The most effective method of preventing the molestation of children is to educate
parents, children, teachers, and day care stiff to recognize, to resist and to report
sexual abuse.

Here are some of the steps being taken to make sure day care is safe for children.
With the passage last year of P.L. 98-473, legislation authored by Chairman

Miller provided $25 million to states for child sexual abuse prevention training. A
recent report of the National Association of Public Child Welfare Administrators
showed 46 states responding to a survey plan to provide training in sexual abuse
prevention.

The new law, as you well know, also requires states to set up criminal record and
background checks on day care employees. Prior to the federal mandate only three
states had comparable laws, ba since last year over half have enacted or are con-
templating such legislation.

From the federal Department of Health and Human Services (HHS) the Inspector
General in a January 1985 report on preventing sexual abuse in day care programs
recommended that, as a first priority, HHS should support the kinds of education
programs I have described, which is why we were disappointed when the Adminis-
tration's fiscal 1986 budget proposed eliminating the $25 million to states for sexual
abuse prevention training. We have been encouraged by your leadership Mr. Chair-
man, joined by your colleagues on this Committee and others in the House, to make
sure that Congress provides this much needed support for another year.

The National Center an Child Abuse and Neglect [NCCANJ, which is the federal
agency charged with addressing the prevention and treatment of child abuse, has,
among other activities, published a pamphlet made widely available on tips for par-
ents on how to prevent child sexual abuse and how to shop for a day care program.
It suggests, for example, making sure that parents can drop in for a visit at the day
care program at any time sad the parents are informed about every outing planned
for their children.

Scores of films, books, school curricula, plays and brochures have been developed
by local organizations to teach parents and children about preventing sexual abuse.
These are not sex education programs, they offer public health and safety education.

The Kansas Committee for Prevention of Child Abuse has produced a play, "Bub-
bylonian Encounter", presented all over the country in live performances and on
videotape to young school children to teach them about different kinds of touching.

The San Francisco Child Abuse Council has developed a school curriculum that
educates teachers, principals, parents and children about child sexual abuse. The
Committee for Children in Seattle, Washington has a personal safety curriculum
called "Talking About Touching with Preschoolers."

In an effort that has reached hundreds of thousands of families, the National
Committee for Prevention of Child Abuse has collaborated with Marvel Comics to
produce a special Spiderman comic book showing children how to protect them-
selves from sexual molestation.

Parents Anonymous, a national voluntary self-help organization, has initiated
community sexual abuse prevention forums, beginning in Southern California, for
parents who wish to learn more about protecting their children from sexual abuse
and how best to identify good, safe preschool programs.
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CONCLUSION

News stories 'nave covered cases of the sexual maltreatment of children in day
care programs which are alarming. The statistical information we have shows thatchild sexual abuse is a growing problem nationally but that only a very small per-
centage of the sexual maltreatment of children happens outside the family.

If the insurance industry is uneasy about the safety of children in day care I
would suggest looking to other corporations which have decided that day care is
good for business. In 1982 the National Employer Supported Child Care Program
surveyed 415 companies that provide some kind of child care assistance to their em-
ployees. Corporations like John Hancock make donations to nonprofit child care
centers in the community. Polaroid provides employees with vouchers to pay for day
care. Other companies, like Stride Rite, offer on-site child care centers.

Advocates for ti.- prevention of child abuse rather than pushing to close day care
programs as a risk to children are working to promote day care opportunities for
more children. The National Child Abuse Coalition is anxious to work with you, tocombine our energies in a positive way to make sure that day care is safe for every
child.

Chairman MILLER. Thank you. I would hope, Tom, that yJu would
forward your statistics from American Humane to the insurance
companies so that they can start to look at the actual numbers and
the real potential for risk exposure. I don't expect them to accept
them at face value, but I think they will start to reduce the level of
trauma and the level of heat that has been generated around thissubject, and start to shine some light on it. I think, once again,
what we're seeing is that we were given to believe there was a na-
tional epidemic of child abuse and sexual molestation in child care
centers throughout the entire country, and what in fact we had
was the repeat of allegations and the repeat of a few stories over
and over again.

That's not to suggest that it's not a problem but it is to suggest
that it is not in the magnitude that justifies what the insurance
industry's response to those stories are. We are left with the evi-
dence that what they did is respond to a series of newspaper and
media reports, and they made a decision based upon that.

What you are suggesting in your testimony is that may not be
the veal story or the actual facts with respect to the national prob-
lem that concerns all of us. I would hate to think the insurance in-
dustry used those stories to conveniently get out of this coverage. I
mean that would be the height of cynicism and I'm not prepared to
go that far yet. But again, I think what we're seeing is that we
have people responding in an emotionally charged atmosphere, and
responding without the full benefit of the facts.

I think we're starting to see this with respect to missing chil-
dren. When we start to break down the numbers of children who
were taken and abducted by a stranger, we find out that it's far far
less than anybody has discussed in this country in the last year.
And I think when we talk about the actual cases of abuse and the
potential for abuse in child care and day care centers and family
day care homes, it turns out to be far less than the immediate hys-
teria of the last 12 to 18 months. I would hope that the insurance
companies would come to you and start working with those facts to
see exactly how they can justify their policies.

Mr. BIRCH. Well, I appreciate your suggestion. The news is obvi-
ously a powerful force in generating public emotions and that's cer-
tainly what's happened in this case. It strikes me as a little surpris-
ing that an industry which J. believe prides itself on actuarial fig-
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ures and data appears to have mat!c decisions regarding the insur-
ability of day care programs without looking at any of this infor-
mation which is available.

Chairman MILLER. Maybe we can start in Connecticut. Repre-
sentative Nystrom, I don't know how you're going to proceed.
There's two things that I think that have been raised here. One
concerning the actual evidence in terms of the incidence of abuse
in the child care setting, and the other one clearly is, and I think
properly so, that the industry is saying we're a little concerned
about the haphazard nature of the child care industry. I think
that's shared by a lot of people, both inside the insurance industry
and out.

And I just wondered to what extent state regulation is entering
into the discussions at the Connecticut level?

Mr. NverRom. Well, in Connecticut, the regulations differ. Some
of that's due to the responsibility of more than one agency that
does the licensing for day care. Perhaps that's an error in Con-
necticut and we are looking and have been addressing the fact of
consolidation of services at some point.

However, I think it's clear that the insurance industry does not
have the accurate data to justify what is happening to those who
provide day care services, and we in Connecticut are looking at
that. We do feel that the rates should take accurate data into ac-
count. They should also take into account the types of services that
are provided at particular day care centers. In Connecticut, you
have three types of day care. There're family day care which is a
number of children, you are limited one to six. The next group goes
up 6 to 12, and then up 12 and above. At the 12 and above status,
its a center. When you get to the center aspect, you have greater
needs that have to be met. They are defined by statute in Connecti-
cut.

Consequently, I would assume that the insurama industry
should, if they are not doing so, consider different ratings depend-
ing on the types of service that are offered at a particular day care
center.

Chairman MILLER. Well, as one of your legislators from Connecti-
cut reminded me last night, when you talk about insurance, people
think about Connecticut, so maybe there's an opportunity there in
terms of your work with the industry in leading us out of this
morass. And I would hope that you would bring back there some of
the evidence from the National Child Abuse Coalition, so that we
can start to rationalize some of the decisions that have been made.

I want to thank you very much for your testimony and for your
contributions to this morning's hearing. As I indicated earlier in
the hearings, I would hope that this matter would be sorted out in
a rather expeditious fashion, because if it's not, I think it's very
clear that we're going to have to find someway to respond. We're
simply not going to do without a child care industry in this coun-
try. That's just totally unacceptable.

We cannot take those parents out of the economic loop. As a
Government, we don't want to pay for the assistance to those fami-
lies if they have an opportunity to provide for their own well-being,
so that result is unacceptable.

2Q2
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And I think it's clear in my discussions with other committees
that have far more jurisdiction over this industry than we do that
this concern is shared, and to the extent we have to seek Federal
resources for improperly excessive premiums, it's going to be a
problem for Congress.

I want to thank you for your contributions. The committee will
stand in recess or this subject, and we wait to have additional evi-
dence brought forth to us by the companies. Thank you very much.

[Wh reupon, at 1:30 p.m., the select committee was adjourned,
subject to the call of the Chair.]

[Material submitted for inclusion in the record:]
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NEW YORK STATE CHILD CARE COORDINATING COUNCIL
54 Washington Street, Hempstead,

(516) 538'062

local Affiliates in

Counties of
Albany
Allegheny

Broome
Cayuga
Chautauqua
Cheaung
Columbia
Cortland
Delaware
Outchess
Erie
Genesee
Jefferson
livingstzn
Madison
Monroe
Nassau
Oneida
Onondaga
Ontario
Orange

Orleans
Oswego
Otsego
Putnam

Rensselrlt
Rockland
St. Lawrence
Schenectady
Schoharle
Seneca
Steuben
Suffolk
Sulliven
Tompkins

Ulster
Wayne
Westchester
Wyoming
Yates

City of Now York

NY 11550

Statement for the Record of the rublic Hearing of

Select Committee on Children. Youth and Families

",S. House of Representatives

July 18, 198S

on

Child Care: The Emerging Insurance Crisis

The New York State Child Care Coordinating Council and its

affiliates, the county day care/child development councils,

have become aware of serious problems in liability insurance

coverage for child day care providers and affilated serviss

in Hew York State. The State Council has initiated a survey

of the 940 day care centers licensed by the New York State

Department of SQL1.4: Services in cooperation with the New York

State Insurance Department and will survey family day care

providers through its affiliates.

Some of the problems that have surfaced to date include:

Dramatic increase in liability insurance rate for day care

centers with a "clean" claims record, and at the same time

cancellation of some coverage (Dutchess County);

Cancellation of all liability insurance, including bus

insurance, for a proprietary center which has had no claim

of any kind (Rocklan: County);

Cancellation of liability insurance coverage for child

abuse/sexual abuse (Dutchess County);

Exorbitant fee for liability insurance for a new day care

center ($7.000/yr. for 30 children -- Onondaga County);

The Nov York State Child Care Coordinating Lowell, Inc., is a not-for-profit organization which provides

technical assistance, information, and advocacy services to its affiliates, the coanty day caraddld

development councils. Other organizations with a comewn concern say become members, as well as interested

individuals.
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Cancellation of Homeowners Insurance for family day care providers

covered by liability insurance through the county department of social

services (Tompkins County);

Cancellation of liability insurance for licensed family day care

providers with no claims record (Rockland County);

Lower levels of coverage for Child Care Resource and Referral Services,

including exclusion of bodily harm (Day Care Council of Nassau).

The location cited in each case is the first instance to come to our attention.

The Human Resources Administration of the City of New York in January 1985

was able to develop coverage for the 340 day care centers it funds, for the

City's 90 Head Start Centers, and for its 2,000 family day care providers.
We have yet to determine the insurance status of the 400 private centers in

the City of r,w York, licensed by the Bureau of Day Care of the City's Health

Department.

Another group of providers which appears to have little or no problem is tom-

posed of multi- service agencies which provide child day care services as one

of a wide range of services to children and families. These multi-service

agencies range in size from Family of Woodstock in Ulster County to the

Catholic Diocese of New York covering Manhattan and a number of counties to

the north.

When the New York State Child Care Coordinating Council has completed its

surveys in conjunction with the New York State Insurance Department and with

its affiliates, the results will be forwarded to the Select Committee. We

are most appreciative of your interest in this critical issue affecting

services to children and families.

DOL 7-17-85
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The Select Committee on Children, Youth, and Families will be
holding a hearing on 'Child Care: The Emerging Insurance Crisis' on
July 18, 1985. The purpose of the hearing is to investigate recent
reports of increasing numbers of child care providers who are
experiencing loss of their liability insurance.

Since you have indicated that you are unable to testify at the
hearing, I would like to invite you to submit statement to the
Select Committee in your capacity as the California State Insurance
Commissioner.

Reports have come to us from child care centers, family day care
homes, Head Start programs, and resource and referral agencies that
their liability policies are not being renewed, that premiums have

become prohibitive, that coverage for child abuse claiso is
unavailable, and that policies are being cancelled with little or no

notification.

The problem is complicated in California, where legislation was
recently passed which requires child car. programs to carry specific

levels of liability insurance.

In order to investigate the justification for these changes in
policy toward the child care industry, we would appreciate it very
much if you would address the following questions:

1. Has the state Department of Insurance determired that there
is a sound actuarial basis for the modifications in policy
by conducting a tbo:ougb review and analysis of these
changes? If so, pleaso forward to us the dates and records
of any hearings held on this issue.

Has the Department of Insurance approved rate increases or
terminations of policies for child care programs (centers,
family day care homes, Bead Start programs, resource and
referral agencies)? If so, please forward the notification

of such approval. If not, do you intend to rey1ew them?

BEST COPY AVAILABLE
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2. How many child care collated claims have been made in
California during the last three years and what have such
claims been based on?

How much has been said in premium by child care programs
for the last three years?

for each of the last three years, how such money has the
industry paid out in child care related claims? How such
for child abuse in child cue; for accidents in child care:
other claims (list by type of claim)?

3. Is there additional information that substantiates actual
losses by the insurance industry in California due to
coverage of child care providers?

4. If many policies currently exclude or will soon exclude
coverage for child abuse claias, what would be the
rationale for cancellation or excessive rate hikes at this
time?

The [scree) of the bearing will be held open through Thursday.
August 1. ?lease forward your statement to: an. 52-783, Horse
Annex 2, Washington, D.C., 2051S, Attn: Ann aceerater. Should you
need further information or assistance, call Ann X.:aerator at the
Select SosmItttee office. (202) :28-7660.

Thank you Yoe assisting the Select Committee in its efforts.

Sincerely,

GXORGS MI
Chairman,

Select Committee on Children,
Youth, and Families

212A.11AVA YqC.10 Te3P
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DEPAMMENTOFINSUNANCE
000 EOUTH COMMONWEALTH AVENUE
LOS ANGELES CALWORAMA 10000

July 31, 1985

The Honorable George Miller
U. S. House of Representatives
Select Committee on Children, Youth & Families
Rm. H2-385 House Annex 2
Washington, D.C. 20515

Dear Mr. Miller:

01101101 0/UOMPAPI Owen*,

This is in response to your July 1, 1985 letter concerning the child
care liability insurance problem.

For your convenience, I have repeated the questions in the same
order as posed in your letter.

l(a)g: Has the State Department of Insurance determined that
there is a sound actuarial basis for the modifications in
the policy by conducting a thorough review and analysis of
these changes? If so, please forward to us the dates and
records of any hearings held on this issue.

A: No. We have not made such determination nor have we held
a hearing on this issue. In the State of California, the
child care provider liability insurance is subject to the
open competition rating'law, also known as the
McBride - Grunsky Insurance Regulatory Act of 1947. Under
this statute the carriers are not require[ to file their
rates, rating plan or policy forms for the Commissioner's
approval.

(b)g: Has the Department of Insurance approved rate increase or
terminations of policies for child care programs (Centers,
family day care homes, head start programs, resource and
referral agencies)? If so, please forward the
notification of such approval. If not, do you intend to
review them?

A: No. We neither approve nor disapprove a company's actions
for the same reason as stated above. We may initiate a
special underwriting and rating examination if the source
of the problem is coming from the carriers' underwriting
and rating practice. However, we do not believe that such
an examination would solve the problem. We perceive that
the real problem comes from a tight insurance market and
adverse publicity in some child abuse cases. This has
caused some availability problems in the marketplace for
this type of insurance.

BEST COPY AVAILABLE
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2(a)g: How many child care relate-, claims have been made in
California during the last years and what have such
claims been based on?

A: Hy staff has contacted the Insurance Services Office (ISO)
for such data. According to ISO information, there was a
total of 1,131 claims filed in the nation against the
insurecs' for the policy years 1960 through 1953. for
California, there was a total of 215 claims for the same
policy years. The attached Exhibit, Table 1 shows the
nationwide figures and Table 2 shows the California
figures. The data reflects only those companies who were
reporting their statistics to ISO.

(b)0: How much has been paid in premium by child care programs
for the last three years?

A: According to ISO data, the nationwide earned premium for
policy years 1980 through 1983 was approximately $12
million. for California, the earned premium was
approximately $2.5 million. (See the attached exhibit fordetails)

(c)g: for each of the last three years, how much money has the
industry paid out in child care related claims? 'tow muchfor child abuse in child care; for accidents in child
care; other claims (listed by type of claim)?

A: The child care liability incurred losses are broken down
by Basic Limit Bodily Injury claims ($25,000 is the basic
limit), Excess Limit Bodily Injury claims, and medical
payment. According to ISO data, during policy years 19ag?
through 1983, the companies' nationwide total incurrE,
losses is over $7 million for basic SI claims, about $5
million for excess BI claims, and $293,000 for medical
payment. for California, the incurred losses are
approximately $1.2 million for basic BI claims, $324,000
for excess limit BI claims, and $67,000 for medical
payment claims: (See Exhibit) With respect to your
gUsstion on how such has been paid out for Maid abuse
claims or accident claims, the ISO statistical plan does
obt provide a Coding for the cause of loss detail;

. therefore, !no Itch data are available.

BEST COPY AVAILABLE

:
09



206

3 Q: Is there additional information that substantiates actual
losses by the insurance industry in California due to
coverage of child care providers?

A: No.

4 g: If many policies currently exclude or will soon exclude
coverage for child abuse claims, what would be the
rationale for cancellation or excessive rate hikes at this
time?

A: The insurance industry as a whole has just gone through an
adverse underwriting cycle. Carriers are striving to
improve their underwriting results. Due to widespread
adverse publicity in some child abuse cases, the
underwriters are concerned that exorbitant litigation
costs may impair the company's underwriting
profitability. Therefore, they are exercising their
underwriting judgment to eliminate what is perceived as
undesirable business from their book of business.

Under the California statute, there are no laws
restricting an insurance company from cancelling or
non-renewing a coamercial insurance policy. In rare
cases, the day-care provider may be insured under a
regular homeowner policy. In this instance, the
non-renewal or cancellation is somewhat restricted.
Carriers choosing to do so must comply with the provisions
set forth in California Insurance Code Sections 675-679.

With respeci to your question as to what would be the
rationale for excessive rate hikes at this time, I must
clarify the term "excessive" before answering your
question. California Insurance Code Section 1652(e)
defines the standard of excessiveness as follows: "No
rate shall be held to be excessive unless (1) such rate is
unreasonably high for the insurance provided and (2) a
reascnieble degree of competition does not exist in the
area with respect to the classification to which such rate
is applicable."
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Basically, during the soft market period, companies did
.not price the coverage at its correct rate level. Now the
companies are adjusting the rates to such a level that it
would generate sufficient premium to cover the losses and
business expenses allowances. Of course, these
adjustments need no prior approval from the Department of
Insurance under California Rating Laws provided that they
meet the general standards as set forth in California
Insurance Code Section 1852(e).

In our opinion, the main problem is not whether carriers
can justify the rate increase. According to the
statistics proeided by Insurance Services Offtce, I
baileys that most carriers probably can reasonably justify
the rate increases. The real problem is that many
carriers simply do not wish to offer this type of
coverage, and never provided a market for it. There is
nothing in the California statutes that would give the
Insurance Commissioner the authority to mandate that
insurance companies must provide specific coverages. A
possible alternative solution is for the California
legislature to provide authority to the Department of
Insurance to fora a pool or so-called Joint Underwriting
Association for the purposes of insuring day-care
providers if it appears that the availability of this
coverage is a problem in this e..ete.

be
Attachments

Sin Y yo

BRUCE BUNKER
Insurance Commissioner
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0111D CARE LIABILITY I15URPJ10E

LOSS IDCFER11142E

TABLE 1

COUNTRY1i1DE

(1) 121 131

BI/Basic Limit BI/Emcess Limit
Policy Mir Mud Promdum Incurred Losses Incurred Losses

12/31/110 51,785,529 S 983.150 S 243,127
12/31/81 2.581,645 1.144.240 997.137
12/31/82 2.321,139 2,041,498 1.340.296
12/31/83 3 995 362dt.._ 2 11164 3611: 2 332 868LL-__
TOTAL 511.683,675 67.033,249 54,913,428

C

TABLE 2

CALIFORNIA

111 :21 131

BI/Basic Limit

EXHIBIT

(41

Nedital Payment

15)

No. of Claim

161

Losses 4 LAE
Ratio.

S 39,779 178 0.709
44,807 205 0.847
89,347 321 1.045

119,021---L--- 427 1.331

5 292.954 1131 1.048

(4) 151 161

Loss t LAEPolicy Year Earned Premium Incurred Loss Excess Incurred Loss Medical Payment No. of Claim Ratio

1980

1981

1982

1983

TOM.

443,2E10

610,784
15:,094 0 10,11.1 31 0.377

689,602
23:,590 61,703 11.359 49 0.500

738.480
26:,300 120,048 23,787 59 0.5964 560,361 142,680

. 21,945 76 0.982
2,482,146 1.217.345 324,431 67.252 0.648215

Note: K. the basic limit is $25,000. The ircrred lames include loss adjustment expenses (LAE)
4. Column 161 is the sue of columns 121. 131 4 (4) divided by column 111
3. pate me provided by Insurance Services Office 1190H 21

uEST COPY AVAILABLE



209

MARKETING California

IMPORTANT NOTICE

ADVERSE =LICIT! IN THE CARL INDUSTRY SAS REIN SCARING INSURANCE COMPANIES THROUGH= THE
coma. MANY COMPANIES WHO HAVE SIR WRITING THE INSURANCE HAVE STD Drumm:mum THE
PROGRAMS OR CSANCING RATES FOUR AND FIVE TIMES MORE THAN OUR CURRENT RATES.

MISSION INSURANCE IS ONE OF THOSE =TAXIES TO DISCONTINUE OFFERING COVERAGE FOR In CARE
PROVIDER INDUSTRY AFTER JUKE 30. 1985.

WE ARE ATTEMPTING TO FIND A NEW COMET TO LIPLACE THE MISSION INSURANCE FOR OUR NATIONWIDE
MUM PRIOR TO THIS DATE.

BORDER. IF THE MISSION INSURANCE COMPANY DECIDES TO CANCEL THIS POLICY BEFORE THE END OF
YOUR POLICY PERIOD. THEY MUST FIRST CEVE TOO 60 DAIS WRITTEN NOTICE OF CANCELLATION. AFTER
ANY COMPANY CANCELLATION. THEY 181ST mon YOUR MUSUED PREMIUM.

WE WILL CONTINUE TO KEEP YOU AND YOUR ASSOCIATION NOTIFIED OF ANY FUTURE DEVELOPMENTS OR
CHANGES. WE WISH TO THANK YOU FOR YOUR ASSISTANCE AID COOPERATION.

CUSTOMER SERVICE DRAMMEN'

EMM 3/15/65

13?S5ISINII11hd.SaL1012/04M111110101.CA91dOS4288111118)10$41lig.00)624.0012/0.10804.00,4234733
MACIMIC MSOWICS teRVICit. SIG. Mb. M.M. Pe lareess.a *woe
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mum= MISSION INSURANCE COMPANY
ODINN P.O. 301 2121

GLENDALE, CA. 91209-2121

MU* .
SOLON, KAREN E./MOS .
7441 MASON LANEomma FALLS CHURCH, VA. 22042

1110
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IbeNable IMN gala

FAMILY DAY CAPE PROVIDER POLICY
TY 1 TAO 6467
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T-1-11S 1.2,01, AM
411041.
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