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A record 3,700 people registered for the 25th annual Risk &
Insurance Management Society conference in Las Vegas March
30-April 3. For a report on risk management issues, see page 3.

Hall sues insurer, MGAs
for causing Union losses

By DOUGLAS McLEOD

KANSAS CITY, Mo.-Frank B. Hall & Co. Inc. is at-
tempting to take the offensive in litigation involving its
defunct underwriting unit, Union Indemnity Insurance
Co. of New York.

In court papers filed last month, Hall accuses Omaha
Indemnity Co., two managing general agents and related
parties of breaching duties owed to Union as reinsurer of
Omaha Indemnity on the MGA business.

Among other things, the Hall action charges that one
MGA and two of its officers fraudulently misrepresented
the business they wrote and that Omaha Indemnity and its
parent, Mutual of Omaha Insurance Co., were negligent in
their handling of the risks.

Omaha Indemnity and its MGA intentionally ignored
limitations in the MGA agreement "in an effort to reap
substantial premiums while leaving Union with the losses

in the future," according to Hall, which claims that 90% of
the risks bound by the MGA and ceded to Union were in
violation of the MGA agreement.

Union Indemnity, judged to be insolvent by $138.5 mil-
lion at year-end 1984, currently is being liquidated by the
New York Insurance Department.

Hall's charges are contained in a counterclaim and
third-party complaint filed in response to an earlier law-
suit brought against Hall and two Hall subsidiaries by
Omaha (BI, March 23).

In several respects, the allegations in Hall's counter-
claim mirror Omaha's charges against Hall.

The Omaha lawsuit, amended last month, seeks $150
million in damages and charges that Hall conspired with
the same two MGAs to defraud Omaha by placing a
large volume of business with Omaha "without regard to
the financial stability and capacity of the reinsurers."

Continued on page 102

Corporations shield directors
By STEVE TARAVELLA

Corporations, threatened with losing outside directors
because of insurance problems, are moving swiftly to take

. aNS;;tage of new state laws permitting them to limit
their directors' liability.

Many corporations, in anticipation of annual meetings
1#ar this month and in May, are asking shareholders in

-recently mailed proxy statements to approve bylaw
changes that would shield directors from liability to the
fullest extent allowable under state laws.

In addition, some businesses are asking shareholders to
expand their authority to indemnify outside directors or
provide them advances to defend or settle lawsuits if
directors and officers liability insurance is not available
or does not cover the situation.

And, some businesses incorporated in states that have

not amended their laws are re-incorporating in staces that
have enacted a law limiting directors' liability.

Observers, who note that some states allow corporations
to limit their directors' liability to a greater degree than
other states, predict that more and more corporations will
attempt to protect their directors by asking shareholders
to shield the directors.

"The whole situation is very significant. They're all
doing it," says John Nash, president of the National Msn.
of Corporate Directors in Washington, D.C.

"I think it will continue and become more widespread,"
says William P. Hackney, an attorney with Reed Smith
Shaw & McClay in Pittsburgh, who also is chairman-elect
of the American Bar Assn.'s Committee on Law and Ac-

counting.

"I think every company would like to have this proposal
Continued on page 99

Employers ask Congress to amend
administration's PBGC premium proposal
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Senate OKs FTC probe
of insurance industry

WASHINGTON-The Senate last

week approved an amendment that
directs the Federal Trade Commis-

sion to conduct two major studies
of the insurance industry.

The amendment, introduced by
Sen. Howard Metzenbaum, D-
Ohio, was tacked onto an FTC

funding bill, S. 677, that also was
cleared by the Senate last week.

The FTC will study the reasons
Continued on next page

Lloyd's offe rs
PCW members

$166 million
By STACY SHAPIRO

LONDON-To avoid long litigation, Lloyd's of London is offer-
ing members of non-marine syndicates formerly managed by PCW
Underwriting Agencies Ltd. a 103 million pound settlement and im-
munity from any further losses.

Under the $165.8 million settlement offered last week, Lloyd's
will contribute 45 million pounds ($72.5 million) from its Central
Fund. And, Lloyd's will cover any underwriting losses related to the
former PCW syndicates exceeding the current estimate.

Thirty-seven other organizations-including 26 members' agen-
cies, accountants, law firms and brokers-will contribute 55 million
pounds ($88.6 million) of the settlement.

They include Sedgwick Group P.L.C., which is contributing 10
million pounds ($16.1 million), Alexander & Alexander Services
Inc. and PCW's parent company, Minet Holdings P.L.C.

For their part, the 1,547 PCW members belonging to the PCW
non-marine syndicates must pay 34 million pounds ($54.7 million)
toward the agreement to help fund the syndicates' losses. These
PCW members also must

relinquish their rights to
sue Lloyd's and must If members refuse the
transfer to Lloyd's their
rights to sue other par- offer, they will 'face years
ties to the settlement. of uncertainty with regard

However, individual
PCW members can ap- to their obligations,'
peal to Lloyd's to reduce warns Peter Miller.
their liability for the set-
tlement if they can show -
the settlement would

create severe financial hardship. Lloyd's will consider their appeals
but has made no promises to pay on their behalf.

Claims against the syndicates are projected by Lloyd's ultimately
to cost 680 million pounds ($1.1 billion), resulting in an estimated
235 million pound ($378.4 million) loss for the names, net of rein-
surance recoveries.

But, the 134 million pounds ($215.7 million) contributed by
Lloyd's, other parties and the PCW names will be enough to close
the PCW accounts and cover ultimate claims, Lloyd's says.

However, a committee of PCW names criticizing the settlement
contests the estimate of the losses, contending it is based on "vast
alleged losses based on meaningless accounts."

Under the settlement, Lloyd's also will pay 2.9 million pounds
($4.7 million) to the Inland Revenue to end tax disputes involv-
ing PCW members, increasing the value of the settlement to the
names to $165.8 million.

Lloyd's will administer and control the PCW syndicates' runoff by
reinsuring the syndicates' liabilities under a "time and distance"
reinsurance policy with a new Lloyd's syndicate, which in turn will
reinsure with a new Lloyd's insurance company subsidiary.

"The Society of Lloyd's, in taking on ultimate financial responsi-
bility, is almost certainly assuming a heavy financial burden,"
Lloyd's chairman Peter Miller said last week.

The settlement is designed to avoid litigation that PCW mem-
bers have drafted, naming 70 parties, including Lloyd's. The allega-
tions in the complaint have not been made public.

Lloyd's settlement offer is its last, Mr. Miller said.
If at least 90% of the PCW non-marine members accept Lloyd's

offer by May 30, it becomes unconditional. If less than 90% of the
non-marine members accept the settlement, Lloyd's can seek ap-
proval from Additional Underwriting Agencies (No. 3) Ltd., which

Continued on page 101

All-woman jury in Wisconsin says Eli Lilly
not liable for DES daughtefs cancer

Page 2



2 / business insurance, April 13, 1987

update Jury says DES manufacturer
FTC study of industry OK'd not liable for woman's injuryContinued fromprevious page

for the sharp Increases in property/casualty insurance rates for
By STEPHEN TARNOFF Mr Bauer said

small businesses, local governments, physicians, dentists and
The suit was brought by Ms Shirkey, now 27, whochild-care centers The study also will probe the degree of competi-

MILWAUKEE-In a verdict with potential national contracted clear cell vaginal adeocarcinoma, whichtion in the market for those coverages
implications, a federal court Jury says former DES has been linked to DES exposure Eli Lilly was theThe second study directed by the amendment will cover indus-
manufacturer Eli Lilly & Co is not liable for the va- only defendant at trialtry marketing of so-called Medigap policies to the elderly and
ginal cancer of a woman whose mother took the anti- Ms Shirkey, whose mother ingested DES in 1960,whether deceptive or misleading sales practices are being used
miscamage drug underwent surgery in 1982 for a radical hysterectomy, <Both studies would be due in a year

Following a three-week trial, an eight-person, all- a vaginectomy and vaginal reconstructive surgery, MrThe amendment, approved on an 80-18 vote, came after Sen
woman iury ruled last month that Indianapolis-based Bauer said She also has suffered bladder and urinaryMetzenbaum withdrew an earlier amendment that would have
Lilly was not negligent and not strictly liable for tract problemsoverturned legislation Congress passed more than six years ago
Julie A Shirkey's clear cell vaginal adeocarcinoma She sued Lilly in 1984, seeking $5 million in com-that bars the FTC from conducting insurance-related studies with-

In its verdict, the jury found that Lilly did not pensatory and $20 million in punitive damages Lillyout specific congressional approval
know and could not have known at the time Ms Shir- subsequently brought other DES manufacturers andThe House has not yet considered FTC funding and reauthoriza-
key's mother ingested DES that the drug would cause distributors into the litigation in a third-party actiontion legislation
cancer in her daughter Lilly argued this theory, However, those defendants were severed from the trial

CalFed starts excess insurer known as the state-of-the-art defense, at trial that proceeded solely against Lilly
Not only is the case the first trial in Wisconsin in- What made Ms Shirkey's case even more sympa-

volving the drug diethylstilbestrol, but it also is one of thetic was that she is missing a left arm below theLONDON-Capping 10 years of planning, CalFed Inc this week
the first vaginal cancer cases tried nationwide, said elbow, a birth defect not caused by DES, Mr Baueris activating a new London market excess insurer, Anglo-American
Lilly's attorney Lane D Bauer The verdict should saidInsurance Co Ltd, with $80 million in capital and surplus
have a significant impact on DES litigation, he said "She was a very, very appealing, sympathetic plain-Anglo-American's policies will be underwritten by H S Weavers

"I think it was a significant case that the whole ln- tiff," he said(Underwriting) Agencies Ltd, a leading London underwriter of
dustry and the plaintiffs' bar was looking at through- The lury consisted of eight women, a factor LillyU S excess liability coverage, which writes for Walbrook Insurance
out the country," said Mr Bauer with the Kansas City, attorneys believed could have favored the plaintiffCo Ltd, a Weavers affiliate Weavers will write a parallel line for
Mo, firm of Shook, Hardy & Bacon "The impact will "At the time it gave us a lot of cause for concern," MrAnglo-American, said George P Rutland, president and chief exec-
be very significant in Wisconsin and also very proba- Bauer saidutive officer of CalFed, a diversified Los Angeles financial services
bly throughout the country " Among Ms Shirkey's arguments was that Lilly didholding company

In going to trial, the plaintiff turned down a "sub- not adequately test the drug and also that animalWalbrook also has capital of about $80 million
stantial six-figure" settlement offer, said Mr Bauer studies going back to the 19405 and 19505 indicatedAnglo-American wlll issue excess-layer liability policies on man-

Last week, the attorney for the plaintiff did not re- that DES caused cancer The jury initially found thatuscript, claims-made forms and will write excess property insur-
turn phone calls However, the plaintiff, Ms Shirkey, Ms Shirkey's mother ingested DES while she wasance It will not Write workers compensation, marine or aviation
has filed a motion for a new trial, which is pending, Continued on page 94coverages

The maximum gross limit offered on behalf of the two insurers 1

will be $10 million Their maximum net line will be $1 million Texaco bond Changes sought
Clarendon bids on Argonaut

MENLO PARK, Calif -Clarendon Group Ltd, a privately held would exceed in PBGC proposal
Bermuda-based company with insurance interests, is seeking to
acquire Argonaut Group Inc for approximately $413 3 million world capacity By JERRY GEISELIn an April 3 letter, Clarendon said that it or an affiliate would
pay $37 per share m cash to Argonaut stockholders Clarendon WASHINGTON-Employers already are urging Congress to revise
already owns approximately 540,000 of Argonaut's 117 million By ROBERT A. FINLAYSON the Reagan administration's newly released proposal to base termi-shares of outstanding common stock

nation insurance premiums charged by the Pension Benefit Guar-
Clarendon told Argonaut that lt wants the support of the board HOUSTON-If Texaco Inc could anty Corp on the financial condition of pension plansand that it is "interested in the retention of management " buy a $12 billion bond pending the Business groups testifying at a House subcommittee hearing last
In its statement, Argonaut said ltS board of directors intended to appeal of a $10 53 billion award to week said the so-called variable-rate proposal gives the PBGC too

give "immediate attention" to the Clarendon proposal Late last Pennzoil Co, the premium would much authority to adjust premiums
week a spokeswoman for Argonaut said only that the -board iS be about $240 million Employer groups also object to a provision that would autot>!*-continuing to give it (the bid) its attention " But, there isn't enough capacity cally index PBGC premium increases to the average annual rise in

Separately, the Securities and Exchange Commission recently in the surety market to write such national wages
subpoenaed Clarendon Group Ltd and two officials as part of an a bond In addition, while generally supportive of the variable-rate con-investigation of possible takeover abuses And, buying a bond would cept, employers warned that premiums still will climb unless simul-An attorney for the company confirmed that Clarendon, Claren- hardly be worth it to Texaco, since taneous changes are made in pension funding rules
don money manager Guy O Dove III and the insurer's Presi- surety underwriters would require These ob]ections, delivered at a House Ways and Means Oversight
dent Rodrigo Rocha have received SEC subpoenas, but that the full collateralization of the bond Subcommittee hearing April 7, came as the administration offi-
subpoenas don't name the three as the sublect of the investigation Texaco is seeking an inlunction cially released its variable-rate proposal

The attorney also confirmed the mvestlgatlon Involves an Inquiry to prevent Pennzoil from demand- Key details of that proposal, first reported in Business Insurance
into trading of certain securities and stressed that a subpoena does ing that Texaco post $12 billion in (BI, March 30), include
not necessarily indicate wrongdoing security while it appeals the 1985 • Employers whose vested pension benefits are overfunded by atThe SEC subpoenaed most of the purchasers of high-yield bonds Judgment that ordered Texaco to least 25% would pay the same annual premium of $8 50 per planfrom Drexel Burnham Lambert, and Clarendon's records were re- pay Pennzoil $10 53 billion participant that the PBGC now charges all employers with de-quested as part of that probe, a Clarendon Insurance Group official In its petition for an injunction, fined benefit pension plans The premium would be indexed to thesaid

Texaco told an appeals court in annual average increase in national wages
The records were supplied earlier this year, and Clarendon has Houston that worldwide capacity Funding levels will be determined according to PBGC interestnot heard since from the SEC, the official added

in the surety bond market totals at rates

most $15 billion and that requir- 0 Plans that are less than 25% overfunded would pay, 1n additionHouse panel OKs Medicare cap Continued on page 102 to the basic $8 50 premium, a "funding charge" of $6 per $1,000
Continued on page 99WASHINGTON-Legislation capping out-of-pocket expenses for

Medicare covered services at approximately $1,600 per year was
approved last week by the House Ways and Means Health Subcom-
mittee inslde

The bill, approved by a 9-2 vote, would be financed by taxing
beneficiaries on a portion of the actuarial value of the bene-
fits for which they are eligible 4 This week's editorial contends that Las Vegas ts not departments

the nght site for a R,sk & Insurance Management SocietyThe legislation, H R 1280 and H R 1281, was introduced in Feb-
conference The town where risk is business is no place Ask a risk manager 4

ruary by Rep Fortney Stark, D-Calif, chairman of the health sub-
for a meeting of people in the nsk business PAGE 8 Classifieds Q8

committee, and ranking minority member Rep Willis Gradison,
Comings & goings: buyersR-Ohio (BI, March 9) If passed by Congress, the legislation would

become effective Jan 1, 1988 + In Perspectives, L T Braucht, vpin charge of the con- Comings & goings: industry 87 .1

struction insurance division of Argonaut Insurance Co, Datebook .92
The subcommittee defeated by a vote of 8-3 a Reagan adminis-

reports that risk managers can trim costs significantly- Info
tration proposal that would cap annual out-of-pocket expenses for

while also reducing claims and eliminating gaps in cover- Insurance services guide 102-*
Medicare-covered services at $2,000, which have been financed by
raising the Part B monthly premium (BI, March 23) age-by combining all contractors' workers compensa- Legal briefs ............................................................56

tion and general liability coverages into one centrally Letters

London R9

Briefly noted controlled "wrap-up" insurance program PAGE 55
Markets ...................................................................74

Opinions .....................................................................8Overturning two lower court rulings involving claims for disabil- i•,0 Employers are nearly evenly split on whether health Perspectives /is
ity benefits discontinued by insurers, the U S Supreme Court ruled maintenance organizations are a positive addition to Products & services ............................................:...78
unanimously in Washington, DC, last week that the federal Em- the health care del,very system, according to a recent Spotlight reportployee Retirement Insurance Security Act of 1974 pre-empts survey by Lincolnshire, Ill -based consultant Hewitt Asso- Ticker 103
state laws relating to employee benefit plans Idaho's new ciates PAGE 81

Washington R9sweeping tort reform measure, signed into law April 1, repeals Worldwide 84
mint and several liability in most cases and places a $400,000 limit ,•0 At the Assn. of Insurance & Risk Managers in Industry
on non-economic damages A New Mexico law reinstates the & Commerce's annual conference earlier this month in Vol 21. No 15-Buslness Insurance (ISSN 0007-6864) is published weekly
theory of joint and several liability to cases in which injury or Cambndge, England, risk managers of two large Euro- at 740 N Rush St, Chicago. Ill 60611 Second-class postage ts paid at

Chicago, 111 and at additional mailing oftices Postmaster Send addressdamage was intentionally Inflicted and cases involving the manu- pean corporations charge that liability insurers' actions changes to Bumness Insurance, Circulation department, 965 E Jeffersonfacture or sale of defective products Townsend Thore- during the last two years have been unreasonable and Ave,Detroit, Mich 48207, 313-446-1611 Copynght 1987 by Crain Commu-
Continued on page 101 unwarranted PAGE 94 nications Inc
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Is a violent insurance cycle inevitable?
By KATHRYN J. McINTYRE

LAS VEGAS, Nev.-The insurance cycle, indeed,
is inevitable, but its peaks and troughs do not
have to be so violent.

A panel of leaders in the commercial insurance
business tackled the question of "The Insurance
Cycle: Is It Inevitable?" during the 25th annual

1*-*51

Risk & Insurance Management Society conference
earlier this month. Panelists offered opinions on
why the price and availability of commercial in-
surance fluctuates, why the market turned so vio-
lently in 1985 and 1986 and some suggestions for
smoothing the ccles of the future.

Insurance buyers can't expect price stability,
because the price of insurance cannot be precise,
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said Charles J. Clarke, senior vp of Travelers Corp.
in Hartford, Conn.

"In lieu of precision, most of us price within a
band of reasonableness-you call it a band of un-
reasonableness," he said.

"The width of this band is dictated by long-term
pricing objectives, but short-term pricing is die-
tated by competition-nothing else.

"There isn't an underwriter in this room who

isn't trying to stabilize prices," he added. "We'd
love to keep them where they are right now," to
which the audience erupted in nervous laughter.

Robert Clements, president of Marsh & McLen-
nan Inc. in New York, contended: "We have cycles
in the insurance business because the cost of the

product that insurers produce is unknown at the
time they make the product. So, there is always
going to be some difference between today's price
and today's cost, which leads to fluctuating
prices."

Illinois Director of Insurance John E. Washburn

agreed: "I think the cycle is caused by the instabil-
ity of the product itself: casualty insurance, where
you don't know the actual cost for several years."

Stephen R. Merrett, chairman of Merrett Hold-
ings P.L.C. at Lloyd's of London, was even more
succinct: "The main reason for the upturn of the
cycle was market forces-that insurance had been
priced too cheap."

But, the panel was asked, why did underwriters
allow the price of insurance to get so low?

"Nobody deliberately underwrites to a loss," Mr.
Clarke said. "They may underprice in the short
term to keep business, but every underwriter in
the long run feels he is going to make a profit."

When necessary, insurers "move away from the
most unprofitable and try to maintain those re-
sources that are necessary to take advantage when
the market comes back up," he explained.

"What we should do, conceptually, is stop un-
derwriting business," Mr. Clarke said, noting the
expenses to run Travelers' commercial lines busi-
ness would be $150 million annually, while in
some years of the competitive cycle "we lost $500
million."

But, Mr. Clarke continued, the point in time at
which the business is unprofitable is unknown and
so "the absence of that knowledge allows us to say,
'This is what is necessary to be here when it comes
back.'

"As long as you let me be free to make money, I
am going to make mistakes and you will have
trauma and absence of market. I don't see what's

Continued on next page

Risk managers could be liable for errors
By STEVE TARAVELLA

LAS VEGAS, Nev.-Consider this scenario:
A quality control inspector-under the supervi-

sion of the risk management department-is
poorly trained and therefore fails to properly ex-
amine above-ground tanks used to store chemi-
cals produced by his employer.

The chemicals leak into a nearby water source,
causing damage to neighboring property and se-
vere injuries to unsuspecting area residents.

Faced with these circumstances, the company's
risk manager typically would turn to the com-
pany's commercial general liability insurance to
respond to the lawsuits. But what if the risk man-
ager has unknowingly let the coverage lapse? Or if
the company's treasurer, who was supposed to
have paid the premium months ago, has embezzled
funds and told no one that the 0remium was never
paid?

Or, perhaps more likely, what if the policy is
indeed in effect, but the insurer denies coverage on
any of a number of grounds, such as that the com-
pany's legal department has continued to be un-

cooperative?
Could the risk manager be held personally liable

for damages in these circumstances?
The question, hypothetical in this instance, is

one many risk managers would prefer not to dwell
on, but one that should be given serious considera-
tion, according to Dr. George L. Head, vp of both
the American Institute for Property & Liability
Underwriters and the Insurance Institute of

America in Malvern, Pa.
Dr. Head, who supervises the curriculum for the

Associate in Risk Management designation, dis-
cussed risk managers' own liability exposures at
the 25th annual Risk & Insurance Management
Society conference earlier this month in Las
Vegas.

The preceding account, while purely fictional, is
"quite potentially realistic," Dr. Head said. He of-
fered it to provoke thought on the subject among
risk managers and to establish a framework in
which risk managers can prepare for the day when
they may be held financially accountable for their
professional actions.

"If the insurer denies liability under the CGL,

I'd suggest the risk manager's position is at least
questionable," Dr. Head told members of the audi-
ence, virtually all of whom were risk managers.

In addition to CGL coverage, some risk manag-
ers may rely on indemnity agreements with their
employer that are designed to protect them from
personal liability. But, Dr. Head asks, what would
happen if claims against the company far exceed
what it can afford to pay out in the absence of
liability coverage?

"In that situation, how meaningful is the indem-
nity agreement going to become?"

Another solution would be to cover the risk

manager under the company's directors and offi-
cers liability insurance.

But since D&0 policies frequently exclude cov-
erage for bodily injury and property damage, this
coverage would probably not offer relief, Dr. Head
noted.

"At this point, the risk manager begins to won-
der if he's doing an effective job of managing his
own risks," Dr. Head says.

Concerned risk managers must recognize that
Continued on page 14
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Insurance cycle
Continued from previous page
in between," he said.

Observing that the insurance

business is by nature subject to
price fluctuation, M&M's Mr.
Clements said the cycle has become
more violent over the last 20 years
to the point "it causes severe in-
terference for the users of the

product to use it as it is intended."
He suggested: "It has a lot to do

with the analogy of insurance to a
commodity, which is disputed by
underwriters much less frequently
than I would like to see.

"The difference between a com-

modity and a product is: In the

commodity business, all producers
make the same product and the
buyer can't tell one from another,

so he only buys on the basis of
price. A product is something in
which the producer makes an ef-
fort to differentiate his product
from other producers' products in
order to be able to charge a price
that lets the value be added to the

product."
Mr. Clements suggested that to

smooth future cycles, underwriters

should keep in mind that "it is
possible to add value to insurance.
Quality services and quality prod-
ucts are a defense against the vi-
cissitudes of the cycle."

Specifically, he called for insur-

ers to provide "quality claim ser-
vices" and to return to long-term
relationships with policyholders
"in which the prices fluctuated
within the swings of the cycle and
to much less of a degree."

Mr. Clarke of Travelers accepted
the challenge, but skeptically

"How much will you pay for

quality? 15%? 20%? How many risk
managers in this room could go to
their financial people and sell 50%
or more for quality that is not per-

ceived by that person?
"Many of us feel we have super

claim facilities and there have been

times we have questioned what
that was worth-when I lose to the

Mission at 40% and then have to

COST BENEFIT

iR OF WORK DAYS PER YEAR . . L

bail them out," Mr. Clarke said,

referring to the price-cutting of
Mission Insurance Co. in the early
1980s and its subsequent insol-

vency resulting in guaranty fund
assessments against admitted in-
surers.

"Who here in this room when the

next Mission is here and undercuts

my quality by 40% will be able
to stay with me?" he asked.

"I would love to have that prod-
uct differentiation that you can

buy. But I have to be able to sell
it, which means you have to want

to buy it."
Mr. Clarke also challenged: "I

will guarantee any risk manager
that is with the Travelers today

MEGI) NIalild 855@1(60@06©®OBBj© @
lars BvF©ki®@ FODis S°: ., + :eTest.

13

We're so sure FASTRAK™

can save you money on
health claims administration,

we're offering to prove it.
J ust send for our free cost benefit

analysis which will show you how
much money you can save with a
FASTRAK online claims

administration system
from Dyer, Wells &
Associates.

another way too: by accurately inter-
preting data, identifying problem areas
and improving cost-control strategies.
With FASTRAK, all the information

you need to implement the latest cost-
containment provisions is right at
your fingertips.

--------

Just Your Size.

Whatever your company's size,

one of our three FASTRAK systems
(mainframe, minicomputer, personal
computer) is the perfect fit. Plus,
we offer processing services. Which-
ever you choose, you'll find FASTRAK

has the capability to
7 grow with your com-

I pany to meet your
| changing needs
1

Send For Your

Free Cost

Benefit Analysis.
 Enough talk. Call or

write today for your
! free cost benefit analy-
I sis. No risk. No obliga-
| tion. Just the chance
| to prove that we're not
1 all talk. And the chance

I for you to save a lot
1 of money.

J

r------ --------
, [3 Yes. I'd like to know how much money F*STRAK can save me in

claims administration. I have checked the system(s) I'm interested in.
1
, [3 IBM Mainframe U Wang VS U IBM PC and El Processing

Minicomputer compatibles Services

Save MoneyTwoWays. ,
FASTRAK completely , Name.

automates the adjudica-
tion and processing of

1 Title

health claims. So you'll 1 Company
be handling claims faster I Address

and with greater accuracy , City State
In fact, your administra- 1
tive savings alone could 17ip Phone ( )

pay for FASTRAK within |

the first year of use. ' Dyer, \Mells & AssociatesAnd you'll save money 1

1 The Right Solutions. For 10 Years Running.
2251 Lake Park Drive, Smyrna, GA 30080 (404) 432-5888

-----------------------

or comes to me: I will not move

prices more than inflation
throughout the next cycle if you
stay with me through the next
cycle. I can give you stability if you
guarantee you will stay with me.
How many of you can stay?"

David B. Mathis, chairman and
president of Kemper Reinsurance
Co, in Long Grove, Ill., suggested
that the smaller, more disciplined
reinsurance market of today com-
pared with the early 1980s will
stabilize insurance prices.

"To the extent that reinsurance

played a part in the softening of
the marketplace-by availability
of false capacity and/or unrealisti-
cally low prices-and insurers
were able to say, 'I wouldn't nor-
mally do this on my own but I can
buy reinsurance for it, so why not?'

that is not in existence in 1987

and probably won't be over the
next five- to six-year period.

"At least for the next few years,
you can count on a leveling rather
than a dramatic up-and-down en-
vironment because a lot of people
have their own money at risk," Mr.
Mathis said, referring to the lack of
reinsurance and retrocessional ca-

pacity.
Mr. Clarke agreed: "I hope as

long as nnost of us rennain big net
underwriters, there will be more

stability."
Mr. Clements suggested: "The

same is possible in your approach
to risk management. There is no
question that most companies buy
insurance for business they can af-
ford to retain. And most insurance

companies are more interested in
writing the kind of risks that are
predictable than unpredictable.

"The challenge to the risk man-
ager is to get the retention up to
the level where some of these fae-

tors are taken out of the picture.
And the challenge to the un-
derwriter is to resist the tempta-
tion to sell his product for less than
its worth."

Mr. Clements also suggested that
the new excess liability facilities
created by corporate insurance
buyers could stabilize the market.

"Excess liability has always been
the most widely fluctuating part of
the business, because there has
been a notable lack of well-capi-
talized, committed participants in
that part of the market. There are a
couple now."

But Mr. Clements bristled at

calling these facilities, such as
A.C.E. Insurance Co. Ltd. and X.L.

Insurance Co. Ltd., "captives or al-
ternatives to traditional markets.

If they are well-designed, they will
become traditional markets."

Mr. Merrett indicated better

communication between insurers

and policyholders on the adequacy
of rates would be helpful in times
of changing cycles.

"There seemed to be some sort of

a concern that if underwriters

spoke publicly about the need for
rating adjustments, this was some
sort of evidence of a conspiracy.

"It is right and proper for an un-
derwriter to point out to the cus-
tomer what the consequence is
likely to be-to tell them that
prices have to change and if they
don't there will be insolvencies."

Mr. Clarke also commented that

competitive forces include the in-
surance buyer: "The forces are you
as the buyer trying to get the most
efficient way to transfer risk."

He suggested claims-made forms
would "bring more stability,"
though buyers have resisted them.
"You have occurrence, and you
will have a little more cycle. The
occurrence form is very fragile."

Panelist Jan M. Edelstein, Re-

publican staff counsel for the
House Energy and Commerce Com-
mittee, commented that at nine

congressional hearings held last
year on insurance price and avail-
ability problems, "panelists did
not agree on the causes or solution.
I think it became apparent to any-

Continued on page 6
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For many Americans, retirement is exactly what they
hoped for.

But for others, retirement can be complicated bypoor
health. One out ofibur Americans will require long-
term care iii a nursiiig hc,me with an averige minual cc,st
of $20,000 to $30,000 Ilow tliat care is paid for lias
bec<,me a (c,niplex issue.

History h:ts sliowli that personal savin65 and programs
like Medicare and Medicaid can't cover all the costs of

retirement health care. Companies with retirement health
benefts also face the probleni of unlitided future liabilities.

Additional solutions mustbe found to address this

retirement health care cost issue that will eveiitually aict
every person. compatiy and instilition in our country

At NWNL Group,we're developing an employeebeneft
progr:un called I.ifeScope' that would provide for a persoii's
retireinent years and working years.What makes the
LitScope Prognlin unique is its compreliensive approadi t(,
providing benefits. It is more than life insurance and
a nursing home policy

Bymanaging the deliveryof health care andplaiming
for future needs, the LitScope Program can find alter-
natives thatmake health care more affordable, while
allowiiig indivickials to lire independentlj The program's
benefits would be voluntary, flexible and portable.

Matiy elements of the I.ifeScope Prognun have
alreadybeen put into place tlirougli curiptit NWNI. Group
beneitt programs. Using our resources as the nation's

10th largest group insurance compainr we will soon be
adding more elemelits.

'[b find out more about NWNL Group and the LifeScope
Program, contact Ginny Patrick, NWNI. Group. Box 20,
Minneapolis, AIN 55+40 or call (612) 372-5784. Because
now is the time to begin solving the problems of providitig
nealth care in the future.

Oil NWNLGROUP
Tbe rigbt bene»for today
Tberightideasfor tbeji*ui

Sources for statistics, Emplo,re Betiefit Research 111,titute, 1985: lienellts Research, inc. 1986, Natimial 1 tiderwriter, 1986,
A division of Northwestern National Life Insurance Company, Mitmealiolis, MN (not admitted in the State of Newfi,rk). The North Atlantic 1.ile Insuraiice Company of Anierica,Jericho, NY (a member of the NWN[ Conipanies),
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Approving smiles and chuckles swept the audi-
er ce of the RIMS panel discussion on the insurance
c>cle when panelist Stephen R. Merrett, chairman
cf Merrett Holdings P.L.C., picked up his Wall
S-reet Journal and began to read intently.

The reason: Delaware Insurance Commissioner

David Levir_son was telling an off-color joke and
fugging tis state as a home for risk retention
groups after being invited to the podium and
handed a microphone to contribute his remarks to
tte panel d_scussion.

"Delaware wants quality risk retention groups
and quality risk management firms," Mr. Levinson
announced. :'We can have you up and running in 30
days," he bragged.

When Mr. Levinson finished his promotional pre-
sentation ard left the podium, Mr. Merrett noncha-
lantly foldel up his paper and returned his atten-
tior to the oanel.

We interrupt this panel
to bring you this. . .

Insurance cycle
Continued from page 4
one who sat through all those
hearings that there was no obvious
federal solution to the market cycle
problems."

However, she added, amend-
ments to the Risk Retention Act

expanding its use to all liability
lines except workers compensation
were "a pressure relief valve."

Congress had been confronted
with the "evil conspiracy theory,'
that insurers had reduced avail-

ability to drive up prices. "We
were trying to provide an alterna-
tive that would test what we were

hearing about the problems with
the affordability and availability
of insurance. We will see in the

next three to five 10 years if they
run into the same problems as the
insurance companies do."

Mr. Clarke said they will. The
bigger risk retention groups get,
the more they will have to deal
with problems such as the defini-
tion of an accident and how to deal

with environmental injury.
And, Mr. Washburn warned that

since state regulators have lost
some regulatory authority over
risk retention groups and purehas-
ing groups, "the next hard market
could start with these guys drop-
ping off the face of the earth."

The risk retention groups he has
seen want to undercapitalize and
sonic purchasing groups are insur-
ing with undercapitalized offshore
companies and coming into the na-
tion under a state surplus lines
law, he said.

Moderator Norman B. Chanzis,
director of risk management at
American Standard Inc., stepped
into the role of spokesman for risk
managers, observing there was
"gradual softening as interest rates
rose but a sudden transition to the

hard market. You charged me $10
for a policy. You should have
charged me $20. Then, you charged
me $30. All casualty underwriters
jumped on this and said 'to hell
with you all, we are going to make
it all back as quickly as we can
over the next two years.' How can
you expect loyalty from our end?"

Mr. Clar·ke fielded the response:
"I apologize for the fact it hap-

pened. It did not happen with mal-
ice. We hope it doesn't happen
again. But when you are hurting so
bad, you say, 'I am not going to
die.'

"We're like Lazarus. We rose

from the dead. We charged maybe
more than a gradual increase
should have been."

But, he added: "Who knows how
long a gradual increase will be. It's
only been two years, and it's al-
ready starting to come down."

Mr. Mathis of Kemper Re added
that he doesn't know if rates are

"enough at this stage of the game.
Anyone who can tell me they made
a lot of money on casualty last year
knows a lot more than I do." I



IT'S 1987: DOYOU KNOW WHERE YOUR
REINSURANCE CERTIFICATE IS?

6 -5 3 - -- 7 A new and

powerful system puts your entire
facultative reinsurance program at your
fingertips.

CONFER (Communications Network
For Electronic Reinsurance) lets you
eliminate manually intensive processes
and accomplish in seconds what used
to take days or even weeks-plus, now
you can do things you've never been
able to do before

Experience the CONFER advantage,
it sets a new standard in reinsurance:

• automates your inventory of faculta-
tive reinsurance and related information

£

• instantly identifies reinsurance
coverages

• speeds recovery and expedites
processing and payment of reinsurance
claims

e delivers new business documents-

quotes, binders, certificates and
endorsements within minutes

e electronically transmits certificate
replicas and certificate abstracts up to
10 years old
• provides premium and accounting
information

• automatically updates your General
Re coverage data base

General

THE LAMP OF ExpERIENCE

]

0

e provides for easy collection and
maintenance of non-General Re
reinsurance data.

This exclusive system, with its own
personal computer and laser printer
installed in your office, is available to
General Reinsurance clients only

Find out how CONFER can take

your reinsurance out of the dark ages
and put you light years ahead.

For a brochure, give us a call at our
CONFER HOTLINE (203) 328-5888.
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Show town no town for RIMS insurance®
Reporting weekly for corporate risk,

THE CONSENSUS IS Las Vegas is no place for traffic inside the exhibit hall was dreadfully slow. employee benefit and financial executives

a RIMS meeting And, with the hotel lobby consumed by a casino, Publisher: Alfred Matecki (New York)

Sorry Vegas Sorry RIMS. But the town where there was nowhere for registrants to sit down and Editor: Kathryn J Mcintyre,ARM (Chicago)

risk is business is no town for a meeting of people have a chat with an old friend or new acquain- Manag,ng Editor: James M Burcke (Ch,cago)
in the risk business tance The hotel restaurants, which afforded the Assistant Managing Editor. Dave Lenckus (Chicago)

We grant that certain Las Vegas accommodations only place to sit and conduct some business, rushed Graphics Editor: Holly E Seguine (Chicago)

were excellent The exhibit hall and meeting rooms people out of their seats so the next hungry crowd CHICAGO: Stacy Adler (Assistant Copy Editor)

were comfortably large And, Las Vegas is one of could be fed And, as registrants understandably Karen Brown (Assistant to the Editor)

the few towns with enough hotel rooms to accom- scattered in the evenings to all the shows around
Linda J Collins (Agent/Broker Editor)

Donna D,Blase (Associate Editor)
modate the growing Risk & Insurance Management town, most hospitality suites-where people tradi- Meg Fletcher,ARM (Associate Editor)

Society annual conference tionally meet and greet-were nearly empty Karen Huelsman (Copy Ed,tod

The sessions, generally, were up to RIMS' high Another strong complaint The inappropriate Marilou Jones (D,rectoty Editor)

standards and the large turnout at most seminars ambiance for a business meeting Never mind the Amy Palmer (Graphic Artist)

proved risk managers were taking this meeting as decor. The worst part was being forced to walk
Roger Schillerstrom (Ed,tonal Cartoon,st)
Stephen TaritoM (Assoc,ate Ed,tor)

seriously as any other year Indeed, this year's through the casino at 8am to reach the meeting Paul Winston (Assistant Copy Editor)

RIMS registration broke all records rooms, barraged by the cranking, clanking and Joanne Woicik (Copy Ed,tor)

However, Las Vegas as a RIMS host town can't buzzing of slot machines DALLAS· Michael Bradford (Associate Editor)

deliver an important feature of every RIMS meet- The best news from the RIMS meeting in Las LONDON Stacy Shapiro (International Editor)

ing ample opportunity for registrants to mingle Vegas. Gaming costs we heard of were within the Carolyn Aldred (Associate Editor)

Whether it was the location of the exhibit hall, realm of reason and affordability-which is more LOS ANGELES: Robert A Finlayson (Bureau Chief)

the gaming tables or the sunny weather outside, than can be said for many insurance premiums Steve Taravella (Assoctate Editor)

NEW YORK: Douglas McLeod (Bureau Chief)

letters Judy Greenwald (Associate Editor)
Avra Wing (/nsurer Top,cs Associate Ed/toO

Pools can help solve public entities' problems
WASHINGTON: Jerry Geisel (Wash,ngton Ed,tor)

Deborah Shalowitz (Associate Editor)

Corporate: H L Stevenson (Corporate Editor)
To the editor We are very concerned management services The objectives of tors, accountants and actuaries to de-

that your editorial "In the Public Inter- these pools are the same as the captives velop these guidehnes This group is re- Advertising Director: Donald A Walsh (New York)

est" (BI, Feb 23) may have left readers and risk retention groups that you sup- presented on the insurance task force Midwest Sales Manager: Robert L Niesse (Ch,cago)
with an erroneous perception about pub- ported in your editorial, "The Impact of formed by the Governmental Accounting
lic entity pools and their abilities to pro- Alternatives" (BI, March 2) to replace Standards Board, which is preparing ac- CHICAGO: Deborah D Neale (District Manager)

vide coverages and services industry uncertainty and roller-coaster counting standards for public pools, their Margaret Hikido (D/stnct Manager/

Since the inception of the first muniel- pricing with long-term stability members and other individually self-in- Classified Sales)

pal insurance pool in 1974, no public en- Public pools are by definition designed sured public entities Elmer Kerstowske (Production Manager)
tity pool has failed or stopped writing to be controlled by and responsive to the PRIMA and its Pooling Section share
business Today, more than 200 public needs of their members, with savings your concern about protecting the public LOS ANGELES: Michael J Sharpe (D,stnct Manager)

entity pools prove a viable alternative to rather than profit as their mission Pool treasury We, too, believe that pooling ar- NEW YORK: Charles A Horvath (District Manager)

the unpredictable and unreliable com- managers have recognized the need for rangements should be fully disclosed to Jack Forrest (D/stnct Manager)
mercial insurance market by offering strong management standards and ac- each participant That is why we are edu- Martin J Ross (Distnct Manager)
their members needed coverages and risk countability to their members When the eating trustees through seminars, prepar- Courtney Bauer (Distnct Manager)

Pooling Section of the Public Risk & In- ing standards and guidelines for pool op-

Assigned risk pools surance Management Assn was formed erations and keeping pool administrators Director of Communications. Ronnie I Drachman

in 1983, it immediately developed guide- current on public pooling developments

overstepping bounds
(New York)

lines for pool administration dealing with Public pools are solving the insurance
Corporate Marketing Manager: Alice S,eloff (Detro,0

structure, insurance, member relations, problems of their members and they are
To the editor Over the past year, a use of contracted services and finance implementing safeguards to protect the EDITORIAL: Chicago 312-649-5398

strange phenomenon has taken place Recent deterioration of the reinsurance public trust Dallas 214-363-1066

Various state assigned-risk programs market and the growing number of new Mark Ferraro
London 01-404-4228

have become more competitive than the pools, often formed when literally no President
Los Angeles 213-651-3710

voluntary market for truckers automobile other coverage was available, have in- Public Risk & Insurance

liability insurance creased efforts to set standard financial Management Assn
New York' 212-210-0100

Washington 202-662-7200The assigned-risk markets in such accounting and reporting procedures,
states as Alabama, Illinois, New York, and to establish a common data base for Elizabeth D. Puddington ADVERTISING: New York 212-210-0133

Michigan and Kentucky, to name a few, public entity loss experience Last Octo- President
Chicago 312-649-5276

have been destroying the credibility of ber, PRIMA's Pooling Section voted to PRIMA Intergovernmental Los Angeles 213-651-3710
the voluntary market over the past year establish a task force of pool administra- Pooling Section

by presenting quotations that are nearly COMMUNICATIONS: New York 212-210-0132

half the price Call us old-fashioned, but Rules shouldn't hamper pool formation CIRCULATION: Detroit 313-446-1611

we always looked upon the assigned-risk
pools as the very last option and the most To the editor I am writing in response tions can be measured We are also

Published by Crain Communications Inc, Chicago

costly
G D CRAIN JR

to your editorial "In the Public Interest" pleased to have worked with them in or- Founder (1885-1973)

Insurance companies that are licensed (BI, Feb 23) and your story -Godsend or ganizing NLC Mutual Insurance Co to MRS G D CRAIN

in these various states that have to par- Gamble?" (BI, Feb 16) meet their needs for excess insurance or Chairman

ticipate in the assigned-risk plans should The National League of Cities works reinsuran ce KEITH E. CRAIN

be policing this travesty becalise it is closely with the 27 state municipal We applaud BI's position that regula- Vice chairman

their monies that will be lost because of leagues that now operate intergovern- tions should not hamper pool formation S R BERNSTEIN

this inept underwriting The situation is mental self-insurance pooling programs and operations Pools have proven to be a
Chairman-executive committee

so far out of hand that agencies are ac- for their member municipalities, pools cost-effective device for cities and towns
RANCE CRAIN

President

tively soliciting Ohio trucking companies that are professionally managed and fully to meet their own risk funding needs MARY KAY CRAIN

using out-of-state assigned risk plans accountable as instruments of the local We trust that BI readers will avoid Treasurer

This is easily done by putting the location governments who organize and control overreact.on or too much generalization MERRILEE P CRAIN

of a terminal in that assigned-risk state them These pools have since 1982 volun- about intergovernmental pools based Secretary

as the home headquarters on the applica- tarily participated in a special NLC pro- upon your analysis of a single pool that is WILLIAM A MORROW

tion As dumb as it sounds, it is currently gram for exchanging information and ex- not part of the state municipal league Senior Vp-operations

being done and in great numbers perience, solving common problems and group of pools The league-operated Published weekly at 740 Rush St, Chicago, 111 60611, Telex 6871241,
Cable CRAINCOM Offices 220 E 42nd St, New York, NY 10017, Telex
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Facilities affect commercial market: Broker
By KATHRYN J. McINTYRE

LAS VEGAS, Nev.-The emer-

gence of alternative excess liability
insurance facilities has spurred a
rapid turnaround in the commer-
cial insurance marketplace for
specialized ca:astrophic coverages,
a managing director of Marsh &
McLennan Inc. contends.

"In less than 18 months, we've

emerged from the depths of des-
pair in our attempts to transfer the
catastrophic risks to actually hav-
ing to make a choice in many cases

between two, maybe three, alterna-
tives," says Peter F. Garvey, based
in M&M's San Francisco office.

"Without the A.C.E.s, the Tor-

tugas and the X.L.s and the like;
while well-intentioned, I don't

think the big stock companies

would have been inclined to com-

pete as quickly as they did," he
said.

Mr. Garvey spoke at a seminar,
"Alternative

Large Liability
Market Update,"
during the 25th
annual Risk &

Insurance Man-

conference ear-

lier this month.

Representa-
- tives of X.L. In-

Mr. Garvey surance Co. Ltd.,
Tortuga Casualty

Co. Ltd. and the American Excess

Insurance Assn. updated the status
of their facilities, while Mr. Garvey
also gave a· brief report on A.C.E.
Insurance Co. Ltd.

Duncanson & Holt.

While acknowledging the impact
these alternative facilities have had

on the commercial insurance mar-

ketplace, Mr. Garvey also predicted
the number of new alternative faci-

lities that will succeed is "going to
dwindle as the conventional market

becomes more and more willing to
address the needs they didn't think
were worth addressing in the last
few years."

"The real challenge is whether or
not these facilities can satisfy their

policyholders when other attractive
and more cost-effective alternatives

become available," he said.
Facilities that will succeed, ac-

cording to Mr. Garvey, are those
that have a more than adequate
amount of capital up front; charge
reasonable premiums up front in
addition to requiring substantial

Didn't they win the
LeMans back in the Twenties?

04/
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capital commitments; do not com-
pete with the major U.S. insurers
but complement the existing con-
ventional market; deal within the

conventional distribution system;
specialize in a particular line; and
get a good spread of risk.

At the end of February, A.C.E.
had capital and surplus of about
$730 million and 280 policyhold-
ers, of which 240 are shareholders,

Mr. Garvey noted. It started issu-
ing policies in November 1985.

A.C.E., which is incorporated in
the Cayman Islands but operates
from Bermuda, no longer issues
shares, andinstead charges are-

serve premium equal to first year's
premium. The reserve premium is
earned back by the policyholder in
future years.

A.C.E. expects to write $250 mil-

G

Unless you're in insurance, you might not know that Duncanson & Holt, Inc. has a very special
track record. We were America's first accident and health reinsurance pool. And this year, as we
celebrate our Twentieth Anniversary, we're still way out in front.

We stay that way because of our ability todevise innovative, forward looking products. Right
now, we manage four pools with 45 member companies, performing all underwriting, market-
ing, administration and support systems on their behalf. Our current earned premium is in
excess of $150 million and our per occurrence capacity is $50.0 million.

If you want to increase your leverage by revving up your capabilities, call our
offices in Atlanta, Chicago, Dallas, New York, Philadelphia or San Francisco. We
can help bring you up to speed. DUNCANSON & HOLI, INC. 0-.I®

lion in premium in the fiscal year

ending this fall.
A.C.E. offers limits under its

claims-first-made excess policy
form of $20 million to $140 million,

purchased in $20 million increments
excess of $100 million.

Directors and officers liability in-
surance is available to excess lia-

bility insurance policyholders in
limits of $10 million to $50 million
in increments of $5 million excess
of a minimum of $25 million. How-
ever, D&0 limits cannot exceed

what has been purchased in the
commercial market or more than

50% of the excess liability limits
purchased from A.C.E.

"A.C.E. is writing the biggest and
toughest risks
in America and

will go on to be
a stable facil-

ity," Mr. Gar-
vey said."There is really no incentive for 
anyone else to
compete."

Three other alternative facilities

represented at the seminar provide
capacity below $100 million.

X.L., which offers limits of $75

million excess of a $25 million layer,
began May 1, 1986, with 68 sponsors

contributing $5
million to $10

million in capi-

O'Hara, presi-
tal, said Brian M.

2 1 dent and chief

operating officer.
Beginning July

1, X.L. was

opened to others
companies that

Mr. O'Hara purchased stock
equal to 100% or

200% of their premium, depending
on the policyholder's risks.

In October, the sale of stock was

halted; new policyholders are re-
quired to pay 100% of their pre-
mium as a reserve premium, 20% of
which is earned back each year at
renewal.

X.L.'s policy is a claims-made
policy with "a rather unique at-
tempt to do something that has not

been done too successfully in the
past: Define what is one occur-
rence," Mr. O'Hara said.

However, the occurrence will be
defined after the fact, via a settle-

ment with the policyholder or by
arbitration.

"If you have a similar type of re-
peated, continuous exposure, that
could be one occurrence-but only
to the extent that it is fundamen-

tally different in nature, or vastly
greater in order of magnitude," Mr.
O'Hara said.

"This is an ongoing, continuous
policy for losses stemming from all
similar claims," he continued. "On

many of these risks, the number of
product liability claims would even-
tually exceed $25 million if you just
counted them all. But each year, the
corporation has to pay as a normal
cost of business the losses that are

expected." This might be based on a
failure rate for a product every year
or on a historical trend or track rec-

ord that shows it is expected or in-
tended that losses will occur

X.L. excludes from coverage any-
thing covered by a prior occurrence
policy; errors and omissions for
property damage, except for archi-
tectural and engineering risks; as-
bestos; tobacco; aircraft; and wa-
tercraft.

If the policy is not renewed, the
discovery period can be renewed
annually without limit.

An excess liability insurance poli-
cyholder also can purchase D&0
coverage as an endorsement.

X.L. also is offering professional
liability insurance to lawyers, in-
surance companies and insurance

Continued on page 12
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66Behind every casualty
adjuster in the field,
stands GAB's nationwide

network of casualty
specialists."

A Member of the SGS Group
(Sociata Gantrale de Surveillance)

He gave them to GAB
and he's glad he did
Ed knows that no matter how complex the claim, GAB has the casual-
ty expertise needed to bring that claim to a swift and equitable con-
clusion. GAB's casualty capability is especially strong at the field
level, where it counts most. Here, front line experience further
enhances the judgment and in-depth skills GAB adjusters acquire
through a program of practical, on-going education. Add to this the
specialized talents of Casualty General Adjusters, backed by a net-
work of Regional Casualty Supervisors, Territorial and National
Auto/Casualty Managers, providing back-up resources at every level
nationwide. The result? GAB's organizational structure is geared to
adjust even the most complex and toughest of casualty claims. And
we have been doing it for more years than we can remember.
Prove it to yourself. For fast, thorough, cost-effective resolution of
your casualty claims, why not take a closer look at GAB? Bring your
casualty claims to the nation's leading"Property" company. Bring
them to GAB, THE FULL-SERVICE COMAMY. Like Ed Wilson, you'll
be glad you did. Why wait? Call Al Peters, Vice President, Marketing
and Sales, at 201-993-3400.

Take a closer look at GAB
**It Just Makes Sense"
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Facilities
Continued from page 10
brokers, with limits of $25 million
excess of $25 million or $50 million

excess of $50 million. No prior acts
coverage is available, but punitive
damages will be covered.

X.L. is based in Barbados, whose

tax treaty with the United States
exempts premiums from the 4%
federal excise tax on direct premi-
ums paid to foreign insurers.

As of Jan. 31, 1987, X.L.'s assets
totaled $902.4 million and net

worth about $600 million. X.L. has
260 policyholders, generating
about $260 million in premiums.

Mr. O'Hara noted that originally
XI+ was to participate in the
American Excess Insurance Assn.,

but disagreements arose over how
to proceed. "It has added more ca-
pacity to the marketplace than
would have been, and I think com-
petition is healthy," Mr. O'Hara
said.

The underwriting members of
American Excess, which began is-
suing quotes July 10, 1986, are:
The Aetna Casualty & Surety Co.;
Insurance Co. of North America, a
CIGNA unit; The Travelers Indem-
nity Co.; Federal Insurance Co., a
unit of Chubb

Group of Insur-
ance Cos.;
United States '

Fire Insurance 2 4?l

Co., a unit of %j * »fi
Crum & Forster

Insurance Cos.· : 4

Zurich Insurance t".Cli).C
ral- 'A

Co., U.S. Branch; 'mr<iiAThe Home Insur-

ance Co.; Gen- Mr. Greene

eral Accident In-

surance Co. of America; and North

American Co. for Property & Ca-
sualty Insurance.

American Excess is an unincor-

porated, non-profit association with
no assets, noted Clinton N. Greene,
president of Farmington Manage-

While many insurers continue to limit
or withdraw medical coverages, the Medical
Professional Division ofAmerican Home/
National Union, member companies of
American International Group, is expanding
its robust commitment to the healthcare

industry.

AN ENTIRE DIVISION DEVOTED

TO MEDICAL INSURANCE

MPD is dedicated solely to serving
the insurance needs of the healthcare indus-

try such as hospitals, HMO's, ambulatory
care centers, extended care facilities and
rehabilitation centers with a complete range
of primary and excess coverages. We can
develop innovative, comprehensive packages
specifically tailored to meet the changing
needs of individual facilities.

Our separate dedicated claims and risk

ment, which manages American Ex-
cess. Each of the members, which is
rated A or A-plus by A.M. Best Co.,
is liable for its share of a policy is-
sued.

Farmington Management, in East
Hartford, Conn., has written about

135 policies generating premiums of
$120 million, Mr. Greene said.
About 45% of the business written is

for the Fortune 1,000 companies.
American Excess uses a reported

occurrence form, which means the

policyholder reports a claim when
it appears the loss will penetrate
the policy. The policyholder has 10
years from the end of policy period
during which the occurrence was
reported to submit claims.

The retroactive date generally is
the effective date of the first asso-

ciation policy, although an earlier
date can be individually negotiated,
Mr. Greene said.

An extended reporting period of
up to five years can be purchased

for a predetermined price.

Classes that American Excess will

not insure are airlines or aircraft

product manufacturers. railroads,
watercraft transportation for hire,
wrap-ups and association business.
And, American Excess writes cer-

tain classes only excess of $50 mil-
lion: pharmaceuticals, chemicals,
offshore drilling, refineries, auto-
mobile manufacturers and light
railroads.

Tortuga Casualty Co., which was
organized Jan. 1, 1986, in the Cay-
man Islands, currently has capac-
ity of $50 million excess of $25 mil-
lion, according to William Torpey,
vp of American Risk Management
Inc., a member of The Reiss Orga-
nization.

Currently members are all Reiss
clients, but the Tortuga board in
May will establish the criteria for
accepting participants whose cap-
tives are not managed by Reiss.

Tortuga expects to have 35 to 40
participants in 1987, compared with
28 now, he said.

consulting units specialize in medical cov-
erages for the accounts MPD handles.

THE DEPTH OF OUR RESOURCES

MPD can draw on the skills of the other

companies in AIG, one ofthe World's largest
and most diverse insurance organizations.
And with all ofour domestic property/casu-
alty companies rated A+ by Best, you can be
assured ofour financial fitness.

To find out more about our commitment

to the good health of healthcare risk manage-
ment, ask your agent or broker to contact
us or write to: Medical Professional Division,
American International Group, Dept. A,
70 Pine St., New York, NY 10270.

Am AMERICAN INTERNATIONAL GROUP

OF INSURANCE COMPNIES
Our Policies Are Your Bet Insurance.

For fiscal 1986, ending Oct. 31, 1
Tortuga wrote $20 million in pre-
miums, had $43 million in assets

and net earnings of $1.2 million. 1

In 1987, Tortuga expects written 
premium to total $30 million. 1

The Reiss client captives forming t
Tortuga had more than $750 mil-
lion in aggregate surplus.

Currently, Tortuga reinsures f
about 50% of its limits with its

shareholders' captives and about
25% with commercial reinsurers.

Tortuga incorporates a "rather
unusual assess-

ment mecha-

nism" that was
-L

designed to pay

in each and every -*3 4.-
loss so that high-
risk participants
pay more than i **>'
low-risk partici- 1> '3*
pants. "This cre-

ates risk equal-
ization. It's not a Mr. Torpey
last resort in the

worst-case situation," Mr. Torpey
stressed.

Participants are all shareholders,
policyholders and reinsurers. Each s

participant pays a premium plus a I
security deposit of twice the an- j
nual premium to secure the assess- {
ment for each and every loss. Each 
captive dedicates a minimum of $3 1
million of its surplus to support the
reinsurance treaty.

"The company was designed not
to be reliant on the commercial re-

insurance marketplace," although
the group was "pleasantly sun-
prised" in January 1986 when it ,
started with 20% of its support from
commercial reinsurers.

Tortuga has two $25 million trea-
ties: one is $25 million excess of a
minimum of $25 million, and can be I
used to fill gaps in blocks of $5 mil-
lion; the other treaty is $25 million
excess of a mmimum of $50 million.

Participants can use the total $50
million or as little as $5 million.

Coverage is on a claims-made

basis, which Mr. Torpey said, is
"significantly broader than the
market generally in several areas,"

including coverage for sudden and
acci' tal pollution as long as the
eve.. is specific in time, place and
cause and provable by the policy-
holder.

Coverage also is provided for the
exhaustion of aggregate limits for
product liability.

Excluded from coverage under
Tortuga's policy are asbestos, lia-
bility under the Employee Retire-
ment Income Security Act, direc-
tors and officers liability and
professional liability.

Coverage is available with a ret-
roactive date of Jan. 1, 1986.

Mr. 0'Hara, Mr. Greene and Mr.
Torpey all said that their companies
are committed to a consistent un-

derwriting position in the face of a
more competitive insurance market.

"The founders of this company
want continuity and stability and
not to chase after market share,"
said Mr. O'Hara. "The underwriting
philosophy and pricing will be die-
tated by the experience of the
group, segregated by classes of ex-
posure. Any changes will be gradual
and be based on the facts of the sit-

uation and not what other com-

panies are doing in the market-
place."

"We will have to be somewhat

with the market, but we don't want

to fragment the excess market so
that three or five years from now
the whole thing falls apart," said
Mr. Greene. "We want to maintain'

a consistent underwriting position
so we are in the market on a long-
term basis."

"You'd probably be very sur-
prised if I said we're going to com-
pete on price," Mr. Torpey said.
"Obviously we are talking about
stability and long-term relation-
ships."

The session was moderated by Ju-
dith Tornese, director-risk manage-
ment of Transamerica Corp. in San
Francisco. I
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 ver have the feeling, when you're talkingwith your reinsurer, that he's got a heart
of stone?

North American Re knows how small and
medium sized insurers feel.

We've been working with insurance
companies for 77 years, providing a full range
of reinsurance services.

And wdre proud of our reputation for

'*'I r

being the one large reinsurer who really does
care about your particular problems.

Wdve gotthe capacity, flexibility and
underwriting skills to handle virtually all your
reinsurance problems.

So the next time you're looking for a
reinsurer, call us.

You'll get ourclosest attention, instead of
a cold and stony stare.

NORTH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8000

NOETH AME12ICAN

.

;'?':

'44* : f. .

We Take Your Risk
Out Of Reinsurance.
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Risk managers
Continued from page 3
even though they organized their
company's risk management pro-
gram, they may not be able to rely

completely on the employers' fi-
nancial strength or its insurance.

"In organizing it for the com-
pany, were you also looking out for
the interests of yourself and your
fellow officers, who may face lia-
bility in these days when creative

plaintiffs' attorneys try to find all
the solvent defendants that they
can?" Dr. Head asked.

Risk managers should consider
buying insurance to protect them-
selves against suits by third par-
ties, not just against suits by the
company or its shareholders, he
advised.

"When we come to third-party
claims (from those) who were
killed or became disabled because

of some flaw in the risk manage-
ment program, there I become con-
cerned because I think it is only
a matter of time until someone sues

a risk manager as an individual
defendant, along with corporate
defendants," he said.

Dr. Head recommends risk man-

agers seek a personal lines um-
brella liability policy for them-
selves without the traditional

"professional pursuits" exclusion.
Insurers issue such policies, though
not commonly, he said.

One risk manager in the audi-

ence suggested forming a pool or a
captive to provide risk manage-
ment professionals with personal

liability coverage.
"If a doctor can get malpractice

coverage for his role as a full-time
employee, there's room for others
to get it as well," Dr. Head agreed.

Broker Fred S. James & Co. Inc.

in New York marketed an E&0

policy specifically for risk man-

agers several years ago. The broker
sold a few policies, but the cover-
age never took off and was even-
tually discontinued.

But, Dr. Head was quick to point
out: "If we're practicing risk man-

agement as we should be, we ought
to be looking at some other alter-

natives before we automatically go
out and seek insurance."

Risk managers can take certain

steps to lessen their personal lia-
bility exposure. One is, "Simply do

your job right,- Dr. Head advised.
"Make it awfully difficult for a
plaintiff's attorney to show you did
a poor job."

This task encompasses encourag-
ing others to perform their jobs
properly and to document what
they've done, he noted.

Secondly, he suggested that risk
managers pay careful attention to
the financial strength and manage-
ment skills of their company.

"If you see the company becom-
ing financially weak or poorly
managed, you have an obligation
to yourselves and your family to
take some action to call attention

to this and to perhaps suggest that
the company may begin to lose its
key officers if the insurance pro-
tection is not there to protect them
against personal liability."

"Point out to your management

that the organization has an inter-
est in providing liability protection
for its employees, including your-
selves, whose professional conduct
may expose them to personal lia-
bility," Dr. Head suggested.

"I'm not saying leave your orga-
nization or quit, except as an ulti-
mate last step," he said. "Even
quitting might not protect you
from claims ultimately brought on
a claims-made basis."

Two officials with broker Frank

B. Hall & Co. Inc. offered insight
into ways risk managers could
minimize their personal liability
exposure.

William N. Weld, a vp in Briar-
cliff Manor, N.Y., highlighted sev-
eral points in the risk management
process that could, if not handled
properly, expose risk managers to

errors or omissions in their jobs.

Drawing on their own experience,
risk managers present then ex-
panded on how to properly per-
form these duties.

Four of these areas are:

• Identifying the risk ade-
quately. This process includes de-
veloping an official policy that no
company acquisitions take place
without the risk manager's knowl-
edge; reviewing board minutes and
financial statements; making it
easy for other departments to keep
the risk manager informed of new
developments by providing them
with short memo forms; reviewing
contracts; and speaking regularly
with corporate counsel.

• Analyzing business interrup-
tion loss potentials properly. This
process includes tying business in-
terruption values to company prof-
itability projections; walking

through the business interruption
claims process with the compar_y's
controller; seeking help from in-

4

surers in assessing the value of new
products; and verifying informa-
tion heard about a company loss
with reliable sources.

• Properly exploring risk man-
agement alternatives Risk manag-

ers can read the trade press; take
advantage of continuing education
programs; talk with risk manage-
ment colleagues at other busin-
esses; and visit with vendors at
conference exhibit halls.

• Selecting the best vendor. Of
particular importance is compar-
ing products or services by per-
forming a simple cost analysis and
by involving top management in
the decision. The risk manager
should consider documenting

upper management's role in the se-
lection process.

After these steps, regular moni-
toring is necessary. "This is the
risk manager's job. It's the broker's
job to assist you; he Dr she cannot
do it for you," Mr. Weld said.

"If risk managers do (these steps)

right, the chances are that there
won't be an error or omission, or

those that do pop up will be relati-
vely minor," he said.

Documenzation-keeping a writ-
ten record of business conversa-

tions, actiors taken and decisions

made-is kEy to minimizing per-
sonal liability, another panel mem-
ber noted.

"If you're not documenting, I'll
tell you right now, you're not dis-
ciplined. And, if you're not disci-
plined, you're not doing this job
well. It's as simple as that," said
Edward P. Hollingsworth, another
Hall vp based in Briarcliff Manor.

"If you want to analyze your own
performance, simply go back and
look at your files, and if you can't
find telephone records where you
have taken notes, then you're not

very well disciplined and there's
probably some errors in your pro-
gram," he added.

One risk manager suggested that
the specter of personal liability

may force members of her pro-
fession to choose between two

management styles: Opening them-
selves up to greater personal liabil-
ity by performing risk management
functions in a variety of areas, or
limiting the likelihood of personal
lawsuits by viewing their job as
one of insurance-buying only.

"We may in fact kill the pro-
fession if we don't get smart," said
the risk manager.

But even if risk managers per-
ceive only a remote possibility of
being held liable, they are nonethe-
less concerned as evidenced by the
reaction of the audience.

Another risk manager, citing the
potential exposure in creating
safety manuals or in insuring huge
risks with nominal supervision,
said, "Sometimes I feel wide open
for the possibility (of a lawsuit)."

The session was moderated by
Coleen A. Koester-Walsh, risk

manager at Ingersoll-Rand Co. in
Woodcliff Lake, New Jersey. I
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dug *ound skyscrapers to build the MTA. thing more complex
than building a rapid transit project is insuring it -

To provide workers' comp and liability coverage for
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Professional liability suits expected to grow
By DEBORAH SHALOWITZ

LAS VEGAS, Nev.-The number

of lawsuits against professionals
will continue to grow in the future,
but risk managers can mitigate this
liability through proper risk man-
agement, experts say.

"The future promises to hold"
more professional liability suits,
largely because "when you deal
with professional services, invari-
ably people have different expec-
tations of what the result is to be,"
said James B. Wallace Jr., a vp of
Johnson & Higgins in New York.

The problem is heightened be-
cause insurance for some profes-
sionals "has disappeared," or its
cost exceeds the risk to be insured,
he added.

Mr. Wallace agreed with other

aeas

'The future promises to hold' more professional
liability suits, largely because'when you deal with

professional services, invariably people have
different expectations of what the result is to be,'
says James Wallace, a vp of Johnson & Higgins.

participants in a panel discussion
on "Managing Professional Liabil-
ity Claims," held during the 25th
annual Risk & Insurance Manage-
ment Society conference earlier
this month, that risk managers can
take certain steps to help profes-
sionals cope with their increasing
liabilities.

The first thing a risk manager
must do is identify to what kinds of

risks professionals in the organiza-
tion are subject, the panelists said.

To do this, risk managers must
know who they are serving and
what the activities of those people
are, said John J. Herguth Jr., man-
ager of risk management for Foster
Wheeler Corp., an engineering and
construction company based in Li-
vingston, N.J. "Get into the pits
and participate," he advised.

OfDay-
.f .i:>'S Ie claims costs.

/5 -48\ premiums through reduced

For that kind of flexible

thinking, more rapid transit F
e ou S * construction projects have come to us 6

<d* 37 than to any other insurer in the last B
20 years.

And what a fresh approach does The fint phase
:ofLos Angela26]"334 for rapid transit, it also does for > mammoth rapid

, transit construe-

* agriculture and industry and tien is now

underw®
11 =in services. For big clients and small.

For you. Please call Michael Crall,
- President, 415/326-0900.

Because no matter how varied our clients may
be, we're really always protecting the
same thing:

Profits.

And that's the idea,
isn't it? Argonaut

Next, risk managers should de-
termine what kind of insurance

coverage is available to cover those
risks.

The terminology in insurance
policies varies tremendously, so
read policies with a sharp eye, ad-
vised Mr. Wallace.

Mr. Herguth noted that one thing
to watch for when reading policies
is the definition of professional lia-
bility, because various insurers de-
fine it differently. It is especially
important to note the various ex-
clusions written into the coverage,
warned the panelists.

For example, Mr. Herguth said
professional liability insurance
written to cover the engineers and
architects in his company excludes
coverage for claims arising from
liabilities Foster Wheeler assumed

from other firms. He speculated
that insurers employ this exclusion
because they often do not assess
the risk exposure assumed by the
company from subcontractors or
others.

Joseph F. Johnston Jr., an attor-

ney with the Washington law firm
of Drinker, Biddle & Reath, noted

that insurance policies for corpo-
rate directors and officers nor-

mally include an exclusion for
fraudulent, dishonest or criminal

acts; for liability based on obtain-
ing personal profit or conflict of
interest; and for the violation of
federal securities laws.

Directors and officers are ex-

pected to act with loyalty and hon-
esty for the good of the corporation
and are expected to maintain a
certain standard of behavior, Mr.
Johnston said. The three acts com-

monly excluded from coverage

could be viewed as flagrant viola-
tions of this standard, he ex-

plained.
Mr. Johnston also noted that

D&0 policies only cover wrongful
acts committed while the director

or officer is acting in his official
capacity.

Insurance policies that include
aggregates can lead to conflicts be-
tween risk managers and insurers,
panelists noted.

Mr. Wallace pointed out that risk
managers must clearly establish

guidelines with insurers to deter-
mine under which policies differ-
ent claims fall, or an insurer may
say that an aggregate limit for de-
ductibles has not been reached

while a risk manager says that it
has.

A risk manager also should keep
abreast of both current and poten-
tial claims against professionals or
directors and officers because al-

most all professional liability poli-
cies are written on a claims-made

basis, the panelists noted.
Because of the lag time between

occurrences and the filing of law-
suits, which can be especially
lengthy in professional liability
cases, risk managers with claims-
made policies should make sure
they have extended reporting peri-
ods, advised Mr. Herguth.

Anthony J. Falkowski, assistant

vp of Chubb & Son Inc., a division
of the Chubb Corp. in Warren, N.J.,
commented that his company re-
ceives numerous claims or notifi-

cations of potential claims just be-
fore a claims-made policy is set to
expire.

The panelists agreed that a risk
manager has a difficult task before
him in dealing with professional
and D&0 liability.

But, "don't be fooled by the his-
tory of what your department has
done before you arrived," advised
Mr. Herguth.

He also suggested that risk man-
agers learn from experience, espe-
cially mistakes that were made in
the past. "Most people don't spend
enough time going over bad expe-
riences," he added.

Sometimes it is up to the risk
manager to educate professionals,
directors and officers about what

their liabilities are and what insur-

ance policies do and do not cover.
Mr. Johnston suggested that cor-

porate codes of conduct can help
directors and officers understand

exactly what is expected of them
and what will not be tolerated.

Mr. Herguth stressed that "peo-
ple in the organization have got to
understand who the risk manager
is" and what he does.

Set up an informal organiza-
tional chart or a formal risk man-

agement policy that includes peo-
ple from other departments, he
suggested, noting that at Foster
Wheeler, the legal department

works with the risk management
department on an ongoing basis. I
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Peter Pruitt, president and chief operating officer 01 Frank B. Hall & Co. Inc. (No. 51, above), leads a pack of runners at the start
of the RIMS 5-K run. At right, Bruce -larrison of Conshare Inc. (No. 104) is the first to cross the finish line with a time of 16:39.

RIMS takes Vegas in stride
By MICHAEL BRADFORD

LAS VEGAS, Nev.-Bruce Harrison of Comshare Inc. is
basking in the post-conference glory : -lat follows the flee-
test of all risk managers.

In the city where clocks are all but cutlawed and time is
a concept most visitors leave back hcme, the benefits and
risk manager of the Ann Arbor-based company ticked off
an impressive reading of 16:39 to finish first in The Robert
S. Spencer Memorial Foundation 5-Kikmeter Race.

The event, sponsored by Frank B. Hall & Co. Inc. and
held during the 25th annual Risk & Insurance Management
Society conference, drew around 320 rnnners and raised an
estimated $3,500 for the Spencer scholarship fund.

The top female finisher in the racE was Deb Bailey, a
manager with Gallagher Risk Data Inc., who clocked a
21:49 finish in the service company/exhibitor category.

Other winners in the risk managers category were:
• Bob Walsh of Chicago-based Quaker Oats Co., who

finished in 17:09 to win among men 40 and over.
• Debby Christensen of Science Applications Interna-

tional Corp. in La Jolla, Calif., with:22.56 time that won
her the female-under-40 division.

• Joan Johnston of Allied Sources, who nctched a : 7:15
finish to win in the female-over-40 grip.

In the service company/exhibitor category, the top male
finisher under 40 was Bruce Mace oi David Corp. with a
time of 18:29. Tom Houldsworth oi Adjustco Inc. won
the male-over-40 division with a lE:36 time, and Cathy
Johnson of Conservco was clocked a- 26:21 to take first

among females older than 40 in this division.
Tsungo Endo of Tokio Marine & Fire Insurance Co., run-

ning in the male over-40 division, finisned the race in 18:40
to capture top honors in the insurance company category.

Also in the insurer category, Walter Luker II of Mead Loss
Control Consultants crossed the finish line in 20:27, the

best among men 40 and younger, while Laura Baedes of
Travelers Corp. beat out her competitors in the female-
under-40 group with a time of 22:54.

In the broker/consultant categorh Doug Bennett of Mor-
ris & MacKenzie Ltd. out-strided entrants in the male-

under-40 division with a 18:31 clocking Among males over
40, Rene Gutierrez of Alexander & Alexander Inc. re-
corded a 19:44 finish to win that division, and Sara Sirotz-
lay of Johnson & Higgins was the test of females under 40
in the broker/consultant category with her 23:46 time.

The race was cpen to husbands and wives of conference
registrants, and Jerry Winters was the fastest spouse cn
hand, breezing to a 20:33 finish among males 40 and over
in that category. Charlotte MeDermott outdistanced all fe-
male spouses under 40 with a 26:48 time, and B arbara
Neyens posted a 28:17 finish that was the best among fe-
males above 40 in she category.

In the open category, the Bank of Bermuda ran away
with top honors, with Jeff Conners': 19:30 time first among
men under 40 and colleague Barry Shailer crossing the line
in 22:52, tops among the men's over-40 division.

The race also was open to corporate teams of three to five
runners, and awards were given to =he winning teams.

Alexander & Alexander Services Inc. finished with the

best time overall and in the brokers/consultan:s eate-

gory. J.H. Minet Canada Inc. was second in the brokers/
consultants categcry.

Blue Cross & Blue Shield Assn. finished first among in-
surance company teams, and American International
Group Inc. was second in that category.

A team from Business Insurance topped the corporations
category, followed by Risk Sciences Group Inc.

In the service companies/exhibitors category, David
Corp. was first and Gallagher Risk Data was second.

A "special contributors award" was given to American
International Group Inc. for entering the most teams.

A yum//
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At left (from left), Business /nsurance advertising sales rep-
resentatives Martin J. Ross, Robert L. Niesse and Michael J.
Sharpe relax after winning the team title in the corporations
category. Mr. Sharpe finished 16th overall. Above, Simon
Templeman, vp of marketing with Bermuda-based Freisen-
bruch-Meyer International Ltd., sprints to an eighth-place
overall finish.
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Buyers must check insurer solvency: Panel '
By KATHRYN J. McINTYRE

LAS VEGAS, Nev.-Risk man-

agers who find their insurance
companies have gone broke are to
blame-not insurance brokers or

insurance regulators.

That is the opinion of several
panelists who discussed "U.S. and
Foreign Insurer Solvency: Not
Worth the Paper It's Written On?"
during the 25th annual Risk & In-
surance Management Society con-
ference held earlier this month in

Las Vegas.
"The broker is not a guarantor of

insurance," said Thomas E. Vanne-

man, financial manager of Alex-
ander & Alexander Services Inc. in

Baltimore. "It is

the responsibil-
ity of risk man-
agers to under-

'44- stand the

fi 4 financial sound-
ness of their in-

surance car-

 mers."
"Anyone who

has poor secu-

Mr. Vanneman rity, it is his
fault,'' con-

tended John Gardner, managing
director of Insurance Solvency In-
ternational Ltd. in London, which
analyzes the financial security of in-
surance and reinsurance companies.

"No one need buy insurance or re-
insurance from a company that is
going to go down the tubes," he
said.

"Do you know the security of all
the companies insuring you?" Mr.
Gardner asked. "If you don't, I sug-
gest you redouble your efforts to
have a look at them."

Richard J. Roth Jr., assistant in-

surance commissioner for the state

of California, warned: "If you see
you can purchase
insurance at a

very unreason-

ably low rate, it
A

probably is a
company that

won't be around , i
much longer."
And, S. David /

Childers, direc-
tor of insurance d
for Arizona, ad- Mr. Roth

vised: "We have

virtually no regulatory authority
over the reinsurance marketplace or
the excess/surplus marketplace-
two of the biggest contributors to
the price and availability problems
we have experienced over the last
2/2 years."

Mr. Vanneman and Mr. Gardner

offered advice to risk managers for
analyzing the financial stability of
insurance companies while Mr. Roth
commented on the insolvency of
Mission Insurance Co.

Mr. Childers and panelist Phillip
Schwartz, vp-financial reporting
and associate general counsel of the
American Insurance Assn., dis-

cussed state insurance regulation
for solvency of U.S. insurers (see
story, page 20).

Since 1982, 97 companies have
been liquidated, put into conserva-
torship or been issued cease and
desist orders, the panelists pointed
Out.

Mr. Vanneman suggested that risk
managers assess the financial sta-
bility of their insurers, using finan-
cial and non-financial analysis.

Basic financial analysis involves
assessing an insurance company's
data over the last three years, he
said. The data that should be ana-

lyzed includes:
• Ratings from A.M. Best Co.
But, risk managers should not

rely solely on an insurance com-
pany's rating, he said.

• The number of ratios outside

the norms established by the Insur-
ance Regulatory Information Sys-
tem as operated by the National

Assn. of Insurance Commissioners.

These results are not available

from the NAIC, but many brokers
conduct the tests themselves based

on publicly available data.
Whether the number of ratios

failed is increasing or decreasing is
important, but in any event, these
ratios are only "an indication" that
the insurer's financial status

should be further considered, Mr.
Vanneman stressed.

• Policyholder surplus.
The change from year to year in

policyholder surplus and to what
extent earnings or capital contri-
butions have boosted surplus
should be considered. Capital con-
tributions could have been made to

pass the IRIS test.
In addition, the average of poli-

cyholder surplus from the most re-

cent two year-end reports should
be used for determining certain
ratios, Mr. Vanneman advised.

These ratios, and the industry av-
erage for each of them in 1985, are:
gross premiums written to policy-
holder surplus (4.1-to-1), net pre-
miums written to policyholder sur-
plus (2.4-to-1), loss and loss
adjustment expense to policy-
holder surplus (2.5-to-1) and rein-
surance recoverables to policy-
holder surplus (0.6-to-1).

If, for example, the ratio of loss
and loss adjustment expenses to
policyholder surplus were 4-to-1,
that would indicate that loss and

loss adjustment expenses were four
times the amount of policyholder
surplus, Mr. Vanneman explained.

"If the company were underre-
served by 25%, that would indicate

that it would take the entire poli-
cyholder surplus of the company to
bring the reserves up to the re-
quired level."

In addition, the higher the ratio
of reinsurance recoverables to pol-
icyholder surplus, "the more con-
cerned you should be with the
quality of the reinsurers," Mr.
Vanneman said.

Reserve development, cash flow
from operations and the combined
ratio also are important statistics
to analyze, Mr. Vanneman said.

"This is not an exhaustive list,"
he cautioned.

And, he advised that when com-

paring an insurer's results to in-
dustry statistics, "a carrier that
specializes in one line of business
can have very different ratios from
a carrier specializing in another

line of business."

Non-financial considerations

that should be analyzed when as- 1
sessing an insurer's financial i
strength are just as important as j
financial considerations, Mr. Van-
neman suggested. These include: f

• The number of years the in- surer has been in business.

• The type of business written
and how long it takes for claims to
develop, known as the tail.

• The number of years of expe-
rience the insurer has in the busi-

ness it is writing. '
• The turnover among senior

management and where new man-
agement has come from and their
experience in the business being
written.

• The quality of reinsurers.
Continued on nert page
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Continued from previous page
• Whether letters of credit have

been secured from unauthorized
reinsurers for incurred-but-not-re-
ported losses.

• The quality of investment
portfolio.

"Do not hesitate to ask your bro-
ker for answers to these questions.
If the broker can't answer these
questions, I probably would get
another broker," Mr. Vanneman
said.

"A broker should have a process
and minimum guidelines" that the
risk manager can request to deter-
mine if the insurer meets these
guidelines, he said.

Mr. Gardner of Insurance Sol-
vency International suggested that
risk managers can spot insurers
heading for financial trouble if
they watch for insurers that are
operating under bad management
and writing too much unprofitable
business for too long in relation to
the capital involved.

These problems often are com-
pounded by bad reinsurance and
underreserving for losses.

The "absolute killer is the share-
holder who will not put up more
capital," Mr. Gardner said.

To avoid doing business with a
financially shaky company, clients
should set their own standards
governing such issues as country of
domicile, minimum financial stan-
dards and performance, Mr.
Gardner suggested.

Mr. Gardner likened buying in-
surance from a company with
"poor security" to contracting as-
bestosis. "When you catch it, you
don't know you've caught it. When
you've bought poor security, you
don't know you've caught it. As-
bestosis takes a long time to
emerge, while poor security can
take a long time to emerge."

But, Mr. Gardner said, a person
who contracted asbestosis is not
responsible, unlike someone who
buys insurance from a financially

weak insurer.

Mr. Roth of the California De-
partment of Insurance commented
that Mission Insurance Co., which
is in liquidation in California, is
the largest single insolvency in the
history of the property/casualty in-
surance industry.

"The final loss to the insurance
industry will be hundreds of mil-
lions of dollars," Mr. Roth said. He
added later that the most recent
figures of the insolvency at Mission
and its four subsidiary insurers-
$520 million-are outdated and
that the insolvency will prove to be
larger.

"The reason it took the Depart-
ment of Insurance so long to dis-
cover the extent of the problem
was the volume of business in-
creased so significantly in 1982, '83
and '84, and the percent retained
by Mission in the beginning was
very low and then it suddenly in-
creased to 100%," Mr. Roth said.

Mission was one of the state's
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leading writers of workers com-
pensation insurance, and the com-
pany earned profits on that busi-
ness, Mr. Roth said. The loss-
producing business was general li-
ability insurance, excess coverages
and reinsurance, he said.

"There may have ben some
business insured that never should
have been insured, but mainly it
was business sold at seriously in-
adequate rates. Agents and brokers
said that $20,000 risks were often
taken away from them for as low as
$5,000 by Mission," Mr. Roth said.

"Mission wanted to have growth,
with less than adequate regard for
basic underwriting principles and
basic ratemaking," Mr. Roth ob-
served.

The California Department of
Insurance negotiated with Mission
from 1985, when its policyholder
surplus dropped dramatically,
until this year to try to avoid guar-
anty funds from being tapped by
Mission policyholders, Mr. Roth
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noted.

"There was an implicit under-
standing that the Mission business
would be run off without a hit to
the guaranty association," Mr.
Roth said, noting that an agree-
ment had been negotiated with
reinsurers to delay payment of
claims to them.

"The Department of Insurance
thought all was going well until it
realized the agreement was falling
apart. Also, American Financial
had promised to put another $75
million in and that never materi-
alized," Mr. Roth said, referring to
American Financial Corp., which
was Mission Insurance Group's
largest shareholder.

"All insolvencies can be sum-
marized in one word: greed," Mr.
Roth observed. "You do get fraud
once in a while and management
incompetence. But far and away,
the single
source of insol-

vency is greed.
One or two

people at the
top want to be
the largest
company and
they want to
grow. And they
think they can expand rapidly and
still maintain their loss ratios."

But, Mr. Roth suggested, "con-
trolled growth is the only way a
good company can grow."

While Integrity Insurance Co. is
being liquidated in New Jersey as a
result of not being able to recover
large amounts of reinsurance pay-
ments from Mission, Mr. Roth said,
"We do not anticipate any other
companies will go down," as a re-
sult of Mission's inability to pay
reinsurance claims.

Meanwhile, the Mission liquida-
tors are having "a serious problem
with reinsurers," Mr. Roth noted,
adding that many fall into two
classes: "those that won't pay and
those that can't pay."

"The business is so large, it is
becoming impersonal. And, com-
panies are relying more on the
wording of the contract and if they
can get out of sonne of these con-
tracts, they try to do it," Mr. Roth
said.

As a result, "the regulation of re-
insurance is increasing," and will
continue to increase, he said.

There was not, however, unani-
mous opinion among the panelists
as to what insurance buyers and
regulators can do to spot insurance
companies heading for financial
disaster.

Mr. Roth observed that, "The
public-the agents-knew what
was going on before the Depart-
ment of Insurance," regarding Mis-
sion's financial fate. "They knew
there was going to be a problem,"
he said, referring to public per-
ception that Mission was engaged
in widespread rate-cutting.

But Mr. Schwartz of the AIA dis-
agreed that knowledge of Mission's
pending problems was widespread.

"Some of the best-managed and
most-sophisticated insurance com-
panies in the country were badly
burned by Mission, having ceded
business to Mission. These are
companies with the best insurance
analysts, in the best position to
make determinations like this,"
Mr. Schwartz said.

"It is possible by examining fi-
nancial statements to determine
which are having financial diffi-
culty-but not 100% of the time,"
he said.

Mr. Schwartz also pointed out
that an unprofitable company can
remain solvent for many years as
long as its cash collections exceed
required cash payments.

An AIA study has found that the
single ratio that predicts an insol-
vency is the two-year operating
ratio, Mr. Schwartz advised.

The panel was moderated by
Hugo Hines, corporate risk man-
ager of Texas Instruments Inc. in
Dallas. I
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State regulation evolving: Commissioner
LAS VEGAS, Nev.-State insur-

ance regulations will change as
needed to better regulate insurers
for solvency, one regulator says.

But, the current system is fairly
effective now, he and an insurance
trade association executive agreed
during the 25th annual Risk & In-
surance Management Society con-
ference.

- i' jiu.5 - le

"The current system of state reg-
ulation is a dynamic system,''
which can change to meet the
needs of consumers, legislatures,
regulators and insurance com-
panies, said S. David Childers,
director of insurance for Arizona.

For example, "the backbone of
state solvency regulation is the tri-
ennial examination," he said. "We

f

see the possibility of going to more
frequent examinations."

But, Arizona now examines
about 300 companies annually to
meet the triennial examination

schedule of its 900 insurers, he
noted. Even examining insurers
once every three years is " a pretty
solid technique to let the com-
panies know they are going to be
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regulated and reviewed. And, it
discourages improper reporting."

In addition to the triennial ex-

amination, regulators rely on the
Insurance Regulatory Information
System operated by the National
Assn. of Insurance Commissioners

to regulate insurers for solvency,
Mr. Childers said.

Under the IRIS system, almost
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Correspondents throughout the world

all U.S. insurers send their annual
statements to the NAIC, he said.
There, key statistical information
is analyzed and certain financial
ratios are calculated and compared
with industry standards.

These ratios

measure sol-

vency, liquidity,
profitability and

other aspects of -4 -
insurer opera- f
tions. b

If more than OAS.
four of an in- : i R
surer's ratios fall
outside of the w 
normal range, or Mr. Childers

fail certain other

tests, the company's annual state-
ment is examined by a team of fi-
nancial experts. If the examiners
decide there is not sufficient justifi-
cation for the abnormalities, the ex-
aminers in the company's domicili-
ary state and NAIC zone
examination coordinators are noti-

fied. A special
exam can result.

In addition to

the IRIS system,
 -4* each state re-

views all annual

> statements filed
with it and con-

ducts special ex-
aminations when

justified.
Mr. Schwartz ''There is a

high degree of
predictability in this process," Mr.
Childers said.

He also stressed the purpose of
regulation not only is to provide fi-
nancial security and solvency of in-
surers, but also "to protect the con-
sumer from market abuses and

other trade practices that ultimately
could work to their detriment."

Phillip Schwartz, vp-financial re-
porting and associate general coun-
sel of the American Insurance Assn.

in New York, praised the current
system of regulating insurers for
solvency, stressing the "importance
of the expert financial analysis to
evaluate financial statements and to

determine the accuracy of the un-
derlying financial statements."

It has been suggested that the
IRIS system would be improved if
the method for determining the nor-
mal band for ratios were based on

insurers' results each year rather

than on fixed ranges, as is currently
done. However, this would require
that virtually all annual statements

be processed before any analysis
could take place, Mr. Schwartz said.

While the ratio test is not always

effective in spotting troubled insur-
ers, "the examiner team process is

extremely effective," he stressed. He
noted three other problems with
IRIS: Not all insurers file annual

statements with the NAIC; IRIS is

only as effective as the team review-
ing the results; and regulators can-
not be forced to take proper action
after receiving results.

Both Mr. Childers and Mr.

Schwartz argued against public dis-
semination by the NAIC of IRIS re-

sults for individual companies, the
subject of two pending lawsuits.

The insurance industry is
"strongly opposed" to the NAIC re-
leasing IRIS results because there is
concern that "if the NAIC comes out

and says, 'Here are the companies
that failed four or more tests,' no
one would place any business with
those companies, and those com-
panies would become a self-fulfill-

ing prophecy and go out of busi-
ness," Mr. Schwartz said.

Mr. Schwartz suggested insurance
buyers ask insurers to provide them
with the results of the IRIS tests.

Most brokers are calculating the
IRIS ratios, noted Thomas E. Van-
neman, financial manager of Alex-
ander & Alexander Services Inc.

-Bv Kathryn J. Mcintyre
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premium," he said. basis, excluding workers compen-
Today, he noted. manv are. ex- sation risks.
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At

the

casino
Casinos, like the one at the Las Vegas Hilton,
provided a diversion for risk and benefit man-
agers attending the 25th annual Risk and Insur-
ance Management Society conference. Some
risk managers tested their skill at blackjack
tables, while others placed wagers on their fa-
vorite ponies at one of the city's many sports
books. (Illustration by Roger Schillerstrom)

'Going bare'
Continued from previous page
gram.

"In this area of going bare,
claims management has, and is and
will continue to surface as one of
my most important concerns of
risk management," Mr. Krefall
noted.

Mr. North highlighted some of
the claims-handling components
that companies that have just gone
bare may have to face for the first
time, including:

• Processing. Who will handle
the plethora of correspondence
that the insurer previously han-
dled?

• Claim investigations. Can the
employer perform these or should
it seek help from outside firms?

• Litigation. In-house attorneys
frequently are not skilled in all of
the areas needed if a company sud-
denly assumes new liabilities, Mr.
North notes.

• Medical facilities. "Evaluate,
when it comes to medical control,

'The insurance

community is
becoming aware of

you as a market
force, says Mr. Beer.

the necessity of providing in-house
first-aid, RN-type services. Evalu-
ate the medical facilities that are

available in your community," Mr.
North suggested.

Risk managers should consider
visiting with directors of local
clinics, he added.

Explain the situation, he ad-
vised. "That there is no insurance

company, that this is our money,
and yes we are committed to our
program, and we want you part of
our team as we manage this expo-
sure."

• The employer will have to de-
vote new attention to settlement

management techniques, Mr. North
said.

"You now don't have the buffer

of having the insurance company
to blame for settlements-you'll
have to take that on yourself," Mr.
North told risk managers.

Throughout the process of going
bare, risk managers should con-
tinue to rely on support from their
brokers, Mr. Gallagher said. The
broker can assist in the decision-

making process, during the transi-
tion, during presentations to man-
agement and after the change has
been made.

At that point, for example, the
broker can help the risk manager
coordinate vendor services and

also can help the risk manager
maintain access to data on past
claims experience, Mr. Gallagher
pointed out. I
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Broker sees expansion of D&0 market
By STEVE TARAVELLA

LAS VEGAS, Nev.-Risk man-

agers in the market for directors
and officers liability coverage are
finally hearing some good news.

Well-managed companies now
can assemble D&0 coverage limits
of $190 million or $200 million-

and possibly more-if they tap new
markets that have cropped up over
the past year, says Roberta A.
Davis, vp of Johnson & Higgins of
California in Los Angeles.

That estimate is more than the

$50 million or so that risk manag-
ers were able to arrange a year ago,
but still less than the approxi-
mately $300 million they could
find earlier in the decade.

"All of the underwriters say it
isn't going to be good news in 1987,

'1 don't think you're going to find cheap, cheap
premiums for broad, broad coverage, but I

certainly do see an impact, particularly for

well-managed companies with good track
records,' says Roberta A. Davis.

but I'm seeing something totally
different in the marketplace," Ms.
Davis says. "Quite frankly, it isn't
going to be the 14-, 15- and 20-
times increases in cost.

"The market is starting to soften.
I don't think you're going to find
cheap, cheap premiums for broad,
broad coverage, but I certainly do
see an impact, particularly for
well-managed companies with

.

good track records," Ms. Davis told
an audience at the 25th annual

Risk & Insurance Management So-
ciety conference earlier this month
in Las Vegas.

"I think for good, solid com-
panies, you're going to see the un-

derwriters looking for your busi-
ness."

If D&0 underwriters really want
to write a particular risk, they will

offer a reasonable rate and cover-

age terms, she said.
As an example of underwriters

new-found eagerness for D&0 in-
surance risks, she cited the recent
D&0 renewal of one California

business. The company previously
paid a $1 million premium for $10
million in D&0 limits over a $1
million retention.

The insurer quoted a renewal
premium that was only slightly
higher than the $1 million, but the
company was able to find renewal
quotes from various other markets
that ranged from $350,000 to
$470,000, she says. It selected the
coverage offered at $470,000 and
kept the same limits.

According to Ms. Davis, and
confirmed by Business Insurance,
principal D&0 markets now in-
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clude:

• National Union Fire Insurance

Co. of Pittsburgh, Pa., a unit of
American International Group
Inc., which offers $25 million in
limits.

• Lloyd's of London un-
derwriters, which now will write
up to $10 million in D&O limits for
U.S. risks.

"Ten million dollars in London

was hard to come by a few years
ago," she noted.

• Harbor Insurance Co. in Los

Angeles. Harbor, a Continental
Corp. unit, recently increased its
limits to $10 million from $5 mil-

lion, which it writes both in pri-
mary and excess layers.

• St. Paul Surplus Lines Insur-
ance Co., a unit
of The St. Paul

Cos. Inc. St.

Paul, has $10
million in ca-

pacity.
• Federal

Insurance Co.,
through parent
Chubb Corp.'s
executive protection unit, is able to
write up to $25 million in limits,
though it often writes lower limits.

Federal's D&0 policy form is
"one of the best forms on the

street," Ms. Davis said.

• National Indemnity Co., part
of Berkshire Hathaway Insurance
Group. The insurer regularly
writes limits of $10 million, but

can offer up to $25 million in ca-
pacity for exceptional risks.

• Great American Insurance

Co., a unit of American Financial
Corp. in Cincinnati. Great Ameri-

can's Chicago office has recently
increased its primary D&0 capac-
ity to $15 million from $10 million
and its excess D&O capacity to $10
million from $5 million.

Great American is "very aggres-
sive," she noted.

• Associated International In-

surance Co., a unit of Lloyd's bro-
ker Stewart Wrightson Holdings
P.L.C. Through surplus lines bro-
ker Stewart Smith East in New

York, Associated now provides $5
million in D&0 limits.

• CNA Insurance Cos. in Chi-

cago. CNA will write up to $10
million, which it mainly uses in

primary layers.
• Gulf Insurance Co., a Com-

mercial Credit Corp. unit now
under the direction of Joseph P.
DeAlessandro, the D&0 industry
kingpin who was until recently
president of National Union. Irv-
ing, Texas-based Gulf now offers
$5 million in D&0 limits and soon

expects to write up to $10 million,
she said.

• Old Republic Insurance Co.,
accessible through Chicago Under-
writing Group. Old Republic now
writes $3 million per risk.

• International Insurance Co., a
Crum & Forster unit that now

writes up to $5 million in primary
and excess layers.

• The Home Insurance Co. of In-

diana, which is based in New York.
Home will write $1 million on a

primary basis and $2.5 million on
an excess basis.

• INAPRO, an affiliate of

CIGNA Corp. This company now
writes $5 million in D&0 insur-

ance limits and may expand to $10
million.

Taking some of the market

pressure off of these companies has
been the wave of new D&0 facili-

ties that has sprung up during the
past 18 months or so, said Ms.
Davis. These facilities include Cor-

porate Officers & Directors Assur-
ance Co. (CODA), Excess Risk In-
surance Co. (ERIC), A.C.E.
Insurance Co. Ltd. and X.L. Insur-

ance Co. Ltd.

CODA, developed by J&H and
Continued on nezt page
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Risk managers couldn't miss Aetna's billboard across from the
RIMS conference headquarters at the Las Vegas Hilton.
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Nine out of every ten aircraft accidents have pilot-
related causes.

That's why every pilot should train to proficiency
at least once every eight months. And the best
training according to both pilots and aviation
insurers is a professional program of simulator
based training.

Simulators are vital for complete, safe training.
For example, there are 265 specific faults, systems
malfunctions or adverse conditions that can be

demonstrated in FlightSafety's newest simulators.
Incredibly, over 70% of those "problems"

are either impossible or unsafe to demonstrate
in the airplane itself.

Every year, FlightSafety trains over 25,000
pilots an elite group with a superlative safety

D&0 coverage
Continued from previous page
Chase Investment Bank, was de-
signed mainly for Fortune 200
companies that wanted the insur-
ance to attract outside directors,
and therefore does not offer corpo-

rate reimbursement coverage.
CODA offers $2.5 million in

limits (BI, March 30).

About 53 companies belong to
the facility, each of which put up
$2.75 million in capital, she said.
To join today, though, a company
would have to put up $3.75 mil-
lion.

ERIC, one of the most recent
D&C facilities to hit the market,

was organized by Chase and Aetna
Life & Casualty Co. (BI, Aug. 11,
1986).

ERIC underwriters have $25 mil-
lion in D&0 capacity, but usually
only commit about $15 million, Ms.
Davis said.

"Today that facility is up and

'1 think they're in it

for the long haul,'

says J&H's Roberta
Davis of the ERIC

facility.

running and very successful," she

observes. "I think they're in it for
the long haul."

A.C.E. and X.L. both offer D&0

limits excess of $25 million of un-

derlying coverage. A.C.E. provides
limits of up to $50 million and X.L.
writes limits of up to $25 million
(BI, March 30).

Risk managers' success in secur-
ing D&0 coverage may depend on
the approach they take in doing
business with the insurers, Ms.
Davis said, and she offered risk

managers some advice on securing
the best possible response from in-

One of FlightSafety's fleet of *nore than eighty f.ight simulators,

record. And we back up the quality of that training
by providing a free $50,000 accident insurance
policy to qualified FlightSafety Pro Card holders.
(It's a benefit that can rise to $100,000 with
repeated training sessions.)

If your responsibility for risk protection includes
business aircraft, contact FlightSafety for informa-
tior on training programs for your specific aircraft.

Write FlightSafety International, Dept.U-047,
Marine Air Terminal, LaGuardia Airport,
Flushing, N.Y. 11371 Telex 667573UW; or call

1-800-227-5656
(In New York, 718·565-4120).

FlightSafety

surers.

When submitting an application,
supply "a good quality submis-
sion," she advised.

This should include a recent 10-

K form, any recent prospectuses
filed with the Securities and Ex-

change Commission, a list of subsi-
diaries, copies of pertinent news
releases and a certified copy of the
company's bylaws and articles of
incorporation.

"An underwriter is impressed
with that. They're not too im-
pressed with somebody who gives
them an annual report, a list of
directors and officers and then

asks for a quote. That, quite
frankly, isn't going to cut it," she
said.

The risk manager should also try
to meet with the D&0 underwriter

personally at least once a year, she
advised.

The risk manager should be ac-
companied by the company's chief
financial officer, chairman, presi-
dent and perhaps even corporate
counsel, she said.

"If you take the time and effort
to really sit down and have a can-
did conversation with your un-
derwriter, I think you'll end up
with a better quotation in the long
run" she said.

In these discussions, risk manag-
ers shouldn't let the underwriter

perceive they are trying to "get the
last dime and absolutely every-
thing you can get," Ms. Davis said.

"I think there's a balance in ne-

gotiating with underwriters," she
said. "The worst thing you can do
is ask for everything under the sun.
You need to identify those things
you feel are really important to you
and zero in on those. In the long
run, you'll end up with a better
product."

Some questions that risk manag-
ers should expect their D&0 un-
derwriter to ask, she said, include:
• What are the company's plans
for the future?

• Is it expanding into too many
areas?

• Does the company anticipate
any mergers or acquisitions during
the coming year?

• What has been its merger ac-
tivity in the past?

• What's the quality of the com-
pany's board, of the directors' rep-
utation?

• What does the investment

community think about the com-
pany?

• What litigation has the com-
pany been involved in?

• What special exposures does
the company face?

The underwriter also will exam-

ine the company's financial state-
ments, comparing its performance
with others in its industry.

Risk managers should turn to
their brokers for help in finding
D&0 coverage, as well as in han-
dling D&0 claims, Ms. Davis said.

"It's important that you let your
broker help you. You pay your bro-
ker, and quite frankly, you ought
to get the value of the expertise,"
she said.

Too often, risk managers rely on
corporate counsel to handle D&0
claims.

"It's interesting how many coun-
sels don't understand the prag-
matic implications of the D&0 pol-
icy," she noted.

Ms. Davis doesn't observe recent

changes in state tort law as having
much of an effect on D&0 insur-
ance rates.

"All we seem to do is talk about

it; nothing seems to be done," she
said.

Another panelist, Kevin L. Mit-
chell, regional manager for Na-
tional Union in Los Angeles, sug-
gested tort reform is not having an
impact because D&0 insurers still
are receiving claims from policies
written before tort reforms were
enacted,

John G. Pinner, assistant trea-
surer at Mattel Inc. in Hawthorne,
Calif., moderated the session. I
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Don't choose insurers only on price: Panel
By JUDY GREENWALD

LAS VEGAS, Nev.-Risk man-
agers cannot select insurers on the
basis of low price and still expect
good service, according to industry
experts.

Risk managers must educate top
management on the value of build-
ing a long-term relationship with
an underwriter instead of regard-
ing insurance as a commodity, as-
serted panelists at a seminar titled
"Improving Your Relationship
with Your Underwriter" at the

25th annual Risk & Insurance

Management Society conference
earlier this month.

"As a buyer, you have the right
to expect high quality services
from the underwriter-if you pay
for it," said Corbette S. Doyle, se-

nior vp at Corroon & Black Corp.
Advanced Risk Management Ser-
vices in Nashville, Tenn. On the
other hand, if you go for the
"cheapest on the street," you can-
not expect good service.

Furthermore: if risk managers
take the approach of selling top
management on their value to the
company on the basis of the pre-
mium reductions, "you'll never get
top management to stick by you"
on building long-term with rela-
tionships with underwriters.

This problem is compounded be-
cause, in many companies, risk
managers report to a financial vp
who has a "short-term orienta-

tion" toward the bottom line, she
said.

Ms. Doyle also suggested risk
managers select insurance com-

panies that value underwriters
talents. For example, Aetna Life &
Casualty Co., she noted, has under-
writing personnel in senior man-
agement positions.

While risk managers should
work to improve their relationship
with their underwriters, they must
also realize insurers are in the

business of making money.
"Insurance is not a social ser-

vice," she said.
Ms. Doyle and other panelists

also offered the following tips for
risk mangers:

• Risk managers should commu-
nicate everything they can about
their company to the underwriter
and, in turn, risk managers should
expect good communications from
the underwriter.

• Risk managers should take an

At Structured Financial Associates, our primary objective is to
assist you in the early settlement of demanding, difficult cases.

As structured settlement specialists, our proven case method is
creative team work. SFA's structured settlement negotiators have

backgrounds in financial planning, claims and law. These profes-
sionals develop innovative packages and alternative plans that
could be your winning bargaining chip at the negotiating table.

Avoid costly court fights with SFA's creative approach to case
settlement Call us at any one of our offices for prompt service

. coast to coast. In demanding situations, SFA responds.

Leaders In The Stmctured Settlement Industry

Home Office

908 South Light Street
Baltimore, Maryland 21230

Telephone: 301-547-0112
Outside Maryland: 800-638-5890

STRUCTURED FINANCIAL

ASSOCIATES, INC.

active role in the coverage submis-
mon process.

• Risk managers should be sure
underwriting submissions are pro-
fessionally done.

"Communications is an abso-

lutely vital ingredient in the inter-
national marketplace," said Ri-
chard J.W. Titley, chairman of
Sedgwick International Ltd. of
London.

"A visit to the underwriter, with
or without a broker, goes a long
way to creating a long-term rela-
tionship," he added.

Charles H. Dangelo, assistant
vp-national accounts division at
CNA Insurance Cos. in Chicago,
noted an underwriter has the right
to expect "open, prompt commu-
nication" on a company's opera-
tion, including the sale or acquisi-

Offices located in: Anchorage,
Atlanta, Butte, Columbia,
Denver, Detroit, Orlando,
Philadelphia, Phoenix,
Pittsburgh, Richmond,

San Diego and St. Louis

tion of subsidiaries, a change in
financial status, or the completion
of a leveraged buyout.

"Don't wait to the renewals to

tell the underwriter S&P down-

graded your rating," said Ms.
Doyle, referring to New York-
based Standard & Poor's Corp.,
which evaluates companies' finan-
cial strength.

Many risk managers do not offer
this type of information in the
hope "they're just going to let it
sneak by," she said.

Risk managers also should take
an active role in underwriting their
account, Ms. Doyle said, -rather
than just dumping information" on
the broker or underwriter.

It is important to control the in-
formation

going into the
underwriting
submission,
she said.

"You should

not allow an

underwriting
submission to

be released be-

fore you have viewed it," Ms.
Doyle said. "You deserve the right
to participate in the underwriting
process."

In additipn, Ms. Doyle stressed
risk managers' submissions should
be professional. "It really is cru-
cial," Ms. Doyle, a former un-
derwriter, said. "You can't believe
the garbage we received from bro-
kers." During a hard market, she
added, this garbage will "sit on
the bottom of the stack."

A well-organized submission,
with a table of contents, is "going
to go a long way" toward helping
the company, she said.

Possible questions should be
answered within the submission,
rather than waiting for the un-
derwriter to ask, said Ms. Doyle.
"You're going to get a much better
response if all those questions are
answered up front."

The renewal process should be
started at least 120 days before
the renewal date, said Ms. Doyle.
"If you start after that time frame,
don't expect anything more than
you'll get," she said.

While risk managers should do a
professional job of dealing with
their underwriters, risk managers
also have the right to expect fair
dealings from their underwriters in
turn, Ms. Doyle said. Once a quote
is made, she said, it should be firm.

"You should not have to be con-

cerned about midterm changes,"
she said.

Ms. Doyle added underwriters,
as well as risk managers, should
view the relationship between
them as a long-term one. The risk
manager shouldn't have to worry
about one bad loss or incident, she
said.

Comm-unications also should be a

two-way street, noted Mr. Dangelo.
Insurers, for instance, should im-
mediately advise their policyhold-
ers on any changes in their philos-
ophy, such as modifications in
policy form, pricing, capacity, or
limits. "There's no need to Mait,"

he said.

The speakers warned, however,
there is a dark side to risk man-

agers getting to know their un-
derwriters well. "Familiarity can
breed contempt," said Mr. Titley.
"There has to be a balance between

the two parties."
Mr. Titley noted there are arro-

gant "prima donnas" on both sides
of the underwriting process. But
there is "no doubt," that the ad-
vantages of a long-term relation-
ship "enormously outweigh" the
disadvantages, he said.

Moderating the session was
Henry J. Guidry, risk manager of
Cajun Electric Power Cooperative
Inc., based in Baton Rouge, La. •
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Preparation needed to handle catastrophes
By DEBORAH SHALOWITZ

LAS VEGAS, Nev.-Preparation
is the key to crisis control and an
effective communications policy is
a key aspect of good preparation,
loss control experts say.

"When a crisis happens is no
time to make decisions" about how

to handle the situation or who

should answer questions, said
Donald Wilderoter, vp and coordi-
nator of Frank B. Hall & Co. Inc.'s

technical services division in

Briarcliff Manor, N.Y.

"Do it beforehand" or you'll be
"in deep trouble," Mr. Wilderoter
warned an audience of risk manag-
ers at the 25th annual Risk & In-

surance Management Society con-
ference held earlier this month in

Las Vegas.
"One mistake can mean the fail-

ure of even the largest enterprise,"
he pointed out.

One of the most important things
a company can do during a crisis is
have one person handle all commu-
nications, agreed members of a
panel discussing "Crisis Communi-
cations: How to Defuse Disaster

Through Smart Public Relations."
Consolidating the source of in-

formation will prevent the dissem-
ination of different and sometimes

conflicting stories, the panelists
agreed, adding that such a policy
will lead the press and public to
have trust in what the company
says.

"One of the worst crisis manage-
ment cases" resulting from too
many people handling communica-
tions occurred following the 1979
accident at the Three Mile Island

nuclear power plant in Middle-
town, Pa., Mr. Wilderoter said.

He noted that spokesmen from
five different government agencies
and additional spokesmen for the
utilities that owned the plant gave
numerous descriptions of events
that were not coordinated.

The public relations mess fol-
lowing the Three Mile Island disas-
ter was largely the result of many
different people telling many dif-
ferent stories, he said.

"Finally, after a near, absolute
panic," one person was appointed
to direct communications but "the

damage was already done," Mr.
Wilderoter said.

He added that even today, eight
years after the accident, many peo-
ple still don't know what really
happened at the facility and do not
trust the nuclear energy industry
because of the incident.

However, a team approach to
handling crisis communications
can be effective, said James G.
McMullen, director of risk man-
agement for The Lubrizol Corp., a
chemical manufacturer based in
Wickliffe, Ohio.

Lubrizol created a crisis man-

agement task force in the early
1980s to direct company actions in
the event of a disaster, Mr. McMul-
len said. This group would act as a
liaison with employees, manage-
ment, the community and the
press.

"The task force provides a single,
consolidated position" for both in-
ternal and external communica-

tions, Mr. McMullen said.
The task force also would ensure

that all inquiries are directed to
the company's legal department,
Mr. McMullen related. This might
help establish the information as
privileged between an attorney and
his client, which could help the
company if it becomes a defendant
in a lawsuit.

Mr. MeMullen emphasized that
"you must follow the same proce-
dure each time, with every situa-
tion, no matter how small, so that
the court cannot say that you did it
differently at one point to make"
the information privileged.

And, "people at the plants have
to understand the ramifications re-

sulting from not following these
procedures," he added.

Whether this tactic "will work in

a major disaster is questionable,"
but it is worth a try, Mr. MeMullen
said.

Hall's Mr. Wilderoter advised the

group that being open with the
media can work to a company's
advantage.

He pointed out that when seven
people died in the Chicago area in
1982 after taking Tylenol capsules
laced with cyanide, Johnson &
Johnson, manufacturer of the pain
remedy, was candid with the
media.

Eventually, Johnson & Johnson
won back consumers and Tylenol
sales reached record levels.

This is an example of "taking the
bull by the horns and doing it
r.ght," Mr. Wilderoter said.

Companies should be aware that
reacting to a disaster quickly can
backfire, however.

Mr. Wilderoter related thai in

1932, when a housewife said she
found a razor blade :n a hot dog,
the company recalled the product,
at a cost of about $1 million. Two
days later, however, the company
discovered that the whole incident

was a fraud-the woman herself

had placed the razor in the frank-
furter.

' They made a decision before
they thought," Mr. Wilderoter
stated.

Companies also shculd be care-
ful with investigative broadcast
regorting, Mr. Wildeioter pointed

YOUR JOB IS-IC)
FIND THE BEST

HEALTHCARE VALUE
AVAILABLE

PRI\KrE HEAIIHCARE
SYSTEMS MAKES

rr EASY.

out.

"If you're going to permit an in-
terview by a television investiga-
tive reporter, have your own video
cameras going" so that if the pro-
ducer "does a hatchet job," you
have a rebuttal, Mr. Wilderoter ad-
vised.

For example, he said one corpo-

rate executive complained to him
that although he had been inter-
viewed by a television reporter for
an hour, only a few minutes were
broadcast.

This can distort a story, Mr. Wil-
deroter pointed out.

But, if a company has recorded
the whole interview on videotape,
it can produce its own version of
the interview, he said.

The panelists agreed it can be
difficult for a risk manager to con-

vince management to act before a
crisis, instead of only reacting af-
terward.

Douglas A. Barlow, a retired past
president of RIMS and moderator
of the panel, advised risk managers
to get an example of an accident
that could happen within their
company and "send it upstairs
with a headline that gets atten-
tion."

If upper management is aware of

potential crises, they might be
more inclined to build a founda-

tion to handle the situation, Mr.
Barlow said.

Also participating at the panel
discussionwas Gerard P. O'Rourke,

vp in the legal and claims depart-
ment at Frank B. Hall's Interna-

tional Aviation Division in New

York.

18 of the nationk leading group insurance carriers have
developed Private Healthcare Systems (PHCS) to bring you
the highest quality care ata price your company can afford.

In less than two years PHCS will have established PPOs in forty
markets. We're constantly proving our capacity to make things
happen in health care. And now we offer you this superior new
system to manage your company's health care objectives.

Thken together, these 18 PHCS carriers would be equivalent to
the fourth largest commercial carrier in the nation, representing
over eleven million subscribers. And we're still growing

How have we distinguished ourselves so strongly from the
competition?

A joint achievement of Beneit Trust Li fe Insurance Company, Business Men's Assurance Company of America. CNA Insurance Companies,
Creat-West Life Assurance Conpany The Guardian Life Insurance Company of America, jefferson-Pilot Life Insurance Company. MONY Financial Services,

Time Insurance Company, Washington National Insurance Company and Western Life insurance Company
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Risk retention groups could fail: Regulator
By JERRY GEISEL

LAS VEGAS, Nev.-Many of the
risk retention groups that are ex-
pected to be organized during the
next few years could fail, a state
regulator warns.

"I'm afraid that a number of risk

retention groups could be future
insolvencies," said David Grubb,
special deputy commissioner at the
New Jersey Insurance Department.

Speaking at the annual Risk &
Insurance Management Society
conference earlier this month, Mr.
Grubb said, "States may not act
fast enough to prevent" risk reten-
tion groups from failing.

The staying power of risk reten-
tions groups and pools "could be
weak," Mr. Grubb said.

Mr. Grubb's warnings at the ses-

sion entitled "Utilizing the Risk
Retention Act: Pitfalls and Practi-

cal Issues," come at a time of great
buyer enthusiasm over the newly
expanded Risk Retention Act.

Under the original 1981 Risk Re-
tention Act, manufacturers and
other employers could band to-
gether to form risk retention
groups-special multiple owner
captives-with minimal interfer-
ence from state regulators. These
risk retention groups could only be
used to cover product liability and
completed operations exposures.

After a risk retention group met
the insurance requirements of one
state, it could operate nationwide
without having to meet the sepa-
rate licensing requirements of each
state in which it provided coverage
to policyholders-owners. That

streamlined licensing procedure
meant, among other things, that a
risk retention group did not have
to purchase a fronting policy from
a commercial insurer.

The 1986 amendments to the

Risk Retention Act continued this

one-stop licensing procedure, but
dramatically expanded coverage
that could be provided by risk re-
tention groups to include all com-
mercial liability risks except work-
ers compensation.

In addition, the 1986 amend-

ments allow employers to band to-
gether as "purchasing groups" to
buy liability coverage-except
workers compensation-from com-
mercial insurers on a group basis.

While employers are welcoming
the new alternative risk financing
vehicles offered by the act, Mr.

Grubb worries that unsuspecting
companies could be lured into un-
sound risk retention groups and
risk purchasing groups.

"When I see some of the risk re-

tention and purchasing group ap-
plications, I have a tendency to
shake my head in dismay," Mr.
Grubb said.

He said he was especially con-
cerned about the soundness of pur-
chasing groups, noting that some
managing general agents might or-
ganize groups and then place the
risks with weak insurers.

"We will see agents and brokers
selling coverage to people who
don't have the sophistication to as-
sess the risks," Mr. Grubb said.

The failure of some risk reten-

tion groups and risk purchasing
groups, which Mr. Grubb believes

To begin with, we've brought together a unique combina- recognize that like illnesses should not always be treated alike.
tion of health care professionals. And it was through this PHCS carriers operate nationwide. but PHCS will also main-
combination of expertise that we developed our own highly tain a local presence to allow us to continually upgrade our
effective, provider evaluation program. We use this program to service and respond to local needs.
evaluate and identify those hospitals, and eventually doctors, In a world of look-alike health care programs, the value
in each area which deliver the best combination of quality care PHCS offers makes your choice easy. Our unique combination
and cost efficiency. And because providers anticipate signifi- of quality care and managed costs is precisely what you've
cant increases in patient volume we are able been looking for.
to negotiate preferential rates for you. PRIVATE SSII Each of our carriers offers an insurance

HEALIHCARE
Cost management is further ensured by a 4.4SYSTEMS

comprehensive health care review program. ·s
plan featuring PHCS advantages. Contact
any of the PHCS member carriers below to®

But while ours was designed to be inclusive learn exactly how we can benefit your people
and efficient, it is also flexible enough to Quality. in the company we keep. and your company.

Central Life Assurance Company, Confederation Life Insurance Company, Crown Life Insurance Company, General American Life Insurance Company,
Mutual Benefit Life Insurance Company. The New England. Phoenix Mutual Life Insurance Company. State Mutual Life Assurance Company of America,
©1987 Private Healthcare Systems Ltd, 20 Maguire Rd., Lexington, MA 02173.

is likely, could sully the entire al-
ternative risk financing movement.

"If there are horror stories three

or four years down the road...it
will give the whole alternative risk

financing movement a bad name."
State regulators in Vermont and

Delaware also warned employers
to check the credentials of those

forming risk retention groups.
"Watch out for whom you are

dealing with. Keep your eyes open.
Watch out for exploitive entrepre-
neurs," advises Daniel Koch, com-

pany admissions officer with the
Delaware Insurance Department.

In Vermont, Department of
Banking and Insurance Chief In-
surance Examiner Edward Meehan

doubts whether more than one of

every 10 risk retention groups
being organized will be licensed or
get off the ground.

Still, state regulators acknow-
ledge that there was a congressio-
nal need to expand the Risk Re-
tention Act.

In addition,
regulators say .,>
they will wel-
come what

they call

"quality risk
retention

groups.'' In
Vermont, for

example, three groups already
have been licensed with several

more applications now pending,
Mr. Meehan said.

"If you think a risk retention
group is the appropriate way to

go. . .we would be happy to work
with you," said Delaware's Mr.
Koch.

Mr. Koch defines a quality risk
retention group as one that is fi-
nancially strong and can pay
claims down the road. "You want

insurance, not the illusion of insur-
ance," he says.

In addition, a risk retention
group, like any insurance arrange-

ment, must have strong, profes-
sional management, he says.

Before employers explore the
risk retention group option, a sense
of urgency should unite the com-
panies, notes Brady Young, a con-
sultant with the Tillinghast Divi-
sion of Towers, Perrin, Forster &
Crosby in Darien, Conn. "Don't
waste your time unless your group

has a real problem."
Such urgency could include in-

adequate limits, excessive premi-
ums and significant coverage re-
strictions, Mr. Young said.

He noted that prospective risk
retention group members should
have similar objectives and goals.

For example, members should

envision the risk retention group as
a long-term alternative risk-fin-
ancing mechanism that will pro-
vide stable coverage during soft
and tight markets.

To prevent companies from pull-
ing out when the market softens,
Mr. Young said the risk retention

group could issue multiple-year
policies or place restrictions on the
withdrawal of capital.

Mr. Young noted that well-run
risk retention groups not only can

provide stable coverage, but also
may be profitable for members.
For example, because risk reten-

tion groups will buy only the ser-
vices they need, overhead expenses
could be held to about 15% of pre-
miums. In addition, members will
recapture investment income.

Other speakers included Michael
Cohen, vp-marketing in the Wash-
ington office of American Interna-
tional Underwriters Inc., and

James Mcintyre, a partner with the
law firm of Hansell & Post in

Washington.
The session was moderated by P

Richard Hackenburg, staff vp and

assistant treasurer with Allegheny
International Inc. in Pittsburgh. I
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Pools help captive insurers transfer risks
By MICHAEL BRADFORD

LAS VEGAS, Nev.-Insurance

buyers attempting to insulate
themselves from the recurring
market cycles by forming captives
must structure those companies in
a way that guarantees an adequate
spread of risk, experts say.

At the 25th annual Risk & Insur-

ance Management Society confer-
ence earlier this month, speakers at
a panel discussion entitled "Profit-
able Risk Transfer Process for

Captives" discussed ways captives
can transfer risk.

William G. Watson, vp of Ameri-
can Risk Management Inc. of Fort
Lee, N.J., a Reiss Organization
unit, explained that a Bermuda-
based pool owned by Reiss clients
has been successfully transferring
risk since its formation in 1972.

Hopewell International Insur-
ance Ltd., a property and marine
hull and cargo insurer owned by 36
shareholders that are single-parent
captives, typically reinsures 99% of
a risk ceded by a Hopewell affili-
ate, he said.

In turn, Hopewell places 30% of
the risk into a

''retrocession

pool," which is

.-- 1- -A#.-, a group Of
shareholder

captives that

share that por-
tion of the risk,
said Mr. Wat-

son. The re-

maining 70% of the risk goes to
professional reinsurers, he said.

"Roughly $100 million is passing
through in premium." Mr. Watson
noted. "And there are 55 insureds

using this vehicle."
From a "paper standpoint," Ho-

pewell is a very efficient way to
structure a reinsurance treaty, said
Mr. Watson. The makeup of the
company is such that every policy-
holder has coverage with the same
reinsurers. "If we go to a client and
put them into Hopewell, it's an au-
tomatic facility. One piece of paper
and we bind over 100 reinsurance

companies."
Hopewell's success can be mea-

sured by the fact that the company
has never shown a loss in its 15

years of operation. Mr. Watson
noted that the facility's capital
stood at $ 16.8 million as of June
30, 1986. An investment of
$150,000 by a shareholder in 1972
is now worth just more than $1
million, he said.

The company is managed by an-
other Reiss facility: International
Risk Management Ltd. in Ber-
muda.

P. Richard Hackenburg, staff vp
and assistant treasurer at Alle-

gheny International Inc. in Pitts-
burgh, explained a different ap-
proach to transferring risk by
Corporate Insurance & Reinsur-
ance Co. Ltd.

Mr. Hackenburg, whose company
has a captive that participates in
CIRCL, pointed out that the Ber-
muda-based facility was "origi-
nally formed by Fortune 500-type
companies that had identified
problems in the excess casualty
area emanating from the tight
market."

The hardening of the market in
the mid 19705 caused the group of
insurance buyers that eventually
formed CIRCL to suggest to

themselves that never again did
they want to be at the mercy of the
traditional marketplace in the area
of their buffer-layer coverages and
their first-layer excesses. They
wanted to figure out a way among
themselves to generate a stable,
long-term relationship which
would in effect allow them to han-

dle their own risks," he explained.
The result was the 1978 forma-

tion of CIRCL, Mr. Hackenburg

said.

CIRCL participants are required
to first insure a risk with their own

captive. In turn, those policies are
reinsured into the CIRCL, he ex-
plained.

CIRCL retains 10% of the pooled
exposures and reinsures the re-
mainder "back out to the various

affiliated insurers," on a percent-
age basis calculated according to
the amount of business the partici-
pants have in the pool, he said.

The method, Mr. Hackenburg re-
marked, gives each participant "a
mix of business and a spread of
risk which you would not have had
had you simply insured your own
risks in your own captive."

Richard S. Johnson, an officer
with the Bermuda-based Risk Ex-

change Assn., pointed to another

way that captives can achieve a
spread of risk.

Mr. Johnson explained that the
Risk Exchange provides a method
of "exchanging risks among cap-
tives."

The Risk Exchange is not an un-
derwriter, he noted, but was
formed by risk managers and
began operating in 1984 as a way
to meet several objectives, includ-
ing:

• Providing participants with
profitable, non-related business.

• Increasing capacity for insur-
ing risks of participants.

• Eliminating unnecessary
transaction costs.

• Providing flexibility in under-
writing.

Mr. Johnson described the facil-

ity as "a two-way street. When you

At NCI, insurance isn't a "collect-the-
premiums-and-wait-until-they-sue"
proposition. lt's a serious responsibility

And a large part of that responsibility
is doing everything possible to keep insur-
ance costs down.

Which means doing everything pos-
sible to help prevent accidents. And to stop
all-drivers-are-alike thinking.

So what exactly are we doing?
Working out market segmentation.

Breaking down areas of risk into smaller
groups that reflect the true safety record
within that group. And then rewarding the
safest operations.

We're also sharing information on
high-risk driving situations and what you
can do to avoid them. With a Transportation
Safety Alert information program

put business in, you're expected to
take business out."

The structure of the association

is set up so that its 29 members
submit risks to Hudson Under-

writing Ltd., the company provid-
ing underwriting services.

And, said Mr. Johnson, "Hudson
will put their wallet where their
mouth is," by retaining 10% of a
risk it approves for participation.

"Then the majority of the mem-
bers follow Hudson," by having
previously given Hudson under-
writing authority to choose which
property, casualty and marine
risks to write, he explained. "Some
of the members want to see each

and every submission. .anyone
can do that if they want. Many of
them will set up pre-screening re-
quirements."

Mr. Johnson called the facility "a
facultative arrangement. It's not a
pool, you don't have to take every
thing that comes in. You can pick
and choose in advance or pick and
choose as each piece comes in."

The arrangement allows access
to around $300 million in aggre-
gate capital held by the members,
he said. "We are using that capital
rather than trying to capitalize a
new company."

Altogether, the facility writes
limits up to $3.3 million on prop-
erty risks, $2.5 million on marine
risks and up to $2.2 million for ca-
sualty exposures.

The panel discussion was mo-
derated by Timothy H. Hoffman,
executive vp and general manager
of the insurance services division
of M.A. Hanna Co. in Cleveland. I

directed to eveiybody in the driver's seal,
whether they're in the boardroom or .
on the road.

The way we see it, drivers and compa-
, nies that have good safety attitudes and prac-

tices shouldn't have to pay for those that don't
That's one of the reasons NCI /

Progressive is the endorsed underwriter
of the American Trucking Associations,
United Bus Owners Association, National
Limousine Association and American
Movers Conference members insurance

programs.
Ifyou want to help us save lives

and lower your transportation costs, write
National Continental Insurance Co., RO. Box
13182, Fairlawn, OH 44313 for your free
copy of Transportation Safety Alert.
There's no obligation.

m
The drivingforce in transportation insurance.

National Continental insurance Co. is the transportation subsidiary of the Progressive Casualty Insurance Co. and is rated A + by AM. Best O NCI/ Progressive
is worting directly with its customers to develop insurance and risk management programs throughout the continental US. and Canada 0 For further
information on NCI / Progressive write or calt 3401 Enterprise Parkway, Beachwood, Ohio 44122, (216) 464-7900.



uust,less ilibll'rance, tipril la, 130 1 / aa

Risk retention groups can learn from pools
By MEG FLETCHER

LAS VEGAS, Nev.-Private

companies interested in forming
risk retention groups have a lot to
learn from public entities' pool op-
erations, just as pools should learn
from insurers' mistakes, experts
agree.

However, they disagree how the
anticipated softening of the insur-
ance marketplace will affect self-
insurance pooling mechanisms.

Nearly 60,000 public entities in
the United States are members of

pools, estimated David MeGurn,
division vp with broker Arthur J.
Gallagher & Co. in Rolling Mead-
ows, Ill.

"A pool is a group of individual
risks, each potentially too small to
effectively self-insure on their

own, which together create a legal
body to make self-insurance a
cost-effective (risk) transfer mech-
anism," he explained during a
panel discussion at the 25th annual
Risk & Insurance Management So-
ciety conference earlier this
month.

The number of pools has grown
rapidly primarily because public
entities became disgruntled with
many commercial insurers that
stopped writing public entity risks
or made the coverage prohibitively
expensive, he said.

This was especially true for lia-
bility coverages, where insurers
felt public entities were perceived
as beihg a good source of recovery
because of their "deep pockets,"
sources say.

As pools sprang up, traditional

This truck paK:

$5,moo
for insurance last year.

insurance markets lost significant
premium dollarswhile providers of
unbundled technical services

gained many new -clients, Mr.
MeGurn said

"I believe pooling will have a
dramatic in:paet on turning the
marketplace around much more
quickly than might have happened
without the loss in premium dol-
lars," he predicted.

With a market change will come
increased competition between
pooling-type mechanisms and in-
surers, said Stephen M. Satler, vp
and underwriter of major accounts
with American Re-Insurance Co. in

New York.

Mr. Satler predicts, "If you wait
six more months to open a risk re-
tention group (or pool), half of

your members ean get insurance in

4

5....

the marketplace. When that hap-
pens, what are you going to do?"

However, pooling supporters say
the effect of a general market re-
vival on public entities remains
unclear, because many insurers

said they would never write public
entity risks again.

In addition, pooling supporters
appreciate the long-term advan-
tages of pooling, said panel moder-
ator Allen F. Hyman, director of
insurance services for the Austin;

Texas-based Texas Municipal
League's large statewide pool.

Mr. Satler presented statistics
emphasizing leading insurers' gen-
erally poor loss history in most
lines of insurance, except workers
compensation, from 1978 to 1984.
"It's scary," he said.

"You as risk retention groups (or

t

T·80673

pools) have to look on yourselves
as insurance companies;" he said.
"I hope you do it better, I just don't

know if you will."
He said any entity considering a

pool-type alternative-regardless
of whether it is public or private-
should emphasize the long-term
stabilization of costs, and not bet-

ter prices, as the primary goal.
However, a lot of people consid-
ering that approach are too price-
conscious, he said.

JoAnn Koster, an assistant vp in

the American Re's Chicago office,
suggested that purchasing groups
are a better alternative. Such a

group purchases commercial insur-
ance and does no underwriting of
risks itself.

However, if a risk retention

group itself is established, Ameri-
can Re would be much more com-

fortable if a fronting insurer parti-
cipated, at least for the excess
portion of the program, she said.

Stewart Diamond, an attorney
with Ancel, Glink, Diamond,

Murphy & Cope P.C. in Chicago,
urged pools to emphasize loss con-
trol, open their books to scrutiny

and regulate themselves before
others try to regulate them.

In addition, pools should work
with reinsurers to solve a "terri-

ble" problem caused by reinsurers'

fears that their excess-type insur-
ance may be interpreted as provid-
ing primary coverage, Mr. Dia-
mond said.

"Foolproof" policy language is
needed to allay this fear and
thereby stop reinsurers from
charging a premium that reflects
the possibility that this might hap-

pen, he added.
"I think the advantages of pools

far outweigh the disadvantages,"
said Steven P. Kahn, principal
with the risk management consult-

ing firm of Advanced Risk Man-
agement Techniques in Laguna
Hills, Calif.

The advantages of pools include
stabilization and reduction of in-

surance costs, the ability to tailor
forms for members' needs, in-
creased control overclaims and in-

creased sensitivity to losses, Mr.
Kahn said.

"Pooling has introduced what I
call the peer-pressure alternative
to motivating people," Mr. McGurn

said. He said he is amazed every
time he goes to a meeting of a

pooling board of directors and
hears how a little jovial comment
from a fellow pool member who
works for another city or agency
can nnotivate nnore good loss pre-

vention and claims reporting than
any insurer's loss reports were ever

able to do. "Nobody wants to be
looked upon by their peers as a
failure," he said.

However, Mr. Kahn said, "I

think there are problem spots that
need to be addressed so they don't
sink the pool and cause problems
in the long run."

Some panel members criticized
public entities' tendency to use
their bonding powers unnecessar-
ily to capitalize pools and thus put

a burden on taxpayers.
"In my opinion as a public ad-

ministrator. . .I think it is impru-
dent public policy to sequester that
kind of money with the over-
whelming likelihood that that
money will never be expended for
major losses, Mr. Hyman said.

However, Mr. McGurn said, "The
biggest fear I have in the back of

my mind is that. . .there are going
to be those instances where large
D&0 (directors and officers) or
E&0 (errors and omissions) claims

are going to be presented to the
board of directors of these pools
because somebody sold them what
they perceived as an insurance pol-
icy and it was really not an insur-
ance policy." I
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Employers facing more mental stress claims
By MEG FLETCHER

LAS VEGAS, Nev.-One type of
employee stress claim is not only
increasing employers' workers
compensation costs, but also may
have an impact on the tort system,
experts say.

Mental-mental claims, in which
a worker alleges that mental stress
such as verbal harassment caused

a mental problem such as a ner-
vous breakdown, have increased
significantly in recent years, said
Robert Dorsey, director of claims
for the National Council on Com-

pensation Insurance in New York.
However, such claims were vir-

tually unheard of 10 years ago, he
said during a panel discussion on
job injuries at the 25th annual Risk
& Insurance Management Society
conference earlier this month.

Increases in stress claims are

due, in part, to greater complexity
in the workplace and heightened

employee
awareness in

the wake of

media reports
on the subject,
said panelist
Russell A

Drake Jr., an
attorney and
vp-risk man-

agement services for Insurance-
Ohio, a subsidiary of The Ohio Co
in Columbus, Ohio.

Following court decisions favor-
ing employees who sought damages
for stress-induced illness, most
states have decided to treat men-

tal-mental cases the same as physi-
cal injury cases, generally as long
as the stress is unusual, Mr. Dorsey
said.

Even liberal states are looking
for ways to protect employers from
being held liable for stress claims
triggered not by any workplace re-
ality, such as harassment, but by
employees' personal subjective ori-
entation, he said.

Legislation governing treatment
of workplace stress claims has
been introduced and adopted in a
few states, he said.

An Ohio statute, for example,
says that "injury. . .does not in-
clude psychiatric conditions except
where the conditions have arisen

from an injury or occupational dis-
ease."

"The increasing recognition of
'mental-mentals' also has implica-
tions beyond workers compensa-
tion," Mr. Dorsey said. When the
workers compensation system was
designed, employers agreed to
compensate employees injured on
the job, in return for employees
giving up their right to seek recov-
ery through the tort system.

However, "the exclusive remedy
doctrine of workers compensation,
under traditional analysis, does
not bar tort recovery for non-phys-
ical torts," he said.

"But with the increasing recog-
nition of purely mental injuries,
this maxim may no longer apply. If
a mental injury is potentially com-
pensable, then logically, the corre-
sponding tort action should be
barred even though it is a non-
physical tort," he suggested.

Exclusivity is particularly im-
portant in mental-mental claims
because many of the common
sources of stress-supervisory ha-
rassment, co-worker harassment,
criticism, terminations, demotions
-form the basis for claims of sex,
racial or age discrimination or
other actions founded upon harass-
ment or violations of civil rights,
Mr. Dorsey said.

To employers and insurers, the
results in cases involving adverse
personnel actions are "a mixed
bag," Mr. Dorsey said. "On the one
hand, some tort suits involving al-
leged discrimination or harassment

may now be barred by the exclu-
sive remedy.

"But, on the other hand, in ter-
minations which are not even al-

leged to invoke any discrimination
or other factor to justify an excep-
tion to the doctrine of termination-

at-will, employees may now have a
new right to recover in workers
compensation for the injury caused
by an employer's exercise of its
discretion," he said.

"Since the right to fire and to
otherwise control the conditions of

employment are a great concern to
many, if not all employers, this
ara of claims should prompt sig-
nificant attention in the future,"
he said.

Non-physical torts are only one
of many challenges to the exclu-
sive remedy doctrine, Mr. Dorsey

said. Other challenges include
claiming that the employer acted
willfully and wantonly or suing the
employers' workers compensation
insurer, he said.

An employer may be liable for
damages under the "dual-capacity
doctrine," which applies, for ex-
annple, when a truck driver for a
tire manufacturer tries to recover

from collision injuries in part by
suing his employer in its "dual ca-
pacity" as a manufacturer of alleg-
edly defective truck tires that the

employee contends contributed to
the accident.

An employer also may be held li-
able for damages through "recov-
ery over," in which, for example, a
punch press operator who smashes
his hand in a press because of a
missing machine guard sues the

press manufacturer, who then sues
the operator's employer for con-
tribution.

Employers also may be con-
cerned about employees suing co-
employees, which is "a matter of
major and increasing concern
around the country," he said.

About six states generally allow
most fellow-employee suits. Mean-
while, the remaining states, the
District of Columbia and Puerto

Rico are nearly equally split be-
tween those that do not allow suits

at all and those that generally do
not allow them unless the case in-

volves situations such as inten-

tional torts, willful and wanton
acts, gross negligence or negligent

operation of a motor vehicle.
Injured employees have an in-

centive to file these lawsuits be-

SM

cause "in certain jurisdictions, it is
sometimes possible to recover
amounts greater than those pro-
vided under the workers compen-
sation program by suing fellow
employees," he said.

Executive officers seeking pro-
tection from some types of fellow
employee lawsuits may look to
their employers' new commercial
general liability policy, Mr. Dorsey
said.

Meanwhile, depending on state
laws, some low-level employees
may want to have their ho-
meowners insurance policies en-
dorsed to protect them from suits
by co-workers, he said.

The panel was moderated by
Maureen Ramert, the NCCI's assis-
tant director-national affairs in
New York I
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Insurer advocates arbitration, mediation
By JERRY GEISEL

LAS VEGAS, Nev.-Employers
should consider mediation and ar-

bitration as alternatives to the na-

tion's overburdened and under-

funded civil justice system, an
insurer says.

"Why not bring in an impartial
third party? It is a win-win situa-
tion," says Kathleen M. Cullen,
director of the alternative dispute
resolution department at Travelers
Corp. in Hartford, Conn.

Speaking earlier this month at
the 25th annual Risk & Insurance

Management Society conference in
Las Vegas, Ms. Cullen described
the courts as often unsatisfactory
to both the plaintiff and the defen-
dant.

Both parties have to contend

with lengthy delays, with billions
of dollars being chewed up by legal
fees and administrative expenses,
she noted at a seminar titled "Al-

ternate Dispute Resolution-How
to Use It to Your Advantage."

"Litigation takes on a life of its
own. . .with motions and briefs

being filed," Ms. Cullen said.
But alternative resolution proce-

dures, such as mediation and arbi-

tration, can cut costs and speed up
settlements, she said.

Since 1983, Travelers alone has

settled some 2,500 cases through
alternative dispute procedures,
saving the insurer several million
dollars, she said.

The two major alternative dis-

pute procedures-mediation and
arbitration-differ substantially in
their application, Ms. Cullen ex-

\AA

plained.
In mediation, an independent

third party-known as the media-
tor-discusses the issues with the

two opposing parties and helps the
parties come up with a solution.

As a example of mediation, Ms.
Cullen described a situation in

which two men were in a library.

One wanted a window open for
fresh air. A second man com-

plained that an open window
would create a draft.

A mediator might suggest open-
ing a window in an adjacent room
to bring in fresh air without creat-
ing a draft.

"Mediation is a way of moving
the parties to the real issues," Ms.
Cullen said.

However, in mediation, the final
decision rests with the parties, not

In today's reinsurance marketplace, time
is of the essence. That's why American Re
invented Fast Fac.

Fast Fac is an integrated system that expe-
dites the clearance and processing of.
Facultative risk submissions.

For three years, Fast Fac has enabled our
dedicated staff of professional underwriters
to provide facultative answers with speed
and accuracy
And we offercomplete Facultative service
in 14 strategically located offices through-
out the U.S. and Canada.

Fast Fac. Another reason whyAmerican Re
is the Leader of the Fac.

American Re-Insurance Company
One Liberty Plaza, 91 Liberty Street, New York, NY 10006 (212) 618-7000

Atlanta · Boston • Chicago · Columbus • Dallas
Hartford · Kansas City • Los Angeles • Minneapolis · New York · Philadelphia · San Francisco

Bogota · London · Melbourne · Montreal • Santiago · Singapore · Sydney • Tokyo · Toronto

with the mediator.

By contrast, in arbitration, both
parties not only agree on an inde-
pendent third party, but also agree
to follow his findings, Ms. Cullen
said.

Currently, arbitration is being
used to resolve a wide variety of
disputes, noted Robert Coulson,
president of the New York-based
American Arbitration Assn., a

non-profit organization whose of-
fices handled about 47,000 cases

last year.
Arbitration frequently is used in

disputes involving wages, con-
struction contracts and termina-

tion of employment, Mr. Coulson
noted.

In a typical situation, battling
parties first will agree to submit to
arbitration. After that, the AAA

will send a letter to the parties
with a list of names of potential
arbitrators in the geographic area
where the parties are. Arbitrators
often are attorneys or retired
judges; the AAA maintains a list of
about 65,000 qualified arbitrators.

After the parties agree on an ar-
bitrator, the parties present evi-
dence in a streamlined meeting,
which can take place in such set-
tings as a hotel room.

Often, evidence can be presented
within a day, Mr Coulson said, and
a decision can be handed down

within 30 days of the meeting.
"Arbitration is a modern sys-

tem. . .it is a simplified procedure
for getting a decision," Mr. Coul-
son said.

Alan Robbins, a senior partner
with the law firm of Morrison, Ma-

honey & Miller in Boston, noted
that both plaintiffs' and defense
attorneys may feel threatened by
alternative dispute resolution
mechanisms.

For example, a plaintiffs' attor-
ney may be concerned that if a case
is settled early, he could have diffi-
culty collecting his full contin-
gency fee.

"That is our system's fault. The
going rate (for a contingency fee),
at least in Massachusetts, is 33.3%
before trial and 40% if the case

goes to trial," Mr. Robbins ob-
served.

"Let's give the lawyer 40% if he
settles the case, 33.3% if the case

goes to trial. In addition, let's give
him a premium if he settles within
three months after a claim letter

goes out," Mr. Robbins suggested.
On the defense side, compensa-

tion could be tied to the length 01
proceedings. For example, if the
defense attorney spends 100 hours
on a case, "give him $200 a hour. Il
he spends over 200 hours, give him
$100 per hour," Mr. Robbins said.

Alternative dispute resolution
methods work especially well in
business disputes where both sides
want to maintain a relationship
and are eager for the dispute to be
settled without the glare of a pub-
lic trial, Mr. Robbins said.

For example, in a Pecent Massa-
chusetts case, a large, unnamed
employer sued its workers compen-
sation insurer charging that the
company did not properly investi-
gate disability claims, inflating its
premiums.

The employer charged that the
insurer had overpaid or even dou-

ble-paid on many claims, Mr. Rob-
bins said.

The insurer feared the negative
publicity possible during a trial
and agreed, along with the em-
ployer, to abide by the decision
handed down by a neutral third-
party.

Instead of waiting years for the
case to be heard in the courts, the

dispute was resolved in just six
months, with the insurer paying
less than what the employer
sought, but the employer receiving
a more favorable workers compen-
sation program for future claims,
Mr. Robbins said.

"Persuade your neighbors to
compromise whenever you can.
Point out to them how the nominal

winner is often a real loser in fees,

expenses and waste of time," Mr.
Robbins said.

Not all disputes, though, should
be resolved through alternative
dispute resolution.

"Although mediation, mini-trials
and so forth may be viewed as
more flexible and efficient, some

disputes need to aired publicly in
order to develop precedent or pub-
lic standards on emerging issues,"
Mr. Robbins said.

The session was moderated by H.
Brown Baldwin, vp-insurance at
Eastern Gas & Fuel Associates in

Boston. I
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Examine your risk retention capability: Broker
By JUDY GREENWALD

LAS VEGAS, Nev.-Companies
may learn they can retain signifi-
cantly more risk than they had
previously thought if they follow a
two-step exercise of forecasting
expected losses, then analyzing the
financial liquidity of their balance
sheet, one broker suggests.

Richard B. Cantrell, senior vp of

the Greater New York Region for
broker Alexander & Alexander Inc.

in Greenwich, Conn., described the
technique at a session at the 25th
Annual Risk & Insurance Manage-
ment Society conference earlier
this month.

The purpose of the technique,
said Mr. Cantrell, is to enable large
corporations to internally fund all
losses except true catastrophes,

which then would be insured in the

commercial insurance market, said
Mr. Cantrell.

"The large corporation is going
to pay its own losses over time
except for catastrophes" in any
case, said Mr. Cantrell. They
should therefore benefit from the

less expensive approach of financ-
ing their risk internally to the
greatest extent possible, rather
than tapping commercial markess.

"Optimum internal financing is
achieved when losses to the 95th

percentile can be financed inter-
nally and losses above this amount
transferred to the commercial in-

surance marketplace," said Mr.
Cantrell.

"The key constraint is determin-
ing the corporation's financial ca-
pacity to retain risk," he added.

He noted corporations already
have a predetermined level of ex-
pected losses. His technique fo-
cuses on how the risk between this

level of risk and the "95th percen-

tile" of risk-up to but not includ-
ing true catastrophes-can be in-
ternally financed.

The risk management objective,
according to Mr. Cantrell, is "the
economical protection of the com-
pany's growth and profitability
from impairment due to the hazard
risks related to its operations."
These hazard risks include fire

and/or explosion, windstorm, vehi-
cles, flood, sabotage and theft, he
noted.

Mr. Cantrell noted risks can ac-

tually be broken down into four
classifications. These are:

• Property, including fire, ex-

From the risk management professionals at Ernst & Whinney.

plosion, earthquake, machinery,
transit and crime risks.

• Casualty, including opera-
tions, product, contractual, con-
tractors, employees and automo-
bile liability.

• Business interruption, includ-
ing direct and consequential loss of
income.

• Human resources risk, includ-

ing the loss of income through dis-
ability.

Mr. Cantrell's loss funding tech-

nique can apply to all but the
human resources category.

Risk management techniques, he
noted, include risk inventory, risk
analysis, risk control, risk reten-
tion, risk financing and risk ad-
ministration.

Factors taken into account in

risk analysis include loss location,

How to lower the cost ofrisk

while improving
insurance strategy effectiveness.

A critical challenge to corporate
management is to balance cost factors
against quality insurance protection.

The experienced professionals at
Ernst & Whinney's Risk Management
Consulting Practice can help you meet
this challenge through systematic,
objective, multidisciplinary assessments
of current programs and the develop-
ment, when necessary, of new ones
tailored to your specific needs.

Here are some examples of our
services:

Performance of an Insurance/Risk

Management Audit. This helps to elimi-
nate gaps or overlaps in coverage;
analyze premium pricing strategies;
manage the selection of an insurance
broker or a competitive bidding process.

Assessment and/or oipanization of an

in-house risk manazement department.

This helps to monitor present and future
risk management needs and appraise
current procedures and communications.

Establishment of a more effective loss

prevention system. This helps to reduce
product, worker and facility risks.

Development of an insurance portfolio

database This helps to access worldwide
proprietary risk management data.

Development of an actuarial analvsis

of expected losses. This helps to analyze
cash flow effects and forecast future

risk costs.

Development of a self-insurance or
captive insurance feasibility study. This
helps to minimize premium expense
and administrative costs, and to estab-
lish an insurance profit center.

Implementation of a viable emplowe

ben@-plogram. This helps to develop a
complete spectrum of cost-effective
employee benefit plans.

For more information, please contact
Richard S. Van Cleave III, National
Director, Risk Management Services,
787 Seventh Avenue, New York, NY
10019. Or call toll-free in New York State

1-800-882-4252. Outside the State call

1-800-U-CALL-EW.

Elli Ernst &Whinney
And results. They go together.

description, cause, frequency, se-
verity and an evaluation of the
probable maximum loss.

Risk retention can be expressed
as a fixed amount, a percentage of
sales, on a per-share basis or on an
aggregate basis.

Risk financing, he continued, can
involve expenses, book reserves,
funds, cash flow, insurance and

captives. All but the latter two ca-
tegories are considered with this
technique, he indicated.

Risk analysis and risk retention
capacity are the key elements used
to determine how much risk can be

internally financed, he said, de-

monstrating the technique with a
risk analysis for all coverages com-
bined developed for an actual com-
pany. The company, which had a
$2.5 million per-loss retention, had
expected losses of $14,368,000. In
the 95th percentile-excluding a
major catastrophe-the company
judged it had potential losses to-
taling $19,429,000.

Key elements in the next step,
which is determining corporate ca-
pacity to retain
additional risk

above the ex-

pected losses, -ee=:,(--24»23'
are an evalua-

tion of liquid-

ity, financial 4:k
strength and .11
earnings, said
Mr. Cantrell.

He noted the relative importance
of each of these factors in deter-

mining the amount of risk the com-
pany can retain is dependent on
the company's business. For in-
stance, liquidity, which reflects

how much ready cash a company
has, would be relatively more im-
portant than financial strength or

earnings for a company that has
high-frequency, high-volume
claims, such as a company report-

ing many work comp claims.
On the other hand, financial

strength would be relatively more
important for a company that faces
product liability claims because of
their long-tail nature.

In the case of the company Mr.
Cantrell used to demonstrate the

risk funding technique, it was de-
cided that liquidity would be given

a weight of 20%, financial strength
would have a weight of 47% and
earnings would have a 33% weight,
for a total of 100%.

Each one of these categories

must be individually analyzed,
however, said Mr. Cantrell. He

noted, for instance, liquidity mea-
sures can be looked at from the

perspective of either working capi-
tal, free cash or lines of credit.

This particular company, for ex-
ample, has $427,654,000 in work-
ing capital. After analysis, it is de-
termined the minimum percentage
of its working capital that could be
devoted to losses is 1%, while the
maximum is 5%.

It was decided to use an in-be-

tween weight of 2%, so that while
the bare minimum is not used,

there is a -comfort" or safety fae-
tor built in. Because 2% of

$427,654,000 is $8,553,000, this
means this portion of the com-

pany's working capital could be
allocated as a net risk amount.

A similar exercise is then com-

puted within the liquidity category
for free cash and lines of credit.

The total that emerges from an
analysis of free cash is $4,386,0000,
while for lines of credit, the total is

$13,955,000.
The adjusted average for all

three subcategories of liquidity,
working capital, cash and lines of
credit, is $7,659,000. Because li-
quidity measures overall had been
given a category weight of 20%,
this means the net risk amount for

liquidity measures is $1,534,000.
Continued on next page
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 EXCESS INDEMNITY POLICYBliey Number:

Excess

Lianity
Policy

J1112

Americanlbooess Insurance Association

ThePatchworkQuiltVs.
Our$75MillionB]anket.

A single policy of $75 million over $25 million in excess liability coverage is now avail-
able from the American Excess Insurance Association.* We're a new facility comprised of
domestically admitted insurance companies. Within our policy you can avoid missing layers,
inconsistent language, offshore captives or disputes among multiple carriers.

You enjoy the benefits of one claim manager, one underwriting facility, one policy of
$75 million beginning at $25 million. You may choose $50 million or $25 million policies (also
in excess of $25 million) if they represent your top layer of coverage.*

The members of the American Excess Insurance Association (you may have heard us
called the "American Slip") are among the nation's largest and strongest insurance institutions,
with the capacity to finally bring stability, consistency and permanence to the excess liability
market. The association is qualified to do business in almost every state of the union.

Your premiums are tax deductible and there's no added investment or "reserve premium"
to lock you in. Our underwriting standards are designed to satisfy a broad spectrum of American
business.

If you're interested in the advantages of stable and uniform excessliability coverage, ask your broker or company agent to call this number: 
(203) 528-1931.

*Note: A few classes are restricted to $50 million in excess of $50 million.

Each member is severally and not jointly liable for its share, as specified in the policy, of any assumed risk. Terms and
conditions of coverage are as stated in the policy.

American Excess
Insurance Association

/Etna Life & Casualty,Insurance Company of North America, a CIGNA company, Chubb Group of Insurance Companies,
Crum and Forster Insurance Organizations, General Accident Insurance, The Home Insurance Company, NAC Re Group, The Travelers, Zurich-American Insurance Group.

(Underwriting member companies: The /Ema Casualty and Surety Company, Insurance Company of North America, Federal Insurance Company, United States Fire Insurance
Company, General Accident Insurance Company of America, The Home insurance Company, North American Company for Property and Casualty Insurance,

The Travelers Indemnity Company, Zurich Insurance Company, US Branch.)
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Risk financing
Continued from page 36

The same process is gone through
for financial strength, which is ex-
amined from the p€rspective of net
worth, total assets and total stock
value. The net risk amount that

emerges from this category for the
company in the example is
$8,394,000.

The net risk amoint for earnings.
which is locked at from the per-
spective of gross sales, projected
pretax earnings and average three -
year pretax earnings, is $1,687,000.

When the :otals for all three ca.

tegories are totaled. it emerges thar
the company has E total ne. risk
retention of Sll.61€,000.

One way :o evaluate this, Mr.
Cantrell indicated, is thai: with ex-

pected losses of $14,368,000 and a
95th percentile level of
$19,429,000, the compar.y is at risk
for $5,061,0)0. If this amount is
then subtracied from the total cor-

porate net risk retent:on of
Sll,616,000, the company actually
has additional risk capacity total-
ing $6,555.000.

Yet another way to look at it, he
said, is to say that wish the ex-
pected losses of $14.3 million that
already have been allocated by the
firm, plus:he $11.6 million in ad-
ditional corpora:e net risk reten-
lion that emerges from the finan-
cial capacity analysis, the company
actually has $25.9 million in total
risk retention capacity.

Assisting Mr. Cantrell in an-

swering questions on the technique
were Richard B. Hall, executive vp
at An.stics Inc., an A&A unit in

New York, and T.A. Caragker, se-
nzor vp of A&A's Greater New
York Region.

The session moderator was

James J. Daly, manager-bro-
kerage/risk management a: Gen-
eral Electric Credit Corp.'s insur-
ance operations in Stanford,
Conn.

Insurance fraud not frivolous: Panel
By DEBORAH SHALOWITZ

LAS VEGAS, Ner·.-Insurance

fraud Costs approximately 10 cents
of every premium dollar, observers
say, warning that insurance fraud
and abuse are on the rise.

"The dollar loss" from fraud "is

passed along to everyone no matter
who was to blame." says Wendall
C. Harness, director of the Insur-
ance Crime Prevention Institute, a

ncn-profit organization based in
Wastport, Conn., that investigates
insurance fraud.

One of the major problems in
dealing with insurance fraud is
that many just don't regard it as a
serious crime, agreed other panel-
ists during a sessicn entitled "The
Changing Face of Insurance
Fraud" at the 25th annual Risk &

Insurance Management Society

If you knew us then,

.D ..

C&cfbc=?=

conference in Las Vegas earlier
this mdnth.

Insurance fraud is "just another
way of being a thief," declared Jo-
seph A. Murray, chief investigator
01 the insurance fraud section of

the Nevada attorney general's of-
fice. Mr. Murray said that in some
states, such as Nevada, making
false statements on an insurance

application is a felony, while in
other states it would not be.

However, in all 50 states, at-
temp:s to obtain miney by false
pretenses is a felony, said Ann
Perry, assis.ant U.S. attorney for
the District cf Nevada.

Ms. Perry added that people in-
volved in a staged accident can be
prosecuted under a charge of rack-
eteering, which is defined as a
grouT o' pecple conspiring to com-
mit certain kinds of crimes, in-

cluding embezzlement.
One of the most prevalent kinds

of insurance fraud that an em-

ployee benefit manager might en-
counter is inflated medical claims,

said Ms. Perry. But "in this kind of
crime, people don't think they're
doing a darn thing wrong," she
said.

Some states are making headway
in fighting insurance fraud with
special investigative units.

Nevada, New York, California,
Florida, Idaho and North Carolina
all have insurance fraud units that

are part of the state's law enforce-
ment apparatus, said Mr. Murray.

The two main areas of insurance

fraud that are investigated in Ne-
vada are false claims against an in-
surance policy and false applica-
tions, Mr. Murray said. Since the
insurance fraud unit was created

by the Nevada Legislature in 1983,
45 people have been convicted of
insurance fraud. Another eight
cases currently are being prose-
cuted, he added.

Nevada's insurance fraud unit is

funded through an annual assess-
ment of up to $500 from each agent
or insurance company licensed in
the state, according to Mr. Murray.
Ms. Perry estimated that the unit's
annual budget is about $250,000.

Much insurance fraud goes un-
discovered for years, making pros-
ecution less likely because of stat-
utes of limitations, said Ms. Perry.
In Nevada, for example, a lawsuit
against a person for false state-
ments on an application must be
filed within three years of the sub-
mission of the application. For fed-
eral crimes, such as mail or wire

fraud, there is a five-year statute
of limitations, Ms. Perry added.

The ICPI's Mr. Harness said that

if risk or benefit managers notice
what they think is insurance fraud,
they should report the incident to
an in-house legal counsel or police.

Insurers can report suspicions of
fraud and abuse to the ICPI, which
will investigate the accusation and
turn over relevant findings to ap-
propriate law enforcement auth-
orities, according to a spokeswo-
man for the organization. The ICPI
was founded in 1971 and is sup-
ported by 420 property/casualty
insurance company members that
write approximately 80% of the
premiums in force in the United
States.

Although insurers may be reluc-
tant to prosecute insurance fraud,
everyone would be better off if
they did, said Ms. Perry. She said
prosecutions would teach people
that insurance fraud and abuse are

serious, punishable crimes.
Furthermore, companies can

gain financially through restitu-
tion, which is the right of any vic-
tim, she pointed out.

Other kinds of fraud-besides

insurance fraud-that companies
may be subject to include embez-
zlement, theft of inventory and
supplies, improper use of expense
accounts and unnecessary travel,
warned Lawton Swan III, presi-
dent of Interisk Corp., a Tampa,
Fla.-based risk management con-
sulting firm.

"We're seeing an increase in
these types of problems," Mr.
Lawton commented. He said his

company has been treating these
issues as major liability exposures,
even if actual losses have not oc-
curred.

Risk managers may want to in-
clude these types of potential
problems as part of their exposure
assessment, suggested Mr. Swan.
He advised risk managers to be "as
thorough as the property exposure
survey" when looking at these situ-
ations.

The panel was moderated by Sa-
muel Y. Fisher Jr., insurance man-
ager for Hamilton Brothers Oil Co.
of Denver. I
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« Your Job Is To Offer A Hassle-Free Health Plan.
Our Job Is To Keep Complaints To A Minimum

And Solve Problems Quickly"

Our customers are busy executives... CEO's
and benefits managers who don't want to be bogged
down by employee complaints. Yet many health plans
create nothing but problems that take too much time
to solve.

That's why Health Net is catching on so quickly
all over the state. We've made a commitment to
member satisfaction... and we back it with an

extensive network of medical groups and five
times as many service personnel as sales

Beverly A. Fittipaldo, Vice President,

Administration and Medical Policy, Heattb Net

people. For those times when problems may occur,
we have a quality assurance process to resolve them
quickly and efficiently.

After all, no one needs the headaches
brought on by dissatisfied employees who are
having problems with their health plan. Offer

them Health Net and you'll feel a whole
lot better.

Health Net. Because it doesn't have to hurt.

HEALTH NET
A Federally Qualified HMO.

The Next Generation In Health Care.
Available to companies with 15 or more full time employees.

For further information, call your insurance broker or a Health Net representative at 1-800-522-0088.
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Careful planning can prevent labor litigation
By DONNA DiBLASE explained. duty he explained sure to these claims by "meticu- There also has been an increase

• Tort claims Employees can also sue if tney lously reviewing all terminatlons in the costs and numbers of sexual
LAS VEGAS, Nev -An increase "The bad news is, along witn belleve they were terminated for before they occur Look at whether harassment and discrimination

in wrongful termination, discnmi- contract sults, the area of tort anti filing a complaint about a product the employee has filed a workers suits filed by employees against
nation and sexual harassment personal .njury suits related b manufactured by the employer or compensation or health and safety employers, noted Janie Mayeron,
claims filed by employees pose wrongful terminat-on _s grow_ng, ' about the safety of tt e workplace claim or if he has filed a product an attorney with the Minneapolis
growing liability risks to employ- he noted "Ycur e>pos.lre to puni- Other tort claims include irten- complaint," Mr Cron-n noted law firm of Popham, Haik, Schno-
ers, experts say tive damages increases here be- tional mfliction of emotional dis- While the average cost of litiga- brich, Kaufman & Doty Ltd

"The risk manager's knowledge cause the tort claim is snuck in " tress by the employer, defamation tion and veraicts in wrongful ter- "The amount of damages in these
of these legal liabilities is essential Among the grounds for a tort of the employee's character by the minat_on suits varies "the garden cases is high because ]uries are
to controlling losses," noted Bruce claim is the emplober's violation of employer's dissemination of false variety California-style case in very interested in punitive damage
M Klein, corporate counsel and public po-icy in :erminating ar. oral or written statemer ts and which the employee has worked for claims And, the courts are very in-
risk manager for New York-based employee-such as firing an em- negligent hiring or retention of em- six years and earns about $30,000 a terested in hearing cases that in-
textile manufacturer, Belding He- ployee for exercising a statutori ployees who harass ither employ- year could cost between $40,000 volve unequal bargaining power
minway Co Inc right or duty like Siling a workers ees and $80,000 through the trial," he between employees and employ-

Risk management issues in labor compensat zon claim or serving jur, Employers can limit their e cpo- obseried Continued on next page

and employment law were exa-
mined during a panel discussion at
the 25th annual Risk & Insurance

Management Society conference in
Las Vegas earlier this month

"There has been an increase in

the number of wrongful termina-
tion suits

brought by em-
ployees The
termination of Between the insurance coverageyouneedand world
any employee
in today's liti-
gious society is .

a big risk," ob-
served Frank 5,25:

Cronin, an at-

torney in the Los Angeles office "; /-:(es. 'm X w i.fFS '.j ,
of Jackson, Lewis, Schnitzler &

/ 1,

R 8 : i"

Krupman, a nationwide law firm 4, '

that represents employers in em- S .

r

ployment litigation , S«

When terminating an employee O,<

for any reason, "you should not
believe you can depend on the his-

-

torical employment-at-will rule,"
as a legal defense, he said

The employment-at-will rule
.

says that in the absence of a state
or federal statute, an individual

employment contract or a collec-
tive bargaining restriction, every
employment is an employment-at-
will, meaning employment can be
ended at any time, for any reason
and without notice, he said

However, the National Labor

Relations Act, the Clvil Rights Act
and the Age Discrimination m Em-
ployment Act of 1967-have
changed the way the employment-
at-will rule is interpreted, Mr
Cronin noted

The reasons for wrongful termi-
nation suits brought by employees
and preventive action to be taken
by employers include

• Breach of implied contracts
between employers and employees

Discharged employees can sue on

the grounds of a breach of oral and
written promises-or "implied

contracts"-of secure employment
and certain employee benefits, he
said

54 You can defeat a great number
of implied employment contract
claims if you clearly state in hand-
books that the employee's employ-
ment is employment-at-will and
can be terminated by you or any
supervisor for any reason," he ex-
plained

And, "if you have reason to be-
heve an employee will sue you
after termination, have the em-

ployee sign a release and give the
employee an economic settlement
in addition to any severance pay
already promised" to avoid litiga-
tion, he said

Also under the implied contracts
theory, an employer can be sued
for discharging an employee with-
out following any published per-
sonnel policies and procedures de-
tailing the course of action to be
taken before an employee is ter-
minated, he added

"If you have employee termina-
hon procedures printed in books,
make them seem optional and not When K zomes to marketing nsur- network of tte Sedgwick Group, Frankfurt to Tokyo, from Singapore
mandatory procedures," Mr ance isks for clients, james is liter- w th 300-plus offices n 64 countries to Sydney to San Francisco, james
Cronin advised ally in a positicn to offer the world around ne globe, James cal place has access to all of the world's insur-

• Contract damages Through its mo-e than 90 offices coverage in any market anywhere ance markets, with hands-on exper-
Terminated employees sue for around the cointry and, througs @te From New York tc London, from tisetofind notonlytheunderwriting

back pay, reinstatement and resti-
tution of lost benefits, Mr Cronin



Continued from previous page
ers," Ms. Mayeron explained.

"There always will be discrimi-
nation claims and with the advent

of AIDS in our society, I believe
this will be a hot area," she pre-
dicted, referring to acquired im-
mune deficiency syndrome.

Discrimination claims are filed

on the basis of violation of an em-

ployee's civil rights, violation of
the Age Discrimination in Employ-
ment Act or violation of any state
or local acts. The objective of these
laws is to prevent and redress dis-
crimination in the workplace, she
said.

Discrimination claims are filed

on the basis of denied promotions
of employees; demotions of em-
ployees; termination; compensa-

tion and benefits the employee
feels he or she should have re-

ceived but didn't; and harassment
by another employee, manager or
supervisor, she said.

These suits can charge the em-
ployer with discrimination by ei-
ther disparate impact or disparate
treatment, she explained.

Under the theory of disparate
impact, the employee does not have
to show that the employer intended
to discrirninate, but only that the
employer introduced some type of
policy that became discriminatory
against a certain class of employ-
ees, she said. Most claims relate to

this theory.
Under the disparate treatment

theory, the employee must show
that an employer intentionally

chose an action or policy because it
would discriminate against the em-
ployee or a group of employees.

Discrimination suits can be filed

for the following reasons:
• Comparable worth.
In these cases, the employee

charges that other employees doing
comparable work are being paid or
are receiving different treatment

than he or she is, Ms. Mayeron
noted.

"This is not the same as women

saying they are not getting equal
pay. That is supported by the
Equal Pay Doctrine. Comparable
worth is not supported by any fed-
eral statute."

• Sexual harassment.

There are two types of sexual ha-
rassment claims, she said.

nsurance markets is avast distance

capacity but the underwriting secu-
rity you need.

james connects the continents for

you to deliver the world of insurance
coverage.

Under the "quid pro quo the-
ory," the employee charges that he
or she was required to give a sex-
ual favor to receive a promotion or
raise. Or, an employee can charge

that he or she had to put up with
an overall hostile environment.

These claims have been filed not

only by employees who were sex-
ually harassed, but also by other
employees who weren't harassed,
but who feel they were overlooked
for promotions or raises in favor of

the employee who performed
favors, she noted.

To limit exposure to these suits,

"employers can't put blinders on.
You have to make it known that

you want to be aware of these inci-
dents by developing a specific re-
porting procedure," she said.

James builds the bridge.
America's premier insurance broker

OUSYneSS Z,eJUTU'nCe, tiprll la, 130 1 /,1

The remedies employees can seek
in discrimination or sexual harass-

ment claims include back pay,
front pay, punitive damages, pain
and suffering and attorneys' fees,
she noted. "These can be very ex-

pensive cases."
If a formal claim is filed against

an employer, the employer should
first notify its insurer, Ms.
Mayeron noted.

"Then, immediately investigate
and interview people who have a

particular knowledge of discrimi-
nation or harassment claims and

get in-house or outside counsel in-
volved," she advised.

The employer also should con-
sider settlement as opposed to liti-
gation if possible, she said. There
are settlement options besides
money, she said. These include re-
instatement if the employee de-
sires; promotions; training; em-
ployment counseling if the
employee is not to be reinstated;
references; or a simple apology re-
quested by the employee filing the
claim.

Above all, the employer should
cooperate fully with the Equal

Employment Opportunity Com-
mission, she said. "It does no good
to dig your heels in because the
EEOC has a long memory-not just
for this claim but for others as

well."

And, "it is important to get that
claim to your broker and have him
investigate the law relating to the
claim," said Allen E. Peterman, a

vp in the New York office of broker
Alexander & Alexander Inc.

"If it's available, most of our cli-

ents have added a personal injury
liability endorsement and a dis-
crimination clause to their com-

mercial general liability coverage,"
Mr. Peterman added.

Along with wrongful termination
suits and discrimination claims,
employers also must protect them-
selves against litigation over ter-
minated retiree health care bene-

fits, noted Nancy Platt Jones, a vp
in the Boston office of benefit con-

sultant Johnson & Higgins.
The best protection against these

exposures is to avoid unintended

benefits promises, she said.
"Review all plan documents and

train supervisors not to answer

benefits questions-let your bene-
fits personnel handle questions,"
she advised.

Mr. Klein of Belding Heminway
moderated the panel discussion. I
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Reduce the impact of worker injuries: Panel
By MEG FLETCHER

LAS VEGAS, Nev.-The next best thing to preventing em-

ployees from hurting themselves on the job is reducing the
impact of the injury afterward, experts say.

Employers need to set policies and procedures designating
medical providers, in-house claims handlers and a restricted
duty program, they point out. A restri cted duty program
allows an employee to return to the workplace, although his
temporary physical limitations require that he be assigned
temporarily to a less demanding job.

Experts discussed workplace injuries from the perspective
of both a large and small employer at a session at the Risk &
Insurance Management Society's 25th annual conference in
Las Vegas earlier this month.

An employer should designate one or more cooperative
local doctors, clinics or hospitals to notify the employer or its
company doctor when an employee is brought in for emer-
gency treatment, said Pierrette E. Ray. risk management offi-
cer for Westminster, Colo. The city employs 525 persons full-
time in addition to part-time employees.

However. employers must also take steps to give an em-
ployee some freedom of choice in receiving health care, she
said.

This can be done by allowing them to choose from among
designated health care providers, Ms. Ray said.

Or, an employee may he allcwed to see his own doctor, but
be required to visit the company's designated doctor when
there is a question about the employee's doctor's recommen-
dation, said Lucille A. Gallagher, vp-risk managemen: for
Monfort of Colorado Inc. in Greeley, Colc.

Monfort is a beef and lamb processing company that em-
ploys more than 3,000 of its 4,500 total employees in high-
risk jobs related to butchering.

Monfort requires that a company representative make most
medical appointments for an employee who was injured on
the job and keeps written reccrds of the employee's progress
to ensure that his conditbn is monitored by the company's
health services personnel and that they communicate with
the employee's direct suEervisor.

Hiring a physical therapist to supervise the treatment of
injured employees at one Monfort plant site drastically re-
duced the number of claims, Ms. Gallagher said. Workplace
injuries at Monfort typically include tendonitis, muscle
strains, carpal tunnel syndrome as well as cuts, she said.

Ms. Ray recommended that even small employers like a

municipality should have doctors send their bills for work.
related injuries directly to the employer. By doing this, she
said, "You are protecting your ov-n interest. You are protect-
ing your employee and you are pntecting your company."

While a largely self-insured employer like Monfort has its
own claims handlers, even a small employer shou.d designate
one staff member to be the contact person for claims relatinE
to a workplace injury. Even if a ihird-party administrator is
actually paying the claims, she said, "Someone must be
put in charge of watching the store from the inside. . ."

A supportive attitude from an employee's direct supervisor
is important in getting an employee back to work following a
workplace injury, both speakers agreed. However, that is not
always easy to accomplish, especially when the employee
needs to be brought back on restricted duty becaise a dOCtOI
has certified that he is temporarily impaired physically.

"One of the most difficult things was getting =he coopera-
tion of supervisors," Ms. Gallagher said. Monfort supervisors
are concerned about production quotas and only wanted
workers under them who could perform at 100% of capacity
Consequently, they would refuse to take
back temporarily impaired employees
and Monfort had no choice bu: to put .'.
them in a general work pool, although it '

:21 (rlagth frifidenough tasks for them, f22#.7She was able to change that att.tude by 1 2 - fcharging the cost of each employ k s dis- ,55-21%
ability back to the profit center where
he worked. She charged both fixed costs,
including a portion of administra-ire costs, and :2tual claims
as they were incurred. A stop-loss cap prevented a smal.
division from being unfairly affected by a catastrophic loss.

Overly aggressive supervisors who try to bring an ailinE
employee back to a full work schedule too soon are curbed b>
a tough, well-respected rehabil.tation therapist, Ms. Gal-
lagher said.

However, some employers hav€ a problem with employees
wanting to linger too long doing .estricted dity because it is
less physically demanding. Employers can prevent that b>
making the work boring; Ms. REY said. For example, a ca-
sino operator some years ago hac recuperating dealers wraT
bars of guest soap, according to Ms. Ray, who used to be ar
Occupational Safety & Health Administration inspector ir
Nevada.

While employers should try to lessen the impact of an em-

e
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ployee's workplace injury, it is even better if the accidents
can be prevented, the speakers said. Preventing accidents
saves not only medical and disability costs, but also indirect
costs like lost productivity caused by a missing worker and
supervisors' time spent explaining what happened.

Disability prevention can be practiced by small and large
employers alike if they have a set of appropriate policies and
procedures, speakers said.

They should include pre-employment physicals to screen
out applicants who are physically unable to perform a job.
The tests should be directly related to job requirements, to

avoid unfairness and discrimination charges.
"You don't do anyone a favor by putting them in a job they

are not able to do," Ms. Ray said.
Monfort's applicant screening is primarily done by nurses

who use extensive checklists to make sure that employees can
perform any job in the plant, including lifting 75 pounds, in

both cool and temperate environments. The company had
previously used doctors to routinely screen employees, but

that was too costly. Doctor screening is now only done for a
questionable applicant, like one who has a surgical scar on
his back, Ms. Gallagher said.

In addition, applicants must pass drug tests before being
placed on a 90-day probationary period, she said.

Employers may want to consider subscribing to a claim
screening service, like The Index System in New York, which

tracks the names of persons who file workers compensation,
personal injury and automobile injury claims, Ms. Ray said.
"There are people out there who are professional plaintiffs,"
she said, and they must be weeded out.

To prevent disability claims, an employer should also regu-

larly inspect operations and talk with supervisors and work-
ers about safety problems and potential solutions. In addi-
tion, appropriate safety equipment and training are essen-
tial, both speakers agreed.

An employer-sponsored first-aid course is a good means of
increasing workers' awareness of the need for safety, Ms. Ray
said. Meanwhile, employers also need to routinely review in-
jury reports and loss runs to help them spot problem areas
early, she pointed out.

Wellness programs, including pre-work warm-up exer-
cises, can help reduce injuries among some types of employ-
ees, like those in maintenance departments, Ms. Ray added.

The session was moderated by Stella P. Alexis, insurance
manager at Mountain States Telephone & Telegraph Co., a

unit of US West Inc. of Englewood, Colo. I

STRUCTURED SETI'LEMENT.
THE DRUG MANUFACTURER

ASKED: SHOULD THIS
CASE BE STRUCTURED?

1 VO GUIDELINES. Perhaps
you're among those who routinely settle per-
sonal injury and wrongful death cases yet have
no formal guidelines to help you decide when a
case should be structured. According to a recent
survey, fewer than 3 companies in 10 (28.5 %),
have policies that (given certain circumstances),
automatically trigger consideration of a struc-
tured settlement.

SURPRISING. This is remarkable when you con-
sider that nearly 9 in 10 (87.8%) ofthese same sur-
vey respondents believe that structured settlements

as opposed to cash payouts are generally less
costly. And that more than 3 of4 (75.3%) believe
the use of structured settlements will increase.

WE ARE A RESOURCE. We can help design and
implement guidelines that let you know when a
structure is appropriate for a particular case. Or
we can discuss individual cases with you, finding
those in which a structure will benefit both the

insurer and the claimant. Can this expertise really
make a difference? To find out ask Al Duplace,
or another of our consultants, to attend your next
settlement conference. At no cost.

111£
STRUCTURED
SErrUBMENTS™
COMPANY
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Mutually Preferred®
from Mutual of Omaha

helps you keep a
manageable balance
between costs and benefits.

Today the prudent buyer's wise choice
is a group health care plan that maximizes
employee benefits and freedom of choice
while minimizing medical charges and
costs of administration.

That wise choice is Mutually Preferred,
the innovative preferred provider program
from the Managed-Cost Professionals at
the Mutual of Omaha Companies' Group
Operation. As one of the largest and most
responsive group insurers in America, we
understand the challenges faced by today's
managers.

The managed-cost advantage.
Mutually Preferred enhances benefit

programs without imposing the health
care restrictions often associated with

HMOs - and provides a streamlined,
personalized ease of administration, free-
ing prudent managers from many of
the burdens of program maintenance.

Precision

cost-containment.

Mutual of Omaha's Group Operation
applies cost-containment disciplines
in benefit planning and administration,
in close cooperation with employers and
health care providers - a continuing
consultation at the working level where
it really pays off.

For additional information about
Mutually Preferred, send your
business card to Terry Van Noy,
Vice President, Mutual of Omaha
Companies, Mutual of Omaha
Plaza, Omaha, NE 68175.

Mutuiil £*.2
sT)muhtuf

Compunies
Group Operiition
The Managed-Cost
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1 Exhibits take on Vegas' glitter and glitz
By MICHAEL BRADFORD by touting its new risk manage- passing out were free The dice im-

1 ment game printed on the shades easily identi-
 LAS VEGAS Nev -In a city Gambling is nothing new to representatives of the The "learning kit," as Factory fied the wearer as a hip Vegas vet-

where glitter and glitz are a way of Bahamas, but they were on hand at the RIMS Mutual describes it, allows players eran
life, exhibitors at the 25th annual to make decisions that affect the On a somewhat more serious

gathering of the Risk & Insurance conference to assure prospective clients that assets and earnings of the ficti- note, it was apparent that the cap-
Management Society earlier this there is little risk in placing captive insurance tious Easy Byte Corp tive domiciles figured lt was worth
month were faced with the formi- Dice, a calculator and other ma- a gamble to make the trip to this
dable task of luring visitors to companies in that domicile. terials needed to play the game are year's conference
their booths included The growing offshore captive in-

Many of them proved they were While the game sells for $75 to dustry and passage of amendments
up to the challenge exhibitors offered visitors every- lows Factory Mutual clients and for $95 to the federal Risk Retention Act

Not to be outdone by the lure of thing from cheap sunglasses to In fact, the Factory Mutual Sys- to others, the wraparound sun- have heated up competition for cli-
a quick fortune, risk management slingshots that hurled marshmal- tem took on the casinos head-first glasses that the exhibitor was ents among captive domiciles

Setting up booths at this year's
RIMS conference were representa-
tives from the Bahamas, Barbados,
Bermuda, Cayman Islands, Dela-

..

ware and Vermont

Of the offshore dormciles, Bar-
-

bados lS the old-timer among exhi-
bitors For the fourth year the Ca-

1

1 - -*<---=- r-<-1124<:-7 -- :U
' f. - IE-"C --4* ribbean domicile set up shop on the

./

7 -5 exhibit floor to discuss the advan-
_r

$ *35 tages of locating an offshore insur-
,

ance companyV .#26 941 on its shores

1 \
. t

.K =.2 a Bermuda,
2 the largest of

1 .F

i.,4 4 4- 44*<PE6#* ridpsy- 4 40 the offshore

. : 1 15 - 67** - domiciles, was
Shi.VJ

making its
-

./

k
*j

r 4258 . third appear-
. - 4 f *t . -r 4..P

10 ance at the
_11 - 3 1._./ RIMS confer-

ence

h . \ 3523*51/' 24127 4. * . -•t6 -i. '
. PY According to Robin Spencer-Ar-

_41
r I. scott, president of Frank B Hall

(Bermuda) Ltd and president of
11

5 F,f€*Sfi IA  i ZO ift the Bermuda Insurance Managers
t

8.9 9 Assn, the domicile had about 40
.t -

1€- 1 '.. 4, 4 '.>»I . . representatives at the conferencedr

'i I . 5-54 to tout the domicile s attractive-
2 -n A- 1

ness

SLL, r- t Working from a booth where

--

1 6-43*£44 r classical music soothed casino ref-

ugees, Mr Spencer-Arscott and his
1- d

associates talked of the stable fi-
uy nancial infrastructure of Bermuda

4 "It's not that we're any smarter,
'11

* 5 1 but we've got the people," he ex-
1 plained

1 "The booth lS indicative of the

way we all work together," said
BALTM , Mr Spencer-Arscott, pointing out

t
3

|t Grk , that management companies on the
island keep in close touch with
each other "We sound things off
each other "

Gambling lS nothing new to rep-
resentatives of the Bahamas, but
they were on hand at the confer-
ence to assure prospective clients
that there lS little risk in placing
captives in that domicile

John Kitchen, a representative of
the Bahamas Ministry of Finance,
said the island's reputation as a
leading banking center is strong

THE LAST MORNING IN A GERMAN PORT incentive for forming a captive on
the island

He said that 50 to 60 of the

ANNO 1866 around 400 banks licensed in the
Bahamas are active "The financial

infrastructure is highly superior to
the other domiciles," Mr Kitchen19. arly German settlers set sail for many years ago in search ofnew remarked

The island's close proximity to=C,North America in search ofa new markets requiring our skills and talents. the United States also helps ensure

land requiring their skills and talents. We knew that many years ofhard political stability, he mentioned
Like the Bahamas, the Cayman

They knew a hard life layahead work layahead and we accepted Islands were represented for the
second time at the conference This

but they accepted the risks involved. the risks involved. We persevered year's booth concentrated on sell-

We, too, came to North America ing the domicile as a business cen-
and succeeded as they did. ter, rather than the heavy emphasis

on tourism that was apparent at
last year's effort

HANNOVER Re: your partner forthe future. Representatives from Vermont
were spread across two booths
Spurred into action by changes in
the Risk Retention Act and Its

flourishing captive industry, Ver-
mont descended on the conference

with representatives from govern-
ment and private industry

William J Cimonetti, special as-
sistant for economic development
in Vermont, said workers at the

booths were "very, very busy" an-
swering questions on setting up

HANNOVER RE captives in the domicile
Karl-Wiechert-Allee 50 D-3000 Hannover 61 West Germany "The state of Vermont is clearly

Telephone 011-49-511-56 04-0 Telex 841-922 599 (hanr) Conhnued on page 46
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For over 20 years, National Union, a member
company of AIG, has been a significant and stable source
of Directors & Officers liability insurance.

In fact, we're the nation's leading underwriter of
this critical coverage. For good reasons.

OUR EXPERIENCE AND TEAMWORK
ARE UNSURRASSED

From corporate finance, to credit analysis, to
legal considerations, our command of the intricacies
of D&0 underwriting is surpassed only by our
corporate commitment to deliver the highest quality
coverage at a time when the stakes couldn't be higher.

Support this with our 20-year heritage of team-
work and it's easy to understand how our leadership
position has been established and sustained.

OUR FINANCIAL POSITION IS STRONG

Through one of the most challenging periods in
the industry, we've continued to expand our
capacity while earning the highest marks from
Moody's and Best's.

.D

In fact, we're Aaa and A + rated, respectively,
and capable of providing up to $25 million in
coverage for you.

WE'RE READY TO ASSIST YOU IN DEFENSE

Your D&0 coverage wouldn't be worth much if
it crumbled in the face of litigation.

Fortunately, we have a long and successful track
record of assisting in the defense of claims and
lawsuits. And that's a significant advantage for
your corporation.

If you'd like to explore all the advantages of D&0
coverage from National Union, simply have your agent
or broker contact the AIG branch office nearest you.

You'll find it's our policy to provide much more
than insurance.

AI19 AMERICAN INTERNATIONAL GROUP
OF INSURANCE COMPANIES

Our Policies Are Your Best Insurance.
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Avoiding claims is best defense: Insurer
By JUDY GREENWALD avoided is regularly letting litiga- Arranging for a hold-harmless nel "I think it'S really important to

tion go through two to three years agreement that idemnifies a com- If a loss does occur, Mr Luer ad- try and maintain your objectivity,"
LAS VEGAS, Nev -One way to of discovery, then reaching a set- pany not only for a loss, but also vised, do what you can to prevent Ms Breighner said

hold down defense costs is to avoid tlement anyway, she said Eighty for legal expenses, lS another way a lt from becoming a lawsuit "Keep During the investigation of a 
them in the first place, advises one percent of defense costs go toward company can avoid lawsuit ex- unnecessary litigation to a mini- claim, the risk manager must re-
Insurance executive pretrial discovery for cases that penses, Mr Luer said mum," he sug- view the circumstances of the case 

"It's very easy to control legal are ultimately settled, she said Better yet, he added, lS for a gested and ob]ectively determine whether I
expenses The way you do it is, you Fast and efficient settlement of company to be named as an addi- Prompt re- it is a case of clear negligence, Ms
don't get sued," said Raymond F a claim is probably the most im- tional insured on another party's porting, Breighner said, adding there is a*E683*513 =tisegeal cohsattssane tken toAnother way a risk manager can risk managers document every-

pMr Luer also recommended that tendency for risk managers to be-
tigations and come jaded and defensive
early contact

prompt inves-

The relationship between thethe 25th annual Risk & Insurance avoid the expense of going to co/rt thing-from the research and de- with the in-  risk manager and in-house counsel ,
Management Society conference is to instruct the company's safety velopment stages of a product on jured party can also should be considered, Ms
earlier this month staff to identify and eliminate po- through its production and release reduce the Breighner said Often, there is a

The key to keeping litigation tential hazards, Mr Luer sug- Ms Breighner agreed that keep- chances of a lawsuit, he said great deal of tension between
costs down is to concentrate as gested ing records is important, suggest- "Don't get angry m the face of a them HIt's unfortunate, but it's a
much as possible on claim resolu- Risk managers also should be on ing that risk managers also obtain negative or unreasonable de- fact of life," she said
tion, said Mary Breighner, risk the alert for ongoing cases in the a statement describing an accident mand," he advised He also recom- The problem, she said, is "ego
management director at Columbia same industry "that might give rise from the injured party or having mended risk managers avoid being and power," with the risk manager
University in New York to claims in the future," recom- that person sign an accident report unreasonable themselves when lt and ln-house counsel each regard-

Among the situations to be mended Ms Breighner filed by risk management person- comes to a settlement ing claims as his own bailiwick
"I think it'S important to do

whatever you can to minimize that
''. J : tension," she said, adding a com-

b pany is best served if a good work-:, 4,41 ing relationship can be established

r

between counsel and risk manager
If that can be accomplished, she

said, then in-house counsel can
i hf : prove useful for the quick resolu-

k

4 . :%./' 1 4,33'' -
tion of minor claims

1 & 44+ " ! l)!1,/1 k 1 1 And, when choosing outside
legal counsel, Mr Luer advised
risk managers to be selective

-:jiffdor' 4 1
F Ile -- 1*5/ - 25, 'ihI

A- ¥6 1 t, 41 1 76-'6 I ->25»- Among the criteria he suggested
t, 44,16 ,1 1 1 4 -1 4 1 risk managers use in screening at-

;18' i i,/1. f_.fd>Y, , + t., 1,] 1,1 2$9' ,\\;', ik /5't«i<./' 'ili'11:*4· . ,t\· torneys are experience and size of
caseload

1 k K.
''We want the right man for

5 4 111,1 f., 1,,1':f& »-.fll,1
f every case," Mr Luer said But

neither is Perry Mason needed for a
d;1. nfl, U

/4 h rl
relatively minor case "Let's get29 1 f,>41$ f 4,
those cases to the right attorney "

, 9,, 1111'j ; 6&4' .. I The attorney s reputation and
the law school he attended also

4214 N , Dn 14\
should be considered, he said, as

1 /11 , 11 '1# f 4 well as the size of his firm If one
1-, B 1,

4 attorney is not available, for in-
2 stance, does he have some backup?

- Also, is the firm overloaded"

"We're concentrating more and

4 {- If,'t- t„46 more of our cases on fewer law

4,1, ' '1,1, 1 ./ . . 9
L firms," Mr Luer said This gives

-t IT ,. Aetna the clout lt needs to request4'.

f jr r Y. I r 4 4, I -1 ' 92& 14 11 ,  11, 4 1 , m : the firm's more experienced law-
yers and to negotiate lower fees In

7

return, he said Aetna provides the
firms it selects a steady flow of

X. -14>j'% business

'd t. f , 11;11 'kl , Ms Breighner said, however,
#Y 4'

il-(6 - Lf'5/ i "It's probably not smart to give all
r_ 4, 9 , 1 , 1-,t, t' 4, 1
i/.

1 441' your defense work to one firm " If
'1' j L 41 1,

I.
' 2 more than one firm is used, each

-7 31»f/7,#-P. - *. 7
T 41 4' 7

-4- 6 53 1% g
4 3 will be aware of the others, and

1- encouraglng competition ls good,
r

* Ard¢;(*541/rve--,AAY
she said "It keeps people honest "

Once an outside attorney is se-
lected, a face-to-face meeting to

*EU
.:

It . St ,

- j , f y 9%i14'' .,3 determine defense strategy is cru-
cial, Mr Luer said3 1 il#."1 117, -1#S- <11 111'J i "We like to retain overall con-2.f 1 1/1 .\
trol" of the defense Mr Luer said

t
4 \l Legal fees should be determined

111
'

\«,1,45':, r\,k: 11 li :tj
at the beginning of the case, Mr
Luer said Rates should be lower if

J n the work lS being handled by a
clerk or associate, he said And,

11*
Mr Luer says risk managers
shouldn't hesitate to ask for a re-

EARLY WARNING SYSTEM duction if they suspect a mistake in
the bill, or for an explanation if the
bill is vague

Preventing loss and pmmoong safety Those are the two talgetS of Assoaated Aviation Underwnteis' For example, a bill should not
reflect a charge for eight hours of

Saty and Engineenng Department Thmugh Fhght Opetations Surveys, provided free of chaige at research on a simple "slip and fall"
our chent's Irquest a company can benefc ftom AAU's and industry expenence We can make case, he said

suggestions and mcornmendations aimed at impmwng perfomiance and Tw: can sound a warning if Ms Breighner, however, said she
does not believe hourly fees should

successful indusay-poven pohcies am not obsed These surveys are conducted by expenenced spe- be negotiated "If you feel that

clabsts and focus on Managementand Adminlstmon, Fhght Operations,Ttalnlng and Maintenance they're overcharging you, then
they're not the right firm for you "

The 'system" is destgned to impmve safety records By helulng impmve Industry expenence, we The risk manager should ask the

can also help reduce the annual cost of insumnce 00 our clients thmugh our law firm to estimate total legal
fees, she said, and if it looks like it

unique VISIA plan Ask us for further demt}son how you /9/71 , amounts to at least 15% to 20%

can benefit from AAU's Early Warning System FIXING FIRST CLASS more than estimated, the parties
involved should talk

Because attorneys are paid by
the hour, risk managers should re-
quest as much information as pos-
sible from the insurance company,

ASSOCIATED AVIATION UNDERWRITERS 90 John Steel New P6rk New *xi< 10038 • ATLANTA •CHICAGO • DALLAS• DEIRO[T • KANSAS CITY · LOSANGELES •SAN FRANCISCO •SEATIILE Mr Luer said As a premium-pay-
Continued on next page



Continued from previous page
ing policyholder, he noted, the
company already has paid for this
service.

He also suggested that attorneys
negotiating settlements be invited
to use the experience of claims ad-
justers, who have settled hundreds
of cases and know opposing coun-
sel's weaknesses.

If there is a need to call counsel,

the risk manager should be as brief
as possible because many firms
link up their telephones to com-
puter systems that record the
length of phone consultations and
then bill accordingly, he noted.

And often, they will bill for a
minimum of 15 minutes, even if the
call lasted two or three minutes

long.
Another way Aetna has reduced

its legal expenses is to pay only $20
an hour for attorney travel time, as
opposed to the customary $75 to
$80 hourly fee for time spent doing
legal work.

For further savings, Aetna occa-
sionally does not require the pres-
ence of Aetna's defense attorneys
at depositions being taken by the
plaintiff's attorney, Mr. Luer said.

He also recommended that com-

panies avoid useless status reports
or legal opinions because they add
unnecessary expenses to the bill.

While Ms. Breighner agreed that
useless status reports should not be
requested, she said some reports
may be necessary.

She recommended a fairly
lengthy initial report, to be sub-
mitted 120 days after litigation
begins. In addition to basic infor-
mation such as the names of the

insured and plaintiff, this report
should include a description of the
plaintiffs' attorney's track record,
provide a summary of the facts of
the case, list the names of any co-
defendants and their insurers,
specify the witnesses and discuss
the evidence.

This initial report also should
provide an analysis of the case that
includes information on the

strengths and weaknesses of both
sides and an estimation of the

chances of a successful defense if

the case goes to a jury.
If an expert review of the case is

unfavorable, do not permit the at-
torney to shop around for a favor-
able one, Ms. Breighner said.
"There's a message there," she
said.

Once litigation begins, it is im-
portant to establish procedures for
outside attorneys, Ms. Breighner
said. She said she believes risk

managers should be consulted be-
fore depositions.

But at the same time, listen to

what the attorney has to say, she
said. "If you're going to take the
time to seek- out a good law firm,
then don't disregard their advice
either."

Mr. Luer concurred. If a case

does go to trial, he advised that the
risk manager attend to demon-
strate interest, "but don't interfere
with (the attorneys) handling dur-
ing the trial."

After a settlement or verdict has
been reached "the case does not

necessarily end," Ms. Breighner
said.

After a settlement is reached,
evaluate the performance of the
defense counsel, Ms. Breighner re-
commended. If it repeatedly does
not meet expectations; "then you
have something to think about."

The risk manager should also be
concerned, she said, if cases are
settled at 25% to 30% of the attor-

ney's estimate.
She noted even before the case

ends, legal bills should be stud-
ied and periodically checked for
instances of double billing. This
should not be delayed until the
case's resolution, because then the
volume of bills will be so great
that these problems will be dif-
ficult to uncover.

Travel expenses also should be
questioned, she said, adding this

will help create an atmosphere
where the attorney knows an inter-
est is being taken in these matters.

If a decision must be made about

whether to appeal, then study the
trial judge's record in these mat-
ters, evaluate the potential for a
sustainable jury verdict and esti-
mate how much interest an even-

tual award may accrue in the in-
terim as well as how much the

appeal will cost.
After a case is settled, she noted,

it is important to review the-case
for future implications for risk
managers. Figure out what have
you learned from this case that will
enable you to put into practice
procedures to avoid similar cases
in the future, Ms. Breighner said.

Also speaking at the seminar was
James R. Kniffen, an attorney with
Barnett & Alagia in Nashville,
Tenn. The session was moderated

by William R. Boston, risk man-
agement director at Dairymen in
Louisville, Ky. •

Joe P. Moss, Pres.
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Are you headed for a mismatch
in health risk management ?

Choose wisely. You don't want
a lightweight as your health risk
management company.

Turn to the professionals at
Health Management Strategies
International (HMS) and
you can avoid that risk. %

We have the kinds of health

risk management experience,
programs and people it takes to
help you keep your company's
health care costs in control.

Using a systematic approach and a

series of management modules,
we'll help you identify
health risks that eat up

health care dollars; design a
plan to reduce those risks;

motivate employees to adopt
healthier habits; reduce inappropri-

{ ate use of hospital facilities, and more.
Call HMS for more information. Be-

cause your health and health care costs
are too important to risk losing on
any round.
(202) 639-5822 1-800-624-6472
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Study rent-a-captives before committing
By JUDY GREENWALD ment in the structuring of a rent- include: payment of corporate tax." rent-a-captive program.a-captive program, he noted. As a • Cash-rich firms that are look- • Foreign-based parent com- Between 1972 and 1984, the- risk-financing alternative, he said, ing for attractive investments. panies that can purchase stock in American Psychiatric Assn. spon-the client wants to use the rent-a- "Companies that have a surplus an offshore rent-a-captive and sored a medical malpractice pro-captive to fund predictable losses, operating capital may be attracted avoid the taxation on profits gen- gram for its members written by abut transfer the risk of unpredict- to the high net investment yield of erated by the insurance program of commercial insurer, explained Ms.able losses through the use of rein- some rent-a- their U.S.-based subsidiary. Patrick, who serves as the associa-surance as well. captives," said • Companies formed though le- tion's risk manager. But, the asso-However, obtaining reinsurance Mr. Cohen. veraged buyouts that can meet the ciation wanted to have a greateris "extremely difficult" in today's • Tax-pay- r security and collateral require- involvement in the program.market, he noted. ing companies ments of fronting insurers. "They also felt their loss experi-In addition, while companies that may be in- And, "Where needed coverages ence was excellent," she added.willing to front for rent-a-captives terested in the are unavailable or unaffordable in However, because only half of itsare not plentiful, there are some potential for the insurance marketplace, rent-a- membership participated in the in-insurers that are willing to con- accelerating captives can provide a cost-effec- surance program, the associationsider fronting for good risks. tax deduc- tive way to provide an insurance was reluctant to commit the capi-Leslie Cohen, vp and manager of tions. solution," said Mr. Cohen. tal to create a captive. Instead, itproperty/casualty services at • "Closely or privately held Beverly H. Patrick, president chose to participate in Mutual In-Marsh & McLennan Inc. in At- companies that can have their and chief executive officer of Pro- demnity's rent-a-captive.lanta, noted the characteristics of owners buy stock in the rent-a- fessional Risk Management Ser- Last year, however, the associa-likely candidates for rent-a-cap- captive and thereby directly bene- vices Inc. in Washington, described tion decided to create its own cap-tive programs. These companies fit from dividends and bypass the how one organization decided on a tive, said Ms. Patrick. I

LAS VEGAS, Nev. Capital con-
tributions and methods for receiv-
ing investment income and under-
writing profit are among the
considerations of a company de-
ciding to participate in a rent-a-
captive, says a risk manager.

Donald E. McGuffey, assistant
vp-risk management for Equifax,
Inc., based in Atlanta, discussed
the advantages and disadvantages
of rent-a-captive programs at the
25th annual Risk & Insurance
Management Society conference in
Las Vegas earlier this month.

Mr. McGuffey said in addition.to
asking about capital contributions
and how investment income and
underwriting profit is received,
other questions that should be con-
sidered include:

• "What assurances do I have of
getting the investment income
back?"

• Will the participant be ad-
versely affected by other rent-a-
captive participants' underwriting
experience?

• What is the rent-a-captive's
investment philosophy?

• What kind of financial report-
ing is provided?

• Who runs and controls the
rent-a-captive? "What kind of
track record do these people
have?" asked Mr. McGuffey.

Among the advantages of using a
rent-a-captive is that the partici-
pant is retaining its risk, the pro-
gram can be designed with flexibi-
lity, it gives a policyholder access
to the reinsurance market and it
can offer tax advantages compared
with using a single-parent captive
or self-insuring.

Mr. McGuffey, whose company
has used rent-a-captives, also
noted some of the weaknesses of
rent-a-captive programs, including
the fact that their complexity re-
quires more technical support from
insurers and brokers than would
normally be required. In addition,
rent-a-captive programs are diffi-
cult to communicate to manage-
ment, he said.

Robert A. Mulderig, executive vp
at Mutual Indemnity Ltd., a Ber-
muda rent-a-captive manager, said
a rent-a-captive can be defined as
an insurance or reinsurance corn-
pany organized to insure or rein-
sure the risks of several unrelated
shareholder participants.

The rent-a-captive program can
be controlled either by an organi-
zation seeking to profit from fees
paid by shareholder/participants,
an insurer that wants to enhance
its products or a broker seeking to
enhance its services.

Mr. Mulderig noted rent-a-cap-
tives began to be established in the
late 1970s by captive managers
seeking to lend out the use of their
captive to others. These programs
were "very ill-structured and very
loose," he said.

In 1979, however, formal rent-a-
captive programs-both broker-
sponsored and independent-
began to spring up.

Mr. Mulderig now estimates
there are a total of 24 rent-a-cap-
tives, of which 12 are independent,
seven are insurance-company
sponsored and five are broker
sponsored.

Rent-a-captives can also be dis-
tinguished by whether or not they
share risk, said Mr. Mulderig. At
issue is whether the loss experience
of one program can adversely af-
feet other programs, he said.

Rent-a-captives can also be dis-
tinguished by whether they are
foreign or domestic-based, said
Mr. Mulderig. While he does not
actually know of any domestic
rent-a-captives, "there likely is,"
he said.

Reinsurance is one "crucial" ele-

INTRODUCING a brand new
add-on coverage that'll earn you
up to 20% more commissions.
It's called...

Major Adjustment Coverage.
806 MAC is a low-cost, easy
add-on to every * 2 homeown-
er or com mercia I property
policy on your books. it gives
the policyholder  cash
reimbursement for the costs
incurred in engaging a claims
professional to document
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New laws won't hurt offshore captives: Panel
By CAROLYN ALDRED

LAS VEGAS, Nev.-The dra-
matic growth of offshore captives
in the last decade will not come to
a halt with the new tax law and the

expansion of the Risk Retention
Act, three captive specialists con-
tend.

Speaking during the 25th annual
Risk & Insurance Management So-
ciety conference in Las Vegas at a
seminar entitled "An Introduction

to Captives," Simon Everett, presi-
dent of H&H Re-insurance Brokers

Ltd. of Bermuda, told his audience

that if a risk manager had been
worried about the tax treatment of

offshore captives, "it would have
been the last of his worries as he

was getting his renewals."
Ian Kilpatrick, managing direc-

tor of Johnson & Higgins (Cayman
Islands) Ltd. agreed.

After insurance regulations were
introduced on the Cayman Islands
in 1980, only about 25% of the 500
exempt insurance companies on
the islands chose to remain there,

Mr. Kilpatrick said. Now the is-
land is host to some 300 licensed

insurance companies, none of
which has been set up purely for
tax considerations, he said.

There are many reasons for com-

panies to establish offshore captive
insurance companies and taxation
is not the most important, said
Donn MeVeigh, chairman and chief
executive officer of Creative Risk

Concepts International in San
Francisco.

"In all the 30 captives I have
been involved in setting up, cost

stabilization has been the major
reason," he said.

Other reasons for setting up a
captive, according to Mr. McVeigh,
include:

• Long-term cost reduction.
• Profits. Underwriting income

is maintained within the company
and capital can be accumulated.

• More control by the parent of
its insurance arrangements.

• Better service for the policy-
holder's needs.

Corporate America's acceptance
of the offshore insurance industry
was summed up by Mr. Everett.

"We have witnessed a major phe-
nomenon in the last year or so with
the establishment of group cap-
tives such as A.C.E. (Insurance Co.
Ltd.) and X.L. (Insurance Co. Ltd.)

as corporations' answer to the lack

of capacity in the (traditional) in-
surance industry," he said. "Two
or three years ago we would have
had to apologize for being offshore.
Now there is no need to apolo-
gize."

Seminar moderator Christina

Haley, director of risk and insur-
ance management at Levi Strauss

& Co. of San Francisco, pointed to
cost stability as the most important
reason for setting up Levi's Ber-
muda captive, Zenith International
Insurance Ltd.

"We saw cost stability as the
most critical factor, as well as cost

reduction over time. We did not go
into the project for tax advantage
reasons-which is just as well now
that's disappeared," Ms. Haley ex-

plained.
The captive originally was estab-

and file a property claim.
And itcan put a bundle
in your pocket the easy way
Call us and we'll show you
the numbers. 1-800-252-4648.
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84 Trumbull Street, New Haven, CT 06511

lished to write the company's
property risks, which could be
more easily assessed than liability
risks, she explained.

"This way we could convince se-
nior management that a captive
would be an effective way (of deal-
ing with our insurance)," Ms.
Haley said.

Now, she plans to expand the
captive to write casualty risks.

However, there are .several

things to remember before starting
a captive, she warned:

• Do not start a captive with
just the minimum capital required
by the chosen domicile.

• The initial years are the most
difficult.

"Your loss control procedures
may not be completely in force and
you need to get sufficient invest-
ment income before you can sus-
tain many losses. You cannot go
into your initial years with under-
writing losses," she warned.

• Pricing is a critical matter in
justifying the captive within your
own company, she said.

"You need to maintain contact

with the market and keep con-
stantly in touch with market prices
to make sure your captive pricing
is in the right ball park," she ex-
plained.

• Balanced regulation is impor-
tant in the choice of captive domi-
cile, she added.

Factors affecting the choice of a
suitable captive domicile were also
outlined by Mr. MeVeigh. These in-
clude:

• Freedom from income tax in

that domicile.

• Capitalization requirements.
• Insurance regulations.
"Choose somewhere with limited

-but some-regulations," he ad-
vised. Domiciles with no regula-
tions are "tarred with a brush,"

whereas too many regulations can
make the procedure as bureau-
cratic as onshore, he noted.

• The stability of the domicile's
currency.

"Constant fluctuation with the

dollar will make life difficult," he
said.

• Political and socio-economic

stability.
• Financial infrastructure, com-

munications and transportation.
Tips for setting up association

captives and risk retention groups
were offered by Mr. Everett.

"Try to find a third-party un-
derwriter. You need someone who

can throw the bad apples out of the
captive if necessary," he warned.

In addition, the credibility of the
management company is going to
be the major factor in determining
whether you will obtain adequate
reinsurance, he noted.

However, Mr. Everett predicted
problems for the industry with the
introduction of risk retention

groups.

"Insurers and reinsurers and

regulators are concerned that risk

retention groups will be abused,
and I have no doubt that they will
be," he said. "But well-run RRG's

and captives can be very effec-
tive."

However, Mr. MeVeigh pointed
to purchasing groups set up under
the Risk Retention Act as the main

potential trouble spot.
"Purchasing groups are where

we're going to see the most abuse,"
he warned.

And, he added, some states with

captive regulations are likely to b€
very choosy in chartering risk re-
tention groups.

Under the act if a risk retention

group is chartered in a state with
no captive insurance regulations
the group will have to abide by the
state's insurance laws, making the

process of in-corporation more
complex and bureaucratic, said
Mr. MeVeigh. I
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6Wrap-uP programs
Consolidating construction coverages provides big savings

By L.T. Braucht

T URING THE PAST five years,
JU liability insurance costs have
skyrocketed across the board. For the
risk manager, this has significantly
increased the price tag for building a
new commercial complex or

retrofitting an existing plant.
On a large construction project,

casualty and workers compensation
insurance can account for as much as

10% to 12% of total construction

costs-often millions of dollars.

Thus, the cost of insurance coverage
on the construction site has become an

increasingly important factor, putting
new pressures on the risk manager.

Most of the time, casualty insurance
costs are incorporated into the
individual bids of each contractor on

the job site. When totaled, the price

of all these different insurance policies
can be unnecessarily high. And, with
all the different insurance companies
and contractors involved, the coverage
provided can be uneven.

The risk manager should be aware
that less expensive and more effective
insurance alternatives are available.

He can trim costs significantly-while
also reducing claims and eliminating
gaps in coverage-by combining all
contractors into one insurance

program under his control.
On a $100 million construction

project, this could mean substantial
up-front savings, followed by equally
attractive retrospective and/or
dividend returns. With traditional

programs, any savings from a strong
safety record benefit the individual
contractors-no benefits are returned

to the project manager or owner.
Centrally controlled insurance

programs-or "wrap-ups," as they are
sometimes called-are not new, but

they are becoming increasingly
popular as construction insurance

costs rise. For construction projects
costing $100 million or more, they are
usually the most cost-effective method
of casualty insurance.

Quite simply, a wrap-up insurance

program allows the risk manager or
project manager to wrap all
contractors working on a project into
one comprehensive insurance program
for general liability and workers
compensation. The program also
enables the risk manager to install a
strong, centralized safety program on
the work site to better control accident

and injury claims.
Conventional practice requires the

general contractor and each
subcontractor to make his own

arrangements for casualty insurance

coverages. Contractors will then

L.T. Braucht is vp
in charge Of the
construction

insurance division for
Argonaut Insurance
Co. of Menlo Park,

Calif.
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Risk managers for construction firms can provide greater safety at construction sites-while trimming costs-by combining
contractors' general liability and workers compensation policies into one centrally controlled "wrap-up" insurance program.

include the premium and costs for

administering the policy in their
initial bids. With more than a dozen

contractors on a typical project, the

risk manager or project manager must
pay for many distinct policies and

their administrative charges. Because
the individual policies are smaller,
they may be more expensive. Most
importantly, there is no direct

financial incentive for the project
manager to improve safety at the work
site.

One of the most important ways a
wrap-up insurance program generates
savings is through stronger loss
control-or the greater ability to
reduce claims costs. Because control is

centralized, the risk manager can more
easily institute a coordinated safety
program to limit on-the-job accidents
and, thus, reduce claims.

On a typical work site, with

conventional insurance in place, many
subcontractors are in charge of their
own safety programs. The resulting
network of safety plans is inconsistent
and sometimes ineffective. A

centralized, coordinated safety
program on a wrap-up project can
provide stronger loss control
throughout the work site by holding
all contractors to a single set of strict,
well-monitored safety standards and
instituting one person who is
accountable for project safety.

Success of the centralized safety

program depends, to a large extent, on
the insurer's background in
construction loss control. An

experienced insurer-with a proven
construction loss control track

record-will help institute a more

effective safety plan and, ultimately,
save the risk manager more money.

Our experience shows that a strong

centrally controlled safety program

will involve everyone on the project,
from the risk manager and insurer to
the smallest subcontractor. The scope

of the project will determine the
specific characteristics of the safety
plan, but responsibility for
establishing the program remains
concentrated in the hands of the risk

manager.

Under conventional coverage, the
average loss expectancy on a large
construction project is about 70%.

With an effective wrap-up program,
a 20% savings in loss dollars is not
unusual. And, when losses are reduced

under a loss-sensitive rating plan, as is
typically the case in a wrap-up
program, the risk manager will gain
significant savings on his net casualty
insurance costs and secure a lower

total project cost.
This can amount to 15% to

25%-sometimes even 30%---of

insurance costs on a project. Thus, on
a $100 million project, the risk
manager may receive back $1 million
or more on his casualty insurance
costs.

A 1979 U.S. Department of
Transportation study of four major
mass transit projects-Bay Area Rapid

Transit, Metropolitan Atlanta Rapid
Transit Authority, Mass Transit
Administration (Baltimore) and the

Washington (D.C.) Metropolitan
Transit Authority-found that under
centrally controlled insurance

programs, these projects were able to
realize a projected average annual
savings of about 37% over

conventional casualty insurance
coverage.

Another problem that a wrap-up
program addresses is the inconsistent
coverage in a conventional insurance

program among subcontractor
policies. This is an increasing problem

because of new sublimits included in

many general liability policies today.
A subcontractor may have an
insurance certificate and still not have

appropriate insurance protection
available.

And, with several policies in force
on a project-for everyone from
roofers to steel erectors-many gaps
and overlaps in coverages may surface.

A centrally controlled program
solves the problem of inconsistent
coverage by placing all contractors
under a single workers compensation
and general liability insurance
program, as well as one comprehensive
general liability policy providing
uniform coverage and policy limits.

A wrap-up program offers the risk
manager a number of other
advantages, among them:

• The project buyer can frequently

obtain broader coverage than
individual contractors.

• All contractors have the required
insurance for the duration of their

contracts.

• Claims handling is smoother and

administrative paperwork greatly
reduced.

Regulations in most states allow the
purchase of a centrally controlled
insurance program. There are some
exceptions, however.

The risk manager should check with

his state insurance department for any
local restrictions.

While a centrally controlled

insurance program may not be
suitable for developments of less than
$100 million in value, for larger
projects the wrap-up program can
provide a lower total net cost, more

comprehensive coverage and the
liability to reduce on-the-job
accidents though a strong on-site

safety program.
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ASK A RISK MANAGE R
EGO exposures loom
for many risk managers

Q
Did you buy errors and

omissions insurance for the

risk management department
when it was available a few

years ago? If not, why not, and
what concerns do you have

about the coverage or lack of
it today?

No, I did not buy coverage in

others, I hid under our corporate
the past for our department. Like

veil andour broker's E&0 policy.

In answer to the second part of
the question, I do have

_ substantial concerns about errors

and omissions, particularly in
handling our insured coverage. Let me outline a few
of them for you:

:,0 Form incompatibilities.
,••' Market form inconsistencies.

+ Inexperienced personnel.

/0 Your own corporate employees' naivete.
+ Interpretation/communication of underwriting

information.

7 Insurance applications part of insurance
contracts.

0 Attaching insurance specifications to cover
notes.

;00 Importance of broad catastrophe coverage to

your company.

Excess programs are layered with insurance
companies' participation on their own form vs.
following the leader's form. This results in form
inconsistencies that can be understood if everyone
takes the time to evaluate and communicate these

inconsistencies to management.
Too many times the contracts are received well

after renewal date and well after you have paid the
premium. There is no real sense of urgency on the
part of the company or the broker to get the product

to the customer-everyone's been paid.
The effort and ability to commit the coverage you

understood you bought into a written contract is not
easy and many times is done in such a poor fashion
that weeks and months (would you believe years?)
go by before corrections are made. Some say, "If you

have no losses, why worry?"
Many of the insurance personnel, in companies

and brokerage/agency offices (as well as risk
management departments), have not lived through
chaotic insurance marketing times. The
complexities of form exceptions provide a good
mine field for even the most experienced technical
insurance analyst to navigate. Relating the coverage
and exclusions to the corporate risk at hand adds
another dimension to the problem-along with your
management's naive belief that insurance can take
care of everything.

We have found that communication of

underwriting information can be misinterpreted;
the volume of telexes and telephone
communications that follow the submission of

specifications confirms this.
The insurance company's desire to make an

application part of the insurance contract adds to
my concern. Adding original specifications to cover
notes is a new procedure to us, which in some ways
narrows an understanding and interpretation of the
extent of risk-taking on the part of the underwriter.

Broad catastrophe coverage that provided for
even remote exposures at risk was the available
protection in the past, but not so today.

Errors and omissions insurance has always been
a major concern to brokers and agents, along with
other insurance service providers. The need for risk
managers to have the same concern about the
subject in the way they conduct their business
activities is needed if they expect to protect their
jobs.

Change is continuous and adjustment to that
change may require a need to document a greater
number of activities, phone conversations, your
understanding of the exposures at risk and coverage
afforded than ever before. Historical track records

are always beneficial as you develop an expanded
risk management program. They can be invaluable
after a loss and when coverage is questioned. I
personally have a concern about documenting
details and agreements that would affect our

company's coverage if not put in writing and if I
was not available the next day to confirm the
agreement.

Documentation of coverage and interpretation of

understandings need to be in policy files,
correspondent files and your daily "chron" files.
This should leave a good track record.

To be thorough in your documentation and errors
and omissions protection, you might be best advised

to set forth written objectives for the risk
management department's use. I would suggest
these would address those communication

documents that go to outsiders and those that
should be used internally. You may want to
document communications with your superiors and
those with your brokerage house-to keep everyone
informed.

I have always found an abstract analysis of policy
coverage provides both internal and external
understanding of what was purchased-or what was
not. A coverage check list helps here, too.

Project lists are a favorite tool used by our broker.
We find it invaluable in keeping us on track and
everyone working together.

We have a weekly risk management department
meeting. This is a good way to keep information
flowing, tie in claim activity and communicate the
need to keep everyone informed.

Try taking a leaf out of your broker's procedure
for protecting themselves against errors and
omissions. This will help you do the same, and the
broker may appreciate it as well.

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

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

This month's column, on risk
 management issues, is written by

Ralph F. Perry Jr., vp and director of
 b risk management at Amfac Inc. in San
RIi-,1,61 Francisco. Joseph W. Duua, director Of
 employee benefits at Allied-Signal
Eli,liI-I-1 Inc. in Morristown, N.J; answers

-1 benefits management questions.
I William J. Miner, an actuary with The

IV I Wyatt Co. in Chicago, answers
Id I actuarial questions on benefits issues.

And, Richard E. Sherman, a principal
Mr. Perry with Coopers & Lybrand in San

Francisco, answers actuarial questions in the casualty
field.

Mr. Duva's and Mr. Perry's columns appear
atternatety on the second Monday Of each month. Mr.
Miner's and Mr. Sherman's columns appear alternately
on the first Monday Of each month. Mr. Perry's nert

column will appear in June.
Address your questions to ASK, Business Insurance,

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

Court rejects injury from lying a shoe
Is a back injury arising from a

worker bending over to tie his shoe

compensable?
Not according to the Supreme Court

of Virginia, which ruled that the
act of bending over was unrelated
to any hazard common to the
workplace.

Randall F. Fetterman, an employee
of United Parcel Service of America,

sustained an injury by straining his
back while bending over to tie his
shoe.

While unloading packages from his
truck, Mr. Fetterman noticed that his

right shoe was untied. He raised his
foot to the back of the truck, bent

These abstracts were prepared by
Cases Unlimited Inc. Copies Of these
decisions are available by sending a
$10 check payable to Cases Unlimited
to Business Insurance, 740 N. Rush St.,
Chicago, Itt. 60611. List the number for
each opinion.

legal briefs

over to tie his shoe and felt acute pain
in his lower back.

Mr. Fetterman filed for and was

awarded workers compensation
benefits.

The appellate court said that an
injury that comes from a hazard to

which the employee would havebeen
equally exposed apart from his

employment was not one that arises

"out of employment."
The court said that the causative

danger must be peculiar to the work,
incidental to the character of the

business and not independent of the
master-servant relationship. Here the

court said that nothing in the work
environment contributed to Mr.

Fetterman's injury. His compensation
was reversed.

United Parcel Service of America vs.

Fetterman, Supreme Court of Virginia,

Nov. 27, 1985 (BI/02/D.-$10).

Incontestability clause
In a case of first impression, an

Alabama appellate court ruled that a
group life insurer's contest of the
policyholder as an employee within
the terms of a policy was contest of
coverage, not validity, and thus was
not barred by an incontestability
clause.

Following the death of an employee,
his wife filed a claim for group life
insurance proceeds under the
employee's policy issued to the
employer.

The insurer filed a suit seeking a
determination that it was not liable on

the wife's claim because the employee
was not covered by the group life
insurance policy.

The group policy provided that its

validity could not be contested, except
for non-payment of premiums, after it
had been in force from the effective

date.

It was stipulated that from the time
the group policy was issued through
the date of his death, the deceased had

worked less than 30 hours per week.
The trial court ruled for the insurer.

The appellate court concluded that
the clause did not prevent the insurer

from contesting the coverage of the
decedent.

"The incontestability clause," the
court said, "by its own terms prevents

only contests as to the validity of the

Policy."
The court said that the insurer here

was contesting the policy's coverage,

not its validity and was, thus, not
barred by the clause.

Miller us. Protective Life Insurance

Co., Court of Civil Appeals of
Louisiana, Jan. 15, 1986

(BI/03/D.-$10).
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Firms make workers accountable for accidents
By DEBORAH SHALOWITZ

LAS VEGAS, Nev.-Employee
accountability can reduce vehicle
accidents and, thus, lower an em-
ployer's costs, according to two
California safety experts.

For example, the number of ac-
cidents per year involving vehicles
owned by the city of San Diego
has dropped more than 1 0% since
the city instituted an employee ac-
countability program, said Pamela
Hoover, a safety representative in
the risk management department.

Adela C. Anderson, a safety ad-
ministrator for Pacific Bell Tele-

phone Co. in San Diego, noted that
even though employee account-
ability for accidents is very impor-
tant, it "is something that is fre-
quently left out or forgotten" when
a safety program is designed.

Ms. Hoover and Ms. Anderson

were members of a panel that dis-
cussed "Accountability Reduces
Liability: Vehicle Accident Safety"
at the 25th annual Risk & Insur-

ance Management Society confer-
ence earlier this month.

San Diego's safety program
"tries to keep the number of pre-
ventable accidents down" by de-
termining the cause and possible
preventability of each accident and
taking punitive or corrective ac-
tion afterward, Ms. Hoover said.

The procedures to be followed in
San Diego's safety program are
substantial.

An employee must report every
accident, no matter how minor, to
his supervisor. All damage to a ve-
hicle, even that resulting from van-
dalism, also must be reported.

Detailed forms must be com-

pleted by both an employee and his
supervisor. These reports are re-
viewed by supervisors, department
heads and a safety committee. And,
top city officials receive a quar-
terly summary of all incidents in-
volving city vehicles.

But Ms. Hoover emphasized that
San Diego's program is flexible,
which she says accounts for its
success. If a safety program is not
flexible, "it won't work" because
employees will fight it, she said.

Under San Diego's safety pro-
gram, city employees are offered
choices of how to deal with an ac-

cident, Ms. Hoover explained.
For example, after a minor acei-

dent, an employee can choose to
accept a written warning, which
will become part of his record for
three years, or he can attend a
two-hour driving class during his
free time, she said. If he chooses to
attend the class, the warning is not
recorded on his work record.

Penalties are more severe for
more serious accidents. For in-

stance, the penalty for a first-time
offender involved in an accident

with a medium degree of severity
involve either a reprimand, which
is more serious than a warning, or
an eight-hour defensive driving
course.

If an employee has more than one
accident in a three-year period, he
can be suspended. And, if an em-
ployee "flagrantly'' violates city
safety rules, the employee may be
dismissed, Ms. Hoover said.

She noted that because of the

flexibility in penalties, though, the
safety program has been endorsed
by the city's unions and embraced
by most of the workforce.

San Diego's safety program also
levies penalties on a supervisor if
he does not properly train an em-
ployee when he is hired to use a
city-owned vehicle, investigate an
accident or report damage.

Pacific Bell's safety progr·am em-
phasizes training rather than pen-
alties.

"If an employee is going to drive
any company vehicle, he must take
a basic eight-hour defensive driv-

ing co.urse" that consists of both
classroom work and behind-the-

whed training, Ms, Anderson said.
Then, an employee is trained to op-
erate specialized vehicles, such as
ligh: E-nd heavy trucks, vans and
aerial .ifts.

In addition Pacific Bell requires
ongoirg driver training. Each em-
ployee who drives on the job must
be tested at least once a year, driv-
ing the vehicles he normally oper-
ates for at least 30 minutes. Super-
visors also must study defensive
driving and take refresher courses.

Pacific Bell differentiates be-
tween accidents that must be re-

ported and those that are "mea-
sured" and dealt with as safety
violations.

Any accident that results in
death, personal injury or property

damage must be repcrted But ac-
cidents that occurred whi'.e an em-

ployee was driving the vet ile are
measured in terms of company
safety standards an recirded as
part cf an empioyeE s work his-
tory.

For example if an a ic ident
occurs while a veh,cle is be.rg used
as a tool, such as an aerial exsen-
sion unit or a digging device, the
employee would nci be .nves.i-
gated for violating a driving safety
standard. Similarly, if lamage
occurs to a vehjele while it is

parked or being used as a barri-
cade, an employee is not held :c-
countable, Ms. AndeFSon said

A committee, :ncluding th€ em-
ploye€, his supervis.Ir, witnesses
and a few peers 05 1-le employee,
investigates acc.dens: that might

have resulted from violations of

company safety procedures.
Il an employee flagrantly vio-

lated crmpany rules, disciplinary
ec·ton must be taken by the su-
pervi:Or. But the supervisor ulti-
ma-ely [s accountable.

Bosh Ms. Anderson and Ms.

Hoover agreed that the difficulty
in starting and managing an effec-
tive vehicle safety program is get-
ting tor management's support.

" I'op management has to get in-
volved' or the program won't ac-
compl.sh anything, said Ms,
Hoover

She notel that about the same

time that a city safety committee
r€a.ized tha: a vehicle safety pro-
gram must be instituted, the mayor
cd San Diego and the city council
had decided to take action to re-

t

duce the number of accidents in-
volving city veticles. Without the
support of the mayor and city
council, Ms. Hiover speculated,
San Diego's safezy program might
not have been instituted.

Ms. Anderson noted that one of

tne hardest things for a risk man-
ager to do is convince management
tnat the cost cf a safety program
will actually ssve the company
money. She suggested that manag-
ers present the costs of an accident
to management in terms of "direct
and indirect costs.'

Direct costs include medical and

legal fees and vehicle repairs,
which are immediately quantifi-
able. Indirect msts include down

time of equipment, lost employee
and supervisor time and decreased
cutput. .

---,rf#*-



ElL claims call for company involvement
By MICHAEL BRADFORD

LAS VEGAS, Nev.-A business
faced with an environmental im-

pairment liability claim should get
involved early in efforts to deter-
mine the extent of its exposure, ac-
cording to a panel of experts.

In a panel discussion at the 25th
annual Risk & Insurance Manage-
ment Society conference earlier
this month, speakers stressed the
importance of taking an active role
in managing EIL claims.

Floyd H. Knowlton, vp of claims
at Travelers Indemnity Co. in
Hartford, Conn., told risk manag-
ers that "after the initial investi-

gation is done, I think the keys are
to get involved early and play a
role in the cleanup. Don't let the
government come up with a rem-

edy; come up with it yourself."
Robert Mason, chief of the guid-

ance and policy section of the En-
vironmental Protection Agency in
Washington, said that when the
government does become involved
in a claim

under its au-

thority granted
by the Super-
fund Act, there

are two ways a
company re-

sponsible for
*

environmental

damage can
react.

They can "sit back in a vacuum"
and "let us select the remedy, un-
dertake the remedy, then get that
money" from other responsible
parties, he explained, or they can

a

get involved. Mr. Mason said a
company that becomes actively in-
volved has the opportunity to in-
fluence the type of remedy the EPA
decides to enforce in a cleanup.

Although Superfund calls for
settlements to be assessed under

the doctrine of strict joint and sev-
eral liability, a company partici-
pating with the EPA in an investi-
gation will find the agency is
receptive to offers of "settlements
based on equity determinations,"
said Mr. Mason.

Scott K. Lange, corporate insur-
ance liability administrator for
The Boeing Co. in Seattle, de-
scribed how his company became
involved early in the management
of an environmental claim.

Mr. Lange said Boeing received
notification in 1983 that it was a
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fine instrument is an art that demands

experience, hard work, and an unwavering
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Our goals are to assure the provision of
quality care, to manage medical costs and to
return disabled people to work. IRA offers
an unmatched range of rehabilitation
services. With over 135 offices coast to

coast, we provide local service, nationwide.
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no room for mediocrity.

For more information, contact your local
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or call toll-free 800-IRA-HELR In Alaska or
Hawaii, call collect 215-687-9450. Or write:
Intracorp/IRA, Mr. Daniel H. Davis,
SeniorVice President, 701 Lee Road,
Wayne, PA 19087.
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"potentially responsible party" for
pollution attributed to Western
Processing Co. in Kent, Wash.

He explained that Boeing
brought wastes from its metal pro-
cessing operations to the facility
from 1964 to 1977, where it was
reprocessed into fertilizer, paint
pigments and other materials. In
turn, Western disposed of byprod-
ucts of its operations nearby.

During the years Boeing con-
tracted with Western, the repro-
cessing operation was monitored
by state authoi:ies and approved
as "state-of-the-art," Mr. Lange
said. As an investigation began to
determine thai. Western was re-

sponsible for polluting the en-
vironment, "it began to look bad"
for Boeing, he said.

Estimates we.e that the cleanup

could cost as much as $100 million
and, according to all available rec-
ords, Boeing had contributed as
much as 50% of the waste materials

reprocessed at the facility.
Partly because the EPA indi-

cated that failure to cooperate in
an investigation and cleanup could
cost Boeing money and perhaps
even standing in the world eco-
nomic community, the aircraft
manufacturer decided to "go
forward" with a plan to remedy the
pollution damage, said Mr. Lange.

Boeing's legal, waste manage-
ment and risk management per-
sonnel were mobilized to review

the processing operations of West-
ern, and assess legal positions and
strategies for handling claims if
Boeing was found liable.

Mr. Lange said Boeing's risk
management department advised
the company's insurers that claims
might be forthcoming in relation to
the Western site. Boeing also hired
outside consultants to assess the

extent of the pollution and propose
cleanup remedies, he said.

Mr. Lange said Boeing's decision
to participate in the cleanup rather
than defend claims by the EPA did
not draw a lot of resistance from
the company's insurers.

Still, Mr. Lange noted, "we had
bought a hell of a lot of insurance
to cover this kind of thing." When
insurers said coverage did not
apply to the cleanup, Boeing's
management -couldn't accept
this."

Boeing is now litigating the
claim with its insurers, he said.

Panel members agreed that hir-
ing an outside consultant, as Boe-
ing did, should be a consideration
for a company facing an environ-
mental liability claim.

Howard P. Epstein, an attorney
with the New York law firm of

Levy, Bivona & Cohen, said a com-
pany facing an EIL claim should
consider the following when hiring
an outside consultant:

• Whether there are in-house

personnel that could supply the
technical needs for investigating a
pollution incident.

• If the consultant should have a

particular type of expertise.
• How much experience the

consultant has in a courtroom set-

ting. "You need someone with tes-
timonial experience" in case the
incident is litigated, he said.

• Whether a local consultant

would be more suitable than some-

one from another part of the coun-
try. A local consultant's contacts
could be valuable, Mr. Epstein
pointed out.

• What the cost of the consul-
tant's services would amount to.

And there are "pitfalls to avoid"
in managing an environmental lia-
bility claim, said Lynne Miller,
president of Environmental Stra-
tegies Corp. in Vienna, Va.

Ms. Miller said a company inves-
tigating a pollution incident
should keep track of costs related
to experts it has hired.

She noted consultants often rent

equipment to use in an investiga-
tion and these charges can pile up.
She said in sonne cases it can be

less expensive to purchase the
equipment rather than rent it.

And, Ms. Miller advised risk
managers to have consultants
"standing by," so they can be
called in to investigate any claims
that may arise.

Other panel participants were C.
Clarke Imbler, senior vp and trea-
surer of the Alliance of American

Insurers in Schaumburg, Ill., and
Edward A. Kurent, an attorney
with the Washington law firm of
Pepper, Hamilton & Scheetz. The
seminar was coordinated by Mi-
chael J. Murphy, chairman and
chief executive officer of Environ-

mental Strategies.
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Support services can cut claims costs
By CAROLYN ALDRED

LAS VEGAS, Nev.-Claims costs

can be greatly reduced if risk man-
agers learn to maximize their sup-
port services, according to a panel
of experts.

By making the most of claims
handling personnel, defense attor-
neys, information systems and
structured settlements, risk man-

gers have the power to reduce
claims costs, they say.

"The methods you employ in
handling claims can have a dra-
matic effect in the costs you inc-
ur," Richard A. Koop, insurance
manager at The Hahn Co. in San
Diego, told attendees at the 25th

annual Risk & Insurance Manage-
ment Society conference in Las
Vegas last month.

This is especially true in the area
of claims personnel.

"The processing of claims is now
a major parr of any insurance pro-
cess, but th€ industry has generally
taken a sideline look at claims

people," said John Penick Jr., as-
sistant vp at Crawford & Co. in At-
lanta.

It is important to select a claims
administrator who is suitable to

the company's needs, Mr. Penick
said.

"You can't expect a claims ad-
ministrator to respond to your
needs without them knowing what
you think lS the most important

factor in your operation," he
added.

"The quality of the product has
deteriorated to a certain degree as
loss adjusters have become further

removed from the claim," Mr. Pen-
iek said.

"In the old days, any claim 'with
tlood on it' and I would get into
my car and go to the scene. That
is now considered too time-con-

suming and we have moved to :he
concept of the telephone adjuster,
which some adjusters have ta £en
to the extreme," he added.

In choosing a loss adjuster, it is
important to hire someone who
"will get out of his chair and get
control of the claim," Mr. Penick
stressed.

In addition, the claims prices; is
not strictly awarding the acecunt
to a particular loss adjuster and
then leaving it, he said.

"Some companies have never
been in:o their claims administra-

tor's office. Believe me, it's awfully

nice having a client coming by and
checking up on you," Mr. Penick
said.

Likewise, another panel member
stressed the impirtance of risk
managers being involved with their
defense attorneys.

c·You can be sure you're going to
be sued, that's unfortunately a part
of your business now. Conse-
quently the selection of your de-
fense counsel is very important,"
said attorney Charles T. Kessler,
senior partner with Pyszka,
Kessler, Massey, Weldon, Catri,
Holton & Douber.ey in Fort Lau-
derdale, Fla.

Risk managers can reduce their
legal costs by helping their law-
yers and maintaining close contact

throughout litigation, he said.
"You have got to arm the defense
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counsel with a good quality
file. That will serve you in the
long term and help you win
the cases you have to fight,"

suggested Mr. Kessler.
"If the risk manager tak€:

an active part in working witl.
his defense lawyer (he can) re-
duce legal expenses," Mr.

Kessler said. "Legal expenses
are not going to be reduced
significantly unless you or
someone else does something
about it."

It may be useful to watch
lawyers in practice before
making the final choice, added

moderator Mr. Koop.
"I have read lots of reports

written by lawyers that look
good, but how a lawyer per-

forms in front of a judge and
jury is the real test," he noted.

Risk managers can also use
structured settlements to re-

duce claims costs, according
to Dan Durbin, vp of Galaher
Settlements & Insurance Ser-

vices Co. Inc. in Chicago.
Structured settlements are

becoming an increasingly used
alternative to lump-sum set-
tlements to the advantage of
both the policyholder and the
claimant, said Mr. Durbin.

"The annuity contract has

become an important weapon
in your arsenal to settle claims
faster and more cost effec-

tively," he noted.

He said the increasing size
of awards is spurring struc-
tured settlements.

"Structured settlements

first started in the late 1960s

with the influx of claims from

thalidomide cases. That was

the first time someone thought
of paying out claims over time
to meet future medical costs,"
Mr. Durbin noted. Thalido-

mide was used as a sedative

until it was found to cause se-

vere birth defects.

Claims costs can be reduced

using structured settlements
because of the tax-free nature

of the benefits to plaintiffs,
explained Mr. Durbin.

"I cannot promise you 20%,
10% or even 1% savings, but T
can promise you that it's a
cost-effective alternative and

it's another weapon in your
arsenal to reduce claims

costs," he said.
Structured settlements are

also beneficial to the claimant,
he added.

"According to a survey pub-
lished by the University of
Michigan on windfall settle-
ments, in a five-year period
90% of people had dissipated
their funds," he said.

New computer services also
are making inroads at reduc-
ing claims costs.

"Information systems them-
selves can't reduce costs-but

if the insured knows how to

use his tools they can," said
Thomas W. Knaup, vp at An-
istics Inc. in Los Angeles.

"The insured has to make

the final decision in how

claims are handled," he
added.

Mr. Knaup said it is impera-
tive risk managers choose in-
formation systems that are
right for their company.

"It's no good choosing a
very sophisticated on-line in-
teractive system giving details
about every claim for an un-
derstaffed risk management
department," he said.

However, "by and large,
especially for larger com-
panies, investing in informa-
tion systems pays for itself by
some order of magnitude," he
concluded. a



Tighter regulations
on carcinogenic risks
likely, experts predict

By MEG FLETCHER

LAS VEGAS, Nev.-Experts
predict tighter federal regulation
of carcinogenic risks in the work-
place, which may give risk manag-
ers more incentive to limit work-

ers' exposures to the burgeoning
number of cancer-causing chemi-
cals.

The Democratic majority in each
house of Congress makes it likely
that at least some portion of the
proposed High Risk Disease Noti-
fication Act of 1987 will be en-

acted, predicts Jaswant Singh, se-
nior vp and technical director with
Clayton Environmental Consul-
tants in Novi, Mich., a unit of
Marsh & McLennan Cos. Inc.

The proposal is contained in H.B.
162, a bill reintroduced this year
by Rep. Joseph Gaydos, D-Pa.,
after the bill did not come up for a
vote before the 99th Congress, Mr.
Singh said.

A similar bill, S. 79, also is pend-
ing in the Senate.

"The bill would require that a
federal program be established to
notify employees of increased risks
to occupational disease due to ex-
posure to hazardous chemicals,"
Mr. Singh said in a paper pre-
sented at the 25th annual Risk &

Insurance Management Society
conference in Las Vegas earlier
this month.

The thrust of the bill is to iden-

tify workers who incur a higher in-
cidence of contracting a disease
from exposure to a toxic chemical
than the non-exposed general pub-
lie. The bill then calls for the

workers to be notified with a per-
sonal letter, Mr. Singh said.

Panel moderator Arthur E.

Wheatley, vp-director risk man-
agement for The Pittston Co. in
Greenwich, Conn., said that the

bill has the potential of being "the
most sweeping" of any federal reg-
ulation regarding workplace
safety, including the Occupational
Safety and Health Administra-
tion's "right-to-know" law.

In addition, OSHA is expected to
propose a new policy on carcino-
gens in the workplace within the
next two months, Mr. Singh said.
The original 1980 policy estab-
lishes guidelines for identifying,
classifying and regulating physical
substances that pose potential oc-
cupational risks to humans, in-
cluding defining the scientific evi-
dence necessary for regulatory
decision-making, Mr. Wheatley
said.

Finally, the Environmental Pro-
tection Agency is expected within
the next two years to extend its as-
bestos abatement efforts from

schools to commercial buildings,
Mr. Singh predicted.

"Regulation of carcinogens is
fraught with many difficulties,"
Mr. Singh said. It is a time-con-
suming process that is often ham-
pered by unavailable human epi-
demiological data, limited data
from animal studies and indefinite

short-term tests, he said.
Of the more than 200 chemical

carcinogens to which humans are
exposed, about 43 are regulated as
carcinogens by the different fed-
eral governmental agencies, in-
cluding OSHA, the EPA and the
Consumer Product Safety Commis-
sion, Mr. Singh said.

"To some people, the area of car-
cinogenics is overregulated, and to
others, not enough is being done,"
Mr. Wheatley said. "I am sure this
debate will continue."

Yet the number of occupation-
al-related cancer deaths is "a very
serious problem," Mr. Singh said.

Occupational-related cancers
cause more than 40,000 to 45,000

deaths each year, or about 5% of all
cancer-related deaths, Mr. Singh
said.

"One in four Americans are ex-

posed to some hazardous sub-
stances while at work," Mr.
Wheatley said. "They are your em-
ployees. So reflect for a moment on
the long term-both direct costs
and indirect costs-of workers

compensation or occupational dis-
ease claims," he urged.

In addition, companies should
consider the liability potential
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spotlight report
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ucts, nitrosamines, radon and vinyl

X

chloride, he said

1 YOU 6' OVERVIEW
13<

While most occupational cancers
cannot be cured, they can be con-
trolled, Mr Singh said Industries
can do a lot to control toxic chemi-

cals and carcinogens in the work-
place through good management
awareness and good proven indus-
trial techniques, Mr Singh said

Controlling expected losses canWhen Creating OVERVIEW a Few Years Ago, Industrial Risk Insurers analyzed a large be done by assessing the risk, and
cross-seotion ofour insureds, examinmg some 1,169 loss histories. In every case, we dis- considering acceptable levels of
covered that property loss prevention and control had signifi- exposure, if any However, public

perception of a problem may tendcant potBntial unpact on the sustained profitabilisy of those to overlide medical evidence, Mr
busmesses. To maxlmize thls Impact, we realized shat we Singh saidritr
needed to create new ways of showing how to manage the Proven industrial techniques in-

clude employee indoctrination andInteracton among people, hazards and protection equip-
training, and monitoring employ-

ment. And, to prepare this information in auseable format ee exposure levels through air and
for management teams of our Insureis. Hence, OVERVIEW. possibly blood and urine samples

Medical surveillance may also beInitially mtroduced as a 3-ring bmder, andnow available m
necessary

a 96-page,Typeset manual. Plus, a new OVERVIEW Forms Employers should also be con-
Packet which can be used in conjunction with bmder or manual. cerned about providing employees

with suitable personal protection
like individually fitted respiratorsRecently, Someone Asked: "OVERVIEW Seems Like a Great Idea, but my company It may also be necessary to require

ls not ar_ IRI msured. What can OVERVIEW do for me?" One answer rs that the loss pre- them to shower before leaving the
plant, Mr Singh saidvention services of IRI are so interwoven in:o the warp and woofofthe OVERVIEW

While good housekeeping mea-philosophy that attempting to Implement an OVERVIEW-sgle program wlthout specific sures are important, they may not
guidance from a trained IRI loss prevention representative is a more di-Ticultundertaking. eliminate the need to establish a

closed or isolated area for someAt the same time, OVERVIEW does state that«... managers will apply modern manage-
processes Such an area needs toment techniques to the problems of loss prevention and control: Certainly this can be have controlled access to ensure

done outside the environment of an IRI insured-insurer relationship. However, smce that as few persons as possible
enter it, he addedOVERVIEW is intended for facilities msured by IRI, the maximum benefit of this philos-

A manufacturer of new productsophy will b 3 obtained when IRI is consulted beforB and during program implementation. may want to consider animal tests
and avoiding the production of

AFew Things to Consider: WhenApplying the Philosophy of OVERVIEW, remember products that are chemically simi-
lar to known carcinogens, thethat the concept is based on the six characieristics of an HPR or highly protected risk: speakers suggested

1 ) A Concerned Management TAnth the determination to reduce the probability ofloss to Mr Wheatley said risk managers
will have to consider whether toamimmum; 2) Substantial Construction ofan approved type forthe property andingcod

, adopt or support recommendationsrepair; 3) Interior Protection where necessary w:th automatic sprmkler and/or water by OSHA and the National Acad-
spray syst€ms; 4) Special Hazards properly protected in accordance wit,h uniform stan- emy of Sciences, he said However,

dards; 5 ) Exterlor Protection includlng anadequate public or private water supply; and he pointed out, "To support these
recommendations from a risk man-

6) Proper Surveillance in the form ofwatchman or alarm service or contmuous occupancy agement standpoint may put you at
odds with the marketing and/or

When properties do not requlre nor merit an HPR rating, business philosophy of your com-
then somethmg other than OVERVIEW/nay apply On pany "

The recommendations includethe other hand, since the philosophy of OVERVIEW ndustrial • Testing all chemicals su-
offers a reasoned approach to loss prevention and con- spected as potential cancer-caus-r»

trol, the management of any facility should benefit from isk ing agents before marketing
• Licensing and periodically in-4 readmg the OVERVIEW Manual. An additional aid is

specting all producers and users
'FN<r: ihe OVERVIEW Forms Packet, which helps you custom- of carcinogens

nsurers • Providing workers with 1nfor-iaalor your own set of loss prevention guidelines. For
mation so they can decide whetherinformation and prices concerning the OVERVIEW
to continue working in high risk

Manual and Forms Packet, write to Mrs. R A. Sasso, IRI, areas and, if so, how to reduce the
85 Woodland Street, Hartford, CT 06102 or telephone 66,000 properties hazards

her at (203) 520-7412. insured worldwide • Identifying carcinogens by ge-
Ilene as well as trade names and

providing easy-to-understand data
concerning related risks and dis-
eases

• Establishing a central na-
tional source of information about

hazards and specific solutions
Also speaking was William A

Mahoney, vp of Marsh & MeLen-I

nan Inc in Tampa, Fla



Market cycles force
risk managers to view
size of risks retained

By MICHAEL BRADFORD '
LAS VEGAS, Nev.-The volatil-

ity of insurance prices and avail-
ability is changing the criteria risk
managers use to decide how much
risk to accept and how much to
transfer, according to an expert.

The cyclical nature of the insur-
ance market has caused "a dra-
matic increase for many of you in
risk retention," Robert Wilkinson,
vp of Warren, MeVeigh & Griffin
Inc., told a group of risk managers
during a panel discussion at the
25th annual Risk & Insurance
Management Society conference in
Las Vegas earlier this month.

Prices for coverage during hard
market cycles have been so high
that many entities "elected for
self-insurance or, in some cases,

just plain 'no
insurance.'

They went bare

* E:tp' of theother

said

Newport
Beach, Calif.-
based consult-

ing firm.
While the current crisis has not

fully passed, Mr. Wilkinson said
there are certain lessons that can
be learned from this latest round of
tight market problems.

Mr. Wilkinson said that when in-
surance was readily available dur-
ing soft market conditions, some of
the "very basic precepts" of risk
management were pushed aside as
unnecessary. "When insurance is
cheap, we often forget that basi-
cally we're supposed to identify
what our risks of loss are."

tOnce those risks are identified,
they have to be quantified and so-
lutions must be developed, he said.

"And insurance is supposed to be
only one alternative," Mr. Wilkin-
son remarked. "When insurance
became so cheap, it became the al-
ternative. I think a lot of us over-
looked the very basics of risk iden-
tification."

Once a risk manager has identi-
fied and "somehow quantified,"
the risk of his company, the prob-
lem he faces is deciding how much
risk to retain and how to transfer
the remainder.

One question to consider when
deciding how much risk to retain
or transfer is: "What would our
auditors say?," Mr. Wilkinson
noted. Auditors are concerned with
how much impact a loss might
have on the company's bottom line,
he explained.

"How material would it be?
Would it cause a qualified finan-
cial statement? That's the last
thing a publicly held company
would want."

Some companies might take a
look at their working capital and
decide they could sustain losses up
to a certain percentage of that
amount, said Mr. Wilkinson. Other
companies might use a percentage
of earnings or revenue as the maxi-
mum they are willing to expose to
retained risks, he added.

James F. Harrington, a partner
with Coopers & Lybrand in At-
lanta, agreed with Mr. Wilkinson
that the auditor's reaction has to
be considered when deciding how
much risk to retain.

In the past, Mr. Harrington re-
marked, risk managers "probably
had very little dealings with the
outside independent auditor of the
company. There are a lot of reasons
for that. Insurance programs were
fairly simple. They were generally
on an occurrence basis, deductibles
were fairly small" and an auditor

'When insurance is

cheap, we forget to
identify our risks of
loss; says Robert

Wilkinson.

needed only some idea of the over-
all insurance program so that he
could say the risk to the finan-
cial statement was not that signifi-
cant.

Continued on next Page
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Retaining risk
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But, auditors are more interested
in insurance now because of the

current insurance environment, he
added. Businesses are now "look-

ing at maintaining more risk them-
selves rather than pushing it off on
insurance companies."

Because of the tight market con-
ditions of the past few years, "the
risk manager within the company
or the risk management consultant

is becoming more and more impor-
tant to the company in devising
schemes and devising insurance

products that are cost-effective
and beneficial to the company,"
Mr. Harrington said.

Risk managers are more heavily

'There's an awful lot more risk being retained
by the companies. And that's where I

have the problem, from a financial statement

standpoint, of how do I assess that risk?'
asks James F. Harrington.

involved in 'assessing risks and
assessing what risks the company
can maintain on its books," he
said.

"There's an awful lot more risk

being retained by the companies.
And that's where I have the prob-
lem, from a financial statement

standpoint, of how do I assess that
risk? And how are the financial .

statements presenting the appro-
priate liabilities?" Mr. Harrington
asked.

"That's why I think you'll be
hearing a lot more from your audi-
tors in the future."

Mr. Harrington noted that a
company's management has the re-
sponsibility for making sure that
all liabilities, including exposures

Congratulations,

Sue Werner

to loss, are properly outlined in the
financial statement.

"It is management's responsi'oil-
ity to make sure that the financial
statements accurately reflect the
financial position of the company.
That is not the auditor's responsi-
bility."

Mr. Harrington noted that pri-
vately held companies as well as
publicly held businesses have to be
careful that appropriate liabilities
are spelled out in financial state-
ments. Privately held companies,
for example, are required to pro-
duce their financial statements to

banks or other lenders when seek-

ing financing.
And banks, according to another

panel member, are looking after
their own exposures more carefully

on the recognition ofyour work as
Director of Risk Management,

(Hardee's Food Systems/IMASCO U.SA., Inc.)
by

Business Insurance Magazine.

We have enjoyed our association
with you, and

we wish you continued success
in the future.

Crawford & Company

Crawford
RISK MANAGEMENT SERVICES

by tightening up lending require-
ments.

William J. Kelly, director of in-
surance and risk management at

Morgan Guaranty Trust Co. in New
York, told the audience that while
"bankers do not believe that the

mere existence of insurance can

turn a firm which is a poor credit
risk into a good one. . .insurance is
a factor which banks cannot ig-
nore" in today's insurance en-
vironment.

Mr. Kelly said that while his

bank's requirements are stringent
and extensive for secured transac-

tions like mortgages or leases,
"where the bank has a direct inter-

est in particular real or personal

property. . .our concerns are more
general in nature."

On unsecured loans, "We worry
that some unfunded loss may
directly impact the general credit
worthiness of our client. In this

context, we look at insurance as
just one additional source of fund-

ing which, depending upon the cli-
ent, may or may not be critical."

Mr. Kelly said that one of the

formulas Morgan Guaranty relies
on when deciding whether to issue
an unsecured loan states that "the

importance of insurance as a
source of funding varies in inverse
proportion to the client's overall
financial strength. In other words,
the weaker the client's financial

condition in terms of its reliance

upon specific assets and cash
flows, the more time the banker
may wish to spend on insurance."

And because of the changes in
the insurance marketplace in re-
cent years, Morgan Guaranty is
one of the banks that has changed
the insurance covenant in its lend-

ing agreements.
The covenant has been re-writ-

ten from a "quite simple" state-
ment that made the borrower

promise to maintain insurance
equal to that "customarily main-
tained" by similar businesses in
the same geographic area to a
"fairly comprehensive and specific
provision," noted Mr. Kelly.

The lengthy covenant now spells
out, among other things, what
types of insurance a borrower is
required to maintain and at what
minimum limits. The document

also states that coverage has to be
provided by insurers with A.M.
Best Co. ratings of not lower than
B-plus or "other such insurers as
the bank may approve in writing."

While Mr. Kelly pointed out that
"there are many acceptable varia-
tions" to the requirements spelled
out in the standard covenant, "the
bank wants to know the extent of

these deviations up front."
In terms of minimum liability

limits the bank requires before
granting a loan, Mr. Kelly said,
"This obviously depends on the
nature of the client's operations
and exposures."

"Given the nature of our client

base, with certain exceptions, we
tend to think in terms of $50 mil-
lion as a base from which we work

up or down. . .In some cases we
will request far more than $50 mil-
lion."

Mr. Kelly added that, "We have
no problem with self-insurance,
assuming this means that a firm
has attempted to evaluate poten-
tial risks of loss, taken steps to
mitigate exposure and provided
adequate internal sources of fund-
ing for potential liabilities."

He said the self-funding "must
appear sufficient to protect the
firm's financial stability. All of
which means there is a critical,
qualitative distinction, which is
sometimes not made, between
being self-insured and uninsured."

Robert M. Couch, an attorney
with the Birmingham, Ala., law
firm of Bradley, Arant, Rose &
White, was also on the panel. The
discussion was moderated by Ro-
bert R. Duty, director of risk man-
agement at Blount Inc. of Mont-
gomery, Ala. m



EC product liability directive
will increase costs: Insurers

By CAROLYN ALDRED

LAS VEGAS, Nev.-Product lia-
bility insurance rates for com-
panies operating in Europe will in-
crease following the introduction
of the European Commission's
product liability directive, two un-
derwriters warn.

The directive, which is supposed
to be incorporated into EC member
nations' laws by July 30, 1988, im-
poses strict liability on consumer
product manufacturers throughout
the Common Market (BI, Jan. 20,
1986; Aug. 5, 1985).

"It is clear that there will,be an

increase in the number of settled
claims and in the cost of investi-

gating and defending unsuccessful
actions," said Edward Hester, as-
sistant manager (U.K. and Ireland)
with Zurich Insurance Co. in Lon-

don.

"There will undoubtedly be an
increase in claims consciousness as

a result of publicity given by con-
sumer associations, the media and

politicians," Mr. Hester said at a
session on "Coping with Products
Liability for Multinationals" at the
25th annual Risk & Insurance

Management Society conference

*»'*"There will 1=/

undoubtedly be an
increase in claims

consciousness,' says

** Mr. Hester. ,»

held earlier this month in Las

Vegas.
Claude Gallello, president of the

Global Accounts Department of
American International Un-

derwriters in New York, agreed
with Mr. Hester.

"We are less concerned about the
introduction of the directive than
we were in the 1970s, but there is
some cause of alarm for manufac-
turers. A lot of attention has been

given to the directive by consumer
groups," he said.

A more optimistic view was
given by Dieter Spielberger, man-
aging partner of broker Gradmann
& Holler GmbH in Stuttgart, West
Germany.

"When a new situation comes up,
underwriters are usually inclined
to exaggerate (the consequences),"
he commented. "The number of

product claims occurring in the EC
will remain minimal compared to
the situation in the U.S. . . .be-

cause the basis of the legal system
in Europe is entirely different from
the U.S."

However, Mr. Spielberger admit-
ted that the directive will have "an

impact on the economy of multina-
tional companies" in several ways.
For example, the EC directive will
impose joint and several liability
on "producers" of defective prod-
ucts.

Under the directive, producers
include:

• The manufacturer of a fin-

ished product.
• The producer of any raw ma-

terial used in the product.
• The manufacturer of any com-

ponent part.

0 Any person who imports the
product into the European Com-
munity.

Also, in cases where the producer
of a defective product cannot be
identified, each supplier of the
product can be considered a pro-
ducer unless he informs the injured
party in reasonable time of the
identity of the producer and the
company that originally supplied

the product.
However, because the directive

will be imposed in conjunction
with each member state's existing
laws. the effect of the directive will

vary from state to state, noted Mr.
Spielberger.

"Although the directive will be
prominent in most respects, some
areas, such as claims for pain and
suffering which are not included in

the directive will remain subject
to individual laws of member

states," he added.

In addition, each country has
several options such as whether:

• To cap awards against defen-
dants.

• To include within its laws the

"state of the art" or "developmen-
tal risks" defense.

Continued on next page
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Product liability
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• To include primary agricul-
ural products under the terms of
the directive.

The "developmental risks" de-
fense will absolve a defendant

from liability if it can prove "that
 the state of scientific and technical

knowledge at the time when the
I product was put into circulation

was not such as to enable the exis-

tence of the defect to be disco-

vered."

However, "it will not be an easy
I task for the defendant to prove,"

according to Mr. Hester. "He will
need to have documentation and

other proof of the tests under-
taken."

In addition, "He will probably
need to prove that no other pro-
ducers of similar products disco-
vered any defects," Mr. Hester
pointed out.

Other components of the EC di-

f ..

.

'Insurers need to reflect their increased liability in
their rating structure now rather than endeavor to
recoup their losses after the event and we shall

therefore see a gradual and moderate rise in
premiums,' Mr. Hester says.

rective that risk managers must be
aware of, according to Mr. Hester,
include:

• Strict liability under the EC
directive applies only to products
put into circulation after July 30,
1988.

"It will therefore be important to
maintain accurate records in order

to identify products which were in
circulation before that date," he
noted.

• Suits cannot be brought after
10 years from the date that the
producer put into circulation the
actual product that caused the

-

damage.
"Clearly, this is another area

where accurate records should be

maintained. It will not be suffi-

cient, however, to prove that par-
ticular products of that type, or a
batch similar to that product, were
put into circulation more than 10
years previously," Mr. Hester ex-
plained.

• Suppliers of components will
not be liable if they -can prove that
the accident arose from the defec-

tive design of the product itself or
was due to the instructions or

manuals provided by the product

manufacturer.

"They will not be liable if they
produce such components strictly
in accordance with the specifica-
tion required by the manufacturer
of the final product. . .therefore it
is important that careful record is
kept of all instructions," Mr. Hes-
ter noted.

For a multinational company
with the resources to set up its
manufacturing operations any-
where, it might be prudent for cer-
tain companies to transfer their
activities to a country that adopts
the developmental risk defense,
Mr. Hester said.

"At present, the defense looks
like being excluded in Belgium,
France, Luxembourg and Greece,"
added Mr. Hester.

For retailers, it will be impor-
tant to have the name or trademark

of the manufacturer or importer
shown on the products they sell or
they will need to have adequate
records to ensure they can identify
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the name of the manufacturer or

importer, he said.
"Provided such action is taken,

retailers are likely to be in a better
position under the new legisla-
tion," noted Mr. Hester.

Special attention will need to be
given to product descriptions, in-
structions or operating manuals,
labeling, warning notices and
packaging, he added.

"A product which is otherwise
safe may be rendered unsafe if any
of these is inadequate, misleading
or inaccurate," he warned.

And, sufficient liaison must be
maintained between the marketing
department and the design, pro-
duction and legal departments, he
continued.

"If it could be shown that adver-

tising or sales literature is mis-
leading or that it promises more
than the product delivers, this may
be detrimental to the interests of
the producer," said Mr. Hester.

Although Mr. Hester admitted
that the directive would ultimately
force up the cost of product liabil-
ity insurance
in Europe, he
stressed that

the increase

would be mod-

erate in most

areas.

''Insurers

need to reflect

their increased

liability in their rating structure
now rather than endeavor to re-
coup their losses after the event
and we shall therefore see a grad-
ual and moderate rise in premiums
over a period of about five years as
the effects of legislation become
more apparent," he said.

Despite the introduction of strict
liability, there are several reasons
why price increases and capacity
reduction will not be as severe in
Europe as it has been for U.S. lia-
bility coverages, noted Mr. Hes-
ter.

These include:

• European society is not as liti-
gious as the United States, and the
"deep-pocket" attitude does not
prevail.

• There are no juries in civil
cases except in Ireland, which
plans to abolish them.

"For complex injury cases, juries
are considered to be ultra-sympa-
thetic to victims, to award very
high damages and to be inconsis-
tent in their verdicts," said Mr.
Hester.

• The frequency and severity of
punitive damage awards in the
United States has not been dupli-
cated in Europe.

• The contingency fee system is
not used in Europe.

"It is not considered ethical for
lawyers to have a direct financial
interest in the level of damages
awarded," he said.

• Attorneys have lower profiles
in Europe. In many European
countries, lawyers are not allowed
to advertise.

• Policy conditions are inter-
preted by European courts in the
way they were originally intended
by the parties to the contract, said
Mr. Hester.

• Most European countries have
social security systems providing
free hospital and other medical
treatment.

However, "the implementation
of the directive points to good
times for lawyers and headaches
for underwriters and claims offi-
cials," said Mr. Hester.

And, high-hazard companies-
like pharmaceutical, chemical and
aerospace manufacturers-are
likely to be hit with higher than
average rate increases, he pointed
out.

The session was coordinated by
Joseph Cannaesenior vp of Marsh
& MeLennan Inc. in New York, and
moderated by Donald Davignon,
director of risk management of Jo-
seph E. Seagram & Sons Inc. in
New York. I
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Loss control survey helps ease renewals
By JUDY GREENWALD

LAS VEGAS, Nev.-Risk man-

agers can help protect their com-
panies from the vagaries of the
property insurance market by pre-
paring a fire protection and loss
control survey, says a loss control
expert.

Kenneth E. Berg, president of the
FPE Group, a fire protection engi-
neering and loss control consulting
company based in Lafayette,
Calif., counseled risk managers on

how to prepare for property insur-
ance renewals at the 25th annual

Risk & Insurance Management So-
ciety conference earlier this

month.

A self-evaluation of loss control

steps, Mr. Berg said, "is the key to
some independence" from the fluc-
tuations between a hard and soft

insurance market. A survey can
help companies decide how much
property insurance they require as
well as assist them in obtaining the
coverage they want, he said.

One of the main elements in a

loss control survey, he said, is to
quantify the company's risk. Fac-
tors to be evaluated include:

• Site. "Where is the site 10-

cated?" Mr. Berg asked, adding its
political jurisdiction can be impor-
tant. "Political boundaries dictate

fire protection," he said. They also
can be determining factors in
water supply and bond issues.

In addition, topography can be
"extremely important" when it
comes to insuring difference-in-
condition perils, he said. The
chance of earthquakes, he added, is
closely tied to the site where the
plant is located. What is the proba-
bility of a quake that is bad enough
to damage the facility occurring in
just the right spot? he asked.

"Pay a lot of attention to these
issues," he advised.

• Construction. What is the fa-

cility built of? asked Mr. Berg. Is it
made of combustible materials?

An issue of growing importance,
he added, is code requirements.
Because of changes in building
codes, if the facility is destroyed, it
may have to be rebuilt at half its
original size or perhaps could not
even be rebuilt at all, he pointed
Out.

• Utilities. "What makes your
facility go?" asked Mr. Berg. The
reliability, redundancy and avail-
ability of alternate sources of en-
ergy are among the factors that
must be taken into account in the

survey, he said.
The maintenance of utilities, as

well as the exposures and hazards
associated with them, should be
explored, he indicated.

• Operations. "What the facility
does" should be described in this

section of the survey, said Mr
Berg. Sources of supplies and
methods of distribution also

should be listed. For instance, if

there is only a single source of sup-
ply, this should be noted, he ad-
vised.

• Continuity of operations. In
the event of a loss, he asked, can
the facility keep doing what it has
been doing? This section of the re-
port should discuss production and
personnel bottlenecks following a
loss, he said.

After the risk is quantified, the
next step is loss quantification,
said Mr. Berg. This section should
discuss the frequency and severity
of expected losses, the maximum
possible loss, the probable maxi-
mum loss and the normal loss ex

pectancy.
Mr. Berg asked the audience if

any of them knew their property
insurers' estimate of their loss ex

pectancy. When one or two hands
went up, Mr. Berg commented,
"You're the exception. This is not
the norm."

Most policyholders, he added, do
not do their own loss quantifica-
tion. Instead, he said, they rely on
their insurer to do it-"but don't

have access to it."

Many underwriting decisions,
however, are based on this infor-
mation, and the loss control steps
companies take at their facilities
should be based on this data as

well.

However, one problem in getting
corporate management to institute
needed loss control measures is the

"time line" of the particular offi-
cials involved. For instance, he
noted, a production manager tends
to look only two or three years in
advance, because that is the length
of time he expects to be in his cur-
rent job.

Some potential losses, he said,

A self-evaluation of

loss control steps,

Mr. Berg says, 'is the
key to some

independence.'

however, are likely to occur only
once every 15 years. Should a man-
ager "accept the risk of a 15-year
event or spend money from the
bottom line to mitigate exposure?"
Mr. Berg asked. If he is produc-
tion-oriented, he will be willing to
accept the risk, Mr. Berg said.

The higher up a risk manager
goes in management, he added, the
more likely he or she is to find

D. .

All but invisible within

the night sky are an abundance
ofsynthetic satellites providing
numerous beneftts to earth-
bound man.

At Sullivan Payne, we
recognized early the value of
providing vital comprehensive
satellite reinsurance to the

companies that need it.

Seattle New York Philadelphia

someone willing to take a long-
term view and decide how risk

should be mitigated in the distant
future.

A company also must examine
each of its facilities and determine

how important the facility is to its
corporate division and to the cor-
poration as a whole, he said.

For instance, if a building is one
of 80 identical units, then it could
be considered expendable, Mr.
Berg noted. A company might base
its loss control on fire extinguish-
ers and employee training. If a
problem arises, "you call the fire
department and hope for the best,"
he said.

Other facilities, though, require
more elaborate protection, he
added.

The final step in the loss control

survey process is deciding how tc
achieve the desired level of protec-
tion and how to maintain it, Mr.
Berg said, adding that many com-
panies use their own funds to de-
velop these programs rather than
relying on insurers.

Other speakers at the seminar
included Robert F. Abrajano, vp at
brokerage Danloe & Abrajano:
based in Arlington Heights, Ill.:
James W. Guilfoile, assistant vT
and manager at the Constitution
State Management Co. in Chicago:
and William C. Reynolds, an ac-
count executive at Boockford &
Co., a broker in Oakbrook Terrace
Ill.

The seminar was moderated by-
Pierrette E. Ray, risk management
officer for the city of Westminster
Colo. •

An unusual move? Not for us.
After all, we didn't get where we are
today by standing still.

We ve always searched for the
potential that lies hidden in the least
expected places.

Like high above the earth in
the twilight blue ofan evening sky.

SULLIVAN PAYNE CO
111 REIN SURAN ('i· 111

LosAngeles Dallas Des Moines
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Beware the claims-made trap: Consultant
By CAROLYN ALDRED

LAS VEGAS, Nev.-Switching

to a claims-made liability policy
form is like developing a drug ad-
diction, a consultant says.

"Once the pusher's got you,
you're his forever," says Ronald

Boggs, a risk management consul-
tant with The Wyatt Co. in Chi-
cago.

Mr. Boggs outlined some of the

problems caused by the introduc-
tion of claims-made forms during a
seminar entitled "Real World So-

lutions to Claims-Made Problems"

at the 25th annual Risk & Insur-

ance Management Society confer-
ence earlier this month.

"The claims-made form requires

great diligence on the part of risk
managers in order to analyze po-

tential problems," he noted.
However, there is no formula to

avoid all claims-made problems, he
warned. "Gaps will happen; every-
body will have them," he added.
"Inconsistencies will develop both
horizontally and vertically

throughout a policy and they will
remain there forever."

The issue of coverage gaps was
also stressed by other panelists.

"There will be a lot of work in-

volved in quantifying the risks that
remain exposed. But as you put
contingency funds into company
statements because of gaps in
cover you will be better off," noted
Arthur Parry, a consultant with
Wyatt in Dallas.

If turning to claims-made for the
first time is traumatic, then the
first renewal is even more trau-

matic, warned Rudd Marlowe,

director of risk management with
Tesoro Petroleum Corp. in San An-
tonio, Texas. "Every time an ex-
clusion is introduced, you may get

a gap," he pointed out.
"If you change carriers you will

be faced with the option of chang-
ing the retroactive date or buying
extended coverage," he noted.

Unless risk managers can obtain
the same retroactive date for each

and every renewal, they are going
to be stuck with coverage gaps for-
ever, he added.

According to all three speakers,
many of problems arise from the
diversity of claims-made policies
available. For example, Mr. Boggs
highlighted the differences in the
discovery periods of widely used
claims-made forms, including:

• The Insurance Services Of-

fice's form. If "occurrences" are

reported during the policy term or
within 60 days of policy expira-
tion, the claim is covered if made
within five years, he explained.

• The form used by H.S. Weav-
ers (Underwriting) Agencies Ltd. If
notice of "circumstance" is given
during the policy term, any claim
filed within three years is covered,
said Mr. Boggs.

• The form used by American
International Group Inc. This form
is triggered only by the filing of
claims, and no provision is made
for discovery or notice, he said.

• The form used by A.C.E. In-
surance Co. Ltd. This covers all oc-

currences of which notice is given
during the policy term or the ex-
tended reporting period, he said.
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When a GroupFacts customer
got a report that showed a new
product was losing money, their
first reaction was to question the
figures. Closer scrutiny soon re-
vealed that GroupFacts was right.
The big difference between ex-
perience costs and premium in-
come was unexpected. But thanks
to GroupFacts, the news came in
time to remedy the situation.

It takes complex analyses to
monitor the profitability of a new
product. But they can mean the
difference between success and

failure in the business of group
life and health insurance. And

time is of the essence. Only an
online system as comprehensive
as GroupFacts, from Erisco, can
weigh timely, accurate and mean-
ingful information from many
areas. And then provide vital
reports, just days after the month's
figures come in. So you can exam-
ine your block of business and
take action to retain your com-
petitive position.

Only GroupFacts addresses
all the basic functions. It calculates

premiums and commissions.
Handles billing and remittances.
Takes care of reinsurance and pro-
vides carrier reporting. And it fully

supports Administration, Mar-
keting, Actuarial, Underwriting
and Accounting.

GroupFacts was designed to

grow along with your business.
Easily. So that even its extensive
system tables can be modified
online, without reprogramming.
And this new, advanced system is
backed by Erisco's years of main-
frame experience in group
administration.

If you are an insurance
carrier or TPA, we'd like to show
you how GroupFacts can help you
to anticipate and respond to op-
portunities in your fast-changing,
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complex and highly competitive
business. Just like we do regularly
for this once skeptical customer.

To learn more about Group-
Facts or other Erisco mainframe

benefits software, call or write the
Sales Department at Erisco,
1700 Broadway, NY, NY 10019,
(212) 765-8500.
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• The American Excess Insur-

ance Assn. form. Claims are co-

vered if made within 10 years of
the expiration or cancellation of
the policy or the extended report-
ing period and if notice of occur-
renee is given during the policy
term or the extended reporting pe-
riod.

"There are too many policies still
out there and there is still a big

discrepancy in what is available,"
said Mr. Marlowe. "Most of the

problems are created by having so
many different forms."

For example, he outlined part of
Tesoro's liability coverage. Al-
though the primary layer and first
excess layer are placed on occur-

renee forms, three high excess
layers are written on claims-made
forms, he said.

"All these claims-made forms

have different reporting require-
ments and different definitions of

'accident' and 'occurrence,' " he
noted.

The panelists offered risk man-
agers a checklist so they could help
avoid claims-made problems, in-
cluding:

• Reporting incidents to insur-
ers as soon as

they happen.
''You are F

going to get a *Jw 1«L.,....0
zzrlnts z:ri 'j
sions accord- j&- 112
ing to your mix 15#7..#t..1
of claims-made

policies and
the most important thing to do is
not to rely on your memory," said
Mr. Marlowe. "Report to all your
insurers on the basis of the earliest

reporting period you have."
• Disclose all facts about an in-

cident as soon as they are known.
"Because of the variations in the

discovery/notice periods, it is best
to disclose the facts as they become

known, although this might create
difficulties in obtaining the next
policy," said Mr. Boggs.

• Include extended reporting

periods as part of the initial policy
negotiating process.

• Watch aggregate limits
closely. "If a claim comes through
-however small-which will take

the aggregate figure close to the
limit, report it immediately," ad-
vised Mr. Marlowe. "You have to

err on the side of protecting your
own management even if it creates

big files at the underwriters."
However, the most important

thing to remember is to treat the
claims-made form as though it is
something completely new, advised
Mr. Marlowe.

Yet, despite the panelists' many
warnings, Mr. Marlowe offered
some words of encouragement:

"When preparing this session last
November, I considered claims-
made to be one of the most critical

issues facing us, but I think that
has changed. Most people can now
get some level of occurrence cover
in their primary layers."

Occurrence forms also are prob-
ably available for excess layers,
except for high-risk companies in
the oil, energy and consumer prod-
ucts fields, he added.

"I've heard of people getting
coverage limits of between $40
million to $50 million on occur-

renee forms. I think that's great if
you can get it," he said.

However, for high-risk com-
panies, the claims-made form is
here to stay, he predicted.

"Even if you see some of the U.S.

carriers loosening up, I don't be-
lieve we will ever see the high-risk
exposures back on occurrence
forms," he noted.

The London market also is firm-

ing up its commitment to the
claims-made form, Mr. Marlowe
said. I



Drug, alcohol abuse policy
necessary, panelists advise

By DONNA DiBLASE

LAS VEGAS, Nev.-Employers
must develop a clear corporate
drug and alcohol abuse policy to
effectively implement a testing and
treatment program, experts advise.

"Until you put a corporate policy
in place, it is almost impossible to
deal with drugs and alcohol in the
workplace. You must have a spe-
cific policy to go with any testing
program," said John M. Hermann,
president of Costa Mesa, Calif.-
based Total Employee Relations
Services Inc., a labor relations
consulting firm.

Risk managers received advice
on implementing drug testing and
treatment programs to manage the
costs of substance abuse in the
workplace during a panel discus-
sion at the 25th annual Risk & In-

surance Management Society con-
ference earlier this month in Las
Vegas.

"Alcohol and drug abuse costs
America about $50.7 billion a year,
and corporate America is paying
this bill," said Edward J. Carels, a
senior vp of Irvine, Calif.-based
Comprehensive Care Corp.

He said corporations need to
consider seven issues to deal with

these costs. They are:
• Developing a written corpo-

rate drug and alcohol abuse policy.
• Training supervisors to be

sensitive to substance abuse by
employees.

• Testing or screening employ-
ees suspected to have substance
abuse problems through employee
assistance programs, drug tests or
examining absenteeism records.

• Providing coverage for sub-
stance abuse treatment under the
corporation's health insurance
program.

• Offering employees referrals
to rehabilitation and treatment
programs.

• Implementing a utilization re-
view program to manage the costs
and quality of treatment programs.

• Deciding how to finance these
programs and considering what the
cost will be if the employer does
nothing.

Before implementing a program
to deal with substance abuse, "you
must decide what your corporate
philosophy is," advised Mr. Her-
mann.

"Ask, 'do we want to prevent
ourselves from hiring problems
into the workplace? If so, what do
we do?' If you decide on pre-em-
ploynnent testing, you need to no-
tify applicants that they will be
tested," he said.

A pre-employment testing policy
should state what the purpose of
the test is and notify the applicant
that he or she will be dropped from
consideration if the test results are
unacceptable, Mr. Hermann said.

Employers also must decide
whether they will take corrective
or punitive actions if a current em-
ployee is identified as having an
abuse problem, he added. "You
must be very careful here. Wrong-
ful termination suits can cost over
$400,000 in California," he noted.

He advised against random test-
ing of current employees, explain-
ing that "running helter-skelter is
a disaster. You will spend years in
court and hundreds of thousands
of dollars."

But, "if you are going to require
testing after accidents occur, you
must give reasonable advance no-
tice that if there is an accident, you
will test," he said.

"You must also be uniform and

consistent in your accident testing
policy: If you test one employee,
you must test all of them. If you are
not consistent, you could have a

disparate or discriminatory effect
and you then could run into prob-
lems with the Equal Employment
Opportunity Commission," he ex-
plained.

And, "select a quality, nation-
wide testing program. Mom-and-
pop testing programs can get you
into real trouble," he advised.

If employers decide to offer alco-
hol and drug abuse rehabilitation
programs to employees, -select the
best and brightest group to do
this," Mr. Hermann added.

Selecting a testing program and
the actual type of test to be used
can be difficult, the experts noted.

"It's very obvious that the
pressure is on drug testing com-

panies to improve the quality of
the tests used," said Rich Elderkin,
a product manager for Abbott
Diagnostics Division in Irving,
Texas.

"There has been a perception by
the public that these tests don't
work or that there is a problem
with false positive results. That's a
myth. When we get a positive test
result, we call it a presumptive
positive and test the person again,"
he said.

"The real problem is with false
negatives," which might not iden-
tify a person with a drug or alcohol
abuse problem, Mr. Elderkin
added.

Continued on next page
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The dusly gray Sierra Nevada range is a contrasting backdrop to the gleaming high-rise hotels of
Las Vegas' famous gambling "Strip."
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Drug testing
Continued from previous page

One important aspect to consider
in a test for the presence of drugs
or alcchol is the quality of the
chemistry involved, he noted.

"You have to consider the sens:-

tivity of the test. For example, in
urine tests, we measure the break-

down of the drugs. You have to de-
termine how good your test is at
detecting a small level of a drug in

the system," he explained.
Another aspect to consider in

drug testing is the specificity of the
test used.

Specific chemicals that react
with a specific drug or substance
are used in the test to accurately
detect the presence of a drug in the
system, he said.

"You need to consider the qual-
ity of the test if you decide to im-
plemen: a testing program," Mr.
Elderkin advised.

And, "whatever chemical test

'You have to

consider the

sensitivity of the

test,' says Abbott's
Rich Elderkin.

system you use, you should try to
cross-test it with another technol-

ogy or methodology," he added.
But, selecting a quality testing

program is not the only considera-
tion in developing a plan to deal
with substance abuse, the experts
noted.

Employers that decide to offer
rehabilitation programs to employ-
ees with substance abuse problems

also must consider the quality of
the program chosen, they said.

"One of the myths of treatment

for substance abuse is that a per-
son has to hit bottom before they
want treatment. Another myth is
that anyone who gets treatment
gets well," noted Robert R. Yost, a

vp at Comprehensive Care Corp.
Comprehensive Care offers more

than 200 inpatient and outpatient
substance abuse treatment pro-
grams nationwide, he said.

These programs treat chemically
dependent patients in a medically
supervised environment. The pro-

grams also include counseling for
the patient and his or her family
and strong follow-up care to help

the patient with ongoing recovery,
he said.

Many individuals with abuse

problems turn to treatment at the
request of and with the support of

their families and employers,
rather than waiting to "hit bot-
tom," he said.

And, "our results are showing
that good treatment outcomes hap-
pen for patients who volunteer for
treatment as well as for patients

who are coerced into receiving
treatment," Mr. Yost said.

Individualized treatment pro-
grams are important to assuring
successful outcomes, he noted.

"Programs can be either outpa-
tient or inpatient. If a person has
the support of family and em-

ployer, they could respond to out-
patient treatment," he said.

"But, the patient who comes in

screaming and kieking and lacks
family support may respond better
to inpatient treatment,'' he ex-
plained.

"But, there is the cost contain-
ment aspect to consider because we
all know the cost of health care is

escalating. A good evaluation is
probably the most cost-effective

way for referring employees to
treatment," he said.

To respond to employers' cost
containment needs, Comprehensive
Care is offering CarePromise, he
said.

''What we're doing is saying
we'll share the financial risk with

the employer. Any person who goes
through our treatment program
and needs re-treatment can come

back through the program two
more times in the five years after
the first treatment, at no cost," he
explained.

"So, for companies that have a

lifetime limit of 30 days of psy-
chiatric and substance abuse treat-

ment, they've just tripled their
benefits for this treatment at no

additional cost. We believe the

treatment does work and we'll

stand behind it," Mr. Yost added.

Mr. Hermann of Total Employee
Relations Services noted that, "you
have a great opportunity as an em-
ployer to come to the aid of your
employees. If you can demonstrate
you want to do this in a profes-
sional manner, that goes a long
way to creating loyalty between
you and your employees."

John Van Vliet, corporate bene-
fits manager of Milwaukee-based
Miller Brewing Co. moderated the
panel discussion. I
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Ove rseas cove rage complex: Underwriter
LAS VEGAS, Nev.-The com-

plexities of risk protection increase
dramatically as companies expand

 overseas, according to one interna-
tional underwriter.

However, worldwide property or
liability programs are generally re-
garded as good risks, said another
underwriter at a seminar during
the 25th annual Risk & Insurance

Management Society conference
earlier this month.

"As U.S. companies become
more international, insurance

I buyers must think more in terms of
world insurance programs and face
the problems of different lan-
guages, cultures and currencies,"
said Bruce Hayden, president of

the interna-

tional affiliate

of New York-

based Conti-* nental Insur-

ance Cos.

"However, if

you're going
outside the

U.S. for com-

merce, it generally means you're
forward-looking and the chances
are you will continue to grow so
(underwriters) will regard you as a
good risk," added Vincent Ma-
succi, president of the North
American division of American In-

ternational Underwriters in New

York, a unit of American Interna-

tional Group Inc.
At a session titled "The Coor-

dinated International Property/
Casualty Program," a panel of
speakers offered advice to risk

managers about embarking on
worldwide insurance programs.

A worldwide insurance program
covers both the U.S. domestic and

the international risks of a cor-

poration. These worldwide pro-
grams gained popularity when the
insurance market was competitive.

However, fewer multinational

companies have developed world-
wide insurance programs in the
tight U.S. commercial market. Be-
cause international insurance rates

have risen less than U.S. domestic

insurance rates, many companies

prefer to keep their international
risks separate, either insured
under one international program,
or by purchasing insurance locally
in foreign countries.

"Usually companies distinguish
between the U.S. and the rest of

the world, but as their economies
become more internationally

based, they must think in terms of
worldwide insurance," said Mr.

Hayden of Continental.
A major obstacle to placing the

insurance of all foreign subsi-
diaries with one insurer is per-
suading the local plant managers
to switch from their current insur-

ers, observed moderator Bruce

Brumbaugh, director of risk man-
agement with Penn Central Corp.
in Greenwich, Conn.

"It's very difficult to persuade
managers who have had the same
policy for 10 years with a local
insurer to suddenly become part of
an international program," Mr.
Brumbaugh explained.

In some cases, foreign plants may
be partly financed through loans
from their insurers, making that
switch more difficult, he noted.

"However, most local treasurers

will eventually go along with an
international program if the sup-
port of senior management from
the parent company is well com-
municated," added broker Michael
Linde, vp of Johnson & Higgins in
New York.

Other problems entailed in de-
veloping and implementing a
worldwide property or liability in-
surance programs as highlighted
by the panel include:

'As U.S. companies become more international,
insurance buyers must think more in terms of

world insurance programs and face the problems
of different languages, cultures and currencies,'

says Continental's Bruce Hayden.

• Language. Compiling risk
management data and under-
writing information in several dif-
ferent languages can create great
confusion, the panelists agreed.

For example, a Fortune 200 com-
pany currently trying to set up a
worldwide program has sent bro-
ker survey forms to subsidiaries in
22 countries. "Of those 22 coun-

tries, only three of the financial

controllers speak English and in
three months only four survey
forms have been returned," said
Mr. Linde.

• Currency. Exchange rates
might fluctuate rapidly, panelists
noted.

For example, Mr. Linde said
countries such as Brazil suffer

from inflation of up to 150%, and
there are also two exchange rates

the official rate and what is

known as the "parallel" or black
market rate.

• Culture. "The concept of risk
insurance and management is well
understood in the U.S. and western

Europe, but not so in Latin
America," Mr. Linde noted.

• Exchange control. Problems
may arise is returning claims col-
lected in the United States to the

country where the loss occurred,
said Mr. Linde.

"You may find yourself faced
with paying capitalization taxes on
insurance recovered from the loss

of fixed assets," he noted.
• Legal environment. "Subsi-

diaries may be adequately dealing
with insurance coverage in their
own jurisdiction, according to
what is required and what is avail-

SAVINGS PLAN
FOR UNDERWRITER

able in that market," said Mr.
Linde.

Also, as products themselves be-
come more and more international,

there are going to be complex legal
- and liability issues

to resolve, added

Mr. Hayden.
However, after

overcoming the

initial problems
involved in

creating a world-
wide coordinated

insurance pro-
A gram, the advan-

Mr. Crowley tages are numer-
ous, said William

Crowley, senior vp-international
with Insurance Co. of North

America in New York, a
Continued on net page
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I FOR LONGTERMAUTO LEASI NG
INSURANCE.

Be sure. Take advantage of our extensive
experience with this difficult-to-place business. Designed

specifically for the automobile leasing/rental industry, our
program saves you time, cuts your costs, satisfies yourcus-
tomers. We do the work, you get the credit!
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We invite your
inquiry and your
business W.·iteor

call Ron Ruane.

• Lessors Excess Liability • Primary Physical Damage
• Lessors Contingent Liability • Primary Liability Coverages
• Contingent Physical Damage • Interim Car Coverages

• Residual Value Insurance

PAIGE-RUANE, INC.
INSURANCE

The Irwin Building
460 N. Gulph Road
King of Prussia, PA 19406
(215) 265-4170

Physical Damage by

/Motors Insurance

Be *surance People tem General Motors -

Overseas cover
Continued from previous page
CIGNA unit.

These advantages include:
• Reducing and stabilizing

Costs.

"Premium tends to find its own

level and becomes more stable," he
noted.

• Rewarding deductibles. Insur-
ers frorn rnany countries offer no
incentive for companies to take a
deductible, which can be overcome
with a coordinated program, he
said.

• Reducing duplication and
gaps. "A coordinated program
helps reduce gaps in cover and
overlapping insurance," said Mr.
Crowley.

This can be particularly impor-
tant for a multinational whose var-

ious units produce different com-
ponents of a product finished by
another corporate unit.

C Increasing security. "In the

AnnounG ga
NEW FACILITY

for Tough Casualty Risks
• Products Liability
• Directors & Officers Liability
• Environmental Impairment
• Errors & Omissions

• Professional Liability
• Liquor Law Liability

Current Participants Include

• Architects & Engineers
• Asbestos Abatement & Contractors
• Chemical Company
• Manufacturers
• Waste Sites

• Medical Clinics

• Hospitals

Features

• B + Carrier
• Funding Approach
• Designed for Large Accounts
• $ 1,000,000 Per Occurrence/

$ 1,000,000 Aggregate
• Higher Limits Available
• Minimum Premium: $300,000

NEW: Association or Group Shared Aggregate Approach
Banker Blanket Bonds

IPC Group ofAmerica
Suite 1900

One Penn SquareWest
Philadelphia, PA19102

(215) 569-1800

IPC
GROUP OF AMERICA LIMITED

For Details Please Contact:

IPC/Commonwealth
Risk Services

Suite 1900

One Penn Square West
Philadelphia, PA 19102

(215) 569-1480

IPC Group West
44 Montgomery Street
San Francisco,CA 94104

(415) 433-8020
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'A coordinated program helps reduce gaps in
cover and overlapping insurance' in an

international program says William Crowley,
senior vp-international with Insurance Co.

of North America in New York.

last few years, we have seen har-
rowing scenes of insurance corn-
panies going belly-up and the se-
curity of the carrier has become an
important issue," noted Mr. Crow-
ley.

Very few insurance companies
are capable of putting together and
maintaining worldwide insurance
programs, and those that are tend
to be secure, he added.

The largest underwriters of
worldwide insurance programs are
AIG and CIGNA Corp.

However, several other insurers
are developing as viable interna-
tional and global insurance un-
derwriters, including: Chubb
Corp., Continental, Kemper Inter-
national Insurance Co., Royal In-
surance Co. of America, Travelers
Corp. and Zurich-American Insur-
ance Cos. (BI, Nov. 24, 1986).

To put together a successfully
coordinated worldwide property or
liability program it is important to
ask each subsidiary detailed and
relevant questions, the panel
stressed.

"It is very important that the un-
derwriter has sufficient informa-
tion to evaluate the risk of each

particular plant in the program,"
noted Mr. Crowley.

Therefore, it is important to
choose an underwriter and a bro-
ker with offices in most of the
countries where subsidiaries are

based, he added.
To put together an international

property insurance program, the
following information must be
supplied for each company loca-
tion, according to Mr. Masucci of
AIU:

• A schedule of updated prop-
erty values, dated and in the local
currency.

"Underwriting is then focused
on a few key-location buildings,"
he added.

• Up-to-date business interrup-
tion values.

• Ground plans for different 10-
cations.

• Details of construction and

occupancy protection equipment.
• Catastrophe exposures.
• Loss history and value of the

losses, together with the exchange
rate at that time.

• Details of the existing insur-
ance program.

• A copy of the annual report.
Similar details also are required

to compile a worldwide liability
insurance program, including:

• A description of the opera-
tions at each site.

• A list of countries where the

products are sold.
• The total research and devel-

opment expenditures of the com-
pany.

• Loss history.
• Exposure of each unit. For ex-

ample, the life history of each
product.

• Product brochures and speci-
fications. I

ex·ier·tise

Know-how: the experience

gained from more than
50 years of service in the
reinsurance market

-professional skills put to
work for the benefit

of our clients
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Expertise · Stability • Seruice

THE REINSURANCE CORPORATION
OF NEW YORK

80 MAIDEN LANE, NEW YORK, N.Y. 10038 · (212) 363-4440

Chicago · Los Angeles · London
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Planning can cut on-premises injuries
By STEVE TARAVELLA first ask the police for help in en- J sulting firm to help evaluate the unnecessary changes

forcing the ban on loitering  By building rapport situation This way, even if an in- If all of these recommendations

LAS VEGAS, Nev -Risk man- The sign should be posted below cident occurs after implementing are not all implemented, the busin-
agers concerned about their com- waist-level, so as not to obstruct a with police 'you're the consultant's recommendations, esses could easily appear remiss in
panies' liability for incidents that sales clerk's view of what's occur- creating a witness for the business can show it was ear- a courtroom situation, he noted

occur on premises for which they ring on the premises outside nest in taking sufficient steps to A third panelist, Joseph M Ra-
are responsible sometimes over- • During peak business hours, yourself at the trial,' maintain safe premises vich, senior vp and general counsel

look simple steps that might re- retain an off-duty police officer to explains Mr. Luttier.
"Whether they are right or at Adjustco Inc in Tarrytown,

duce their risk park in the parking lot in front of wrong is not as important as the NY, suggested that the risk man-
That's the message of Mark T the store to serve as a deterrent to fact that you recognize you didn't ager seek security advice from

Luttier, a West Palm Beach, Fla, violence, loitering or alcohol-re- know," explained Mr Federal, a local police Not only will doing so
attorney who discussed premises lated incidents ple, asked how she could determine senior partner with Dow, Lohnes & reflect favorably on the company,
liability at the 25th annual Risk & But certainly risk managers if the security procedures she was Albertson in Atlanta but it also may help nurture a posi-
Insurance Management Society should continue to rely on the so- arranging at her employer's prop- But Mr Federal cautioned the tive, long-term relationship with
conference earlier this month phisticated as well as simple means erty were "enough" to ward off risk manager to select a security law-enforcement o fficials, he

Mr Luttier offered risk manag- of loss prevention to reduce the any incidents on the premises that consultant carefully Since consul- pointed out
ers several inexpensive but impor- chances of being sued for accidents could spur lawsuits tants themselves are worried about The session, called "Unsafe

tant ways in which they could that occur on their employers' R Keegan Federal Jr , a security being held liable for overlooking Premises-A New Nemesis," was
minimize their exposure to law- premises law specialist and former Georgia something when making their rec- moderated by Jan Wilhelm, corpo-
suits by people inlured on their One Southern California risk Superior Court Judge, suggested ommendations, they may advise rate risk manager at National Con-
premises These include manager at the session, for exam- the business retain a security con- her to make numerous, costly and venience Stores Inc in Houston m

• When opening up shop in a

new part of town, introduce your-
self to area police officers

Tell the public safety or commu-
nity relations officer who you are,

what business your company is en-
gaged in, why it selected that loca- ..

tion, etc, he said
Let law enforcement officials

know you intend to run a law-
abiding, safe business and that
you'd like to be contacted if they
receive any complaints, he advised

Follow up with a letter, keeping a 0 ./
-7

copy for your own files t

1 +-4F
"You're creating a witness for

yourself at the trial," explains Mr
Luttier, with the firm of Gunster,
Yoakley, Criser & Stewart ..04*4"Everybody loves a guy in a uni-

I form "

• If the business you're opening
up iS a retail business that may
draw itinerants, like a convenience

I LY I

store, post a "No Loitering" sign in
the front window and Inform the

police of its existence
Since you're conducting business

on private property, most states 6

require the business to request that
police enforce this before they can

-

do so, Mr Luttier explains So,
-
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HMO forming to provide long-term care
markets

As Congress considers expansion
of Medicare to cover long-term ill-
nesses, two private-sector com-
panies are launching a health
maintenance organization to pro-
vide long-term health care to peo-
ple over age 65.

Metropolitan Life Insurance Co.
of Canton, Mass., and Group
Health Cooperative of Puget
Sound-a Seattle-based HMO-

have joined to form Group Health
Cooperative Security Care, one of
the nation's first long-term health
care plans.

"It's an innovative private-sector
solution to a national health policy
dilemma: how to protect older
adults from the catastrophic ef-
fects of chronic illness," said John
D. Moynahan Jr., Met Life execu-
tive vp.

For a monthly fee ranging be-

tween $26 per month and $245 per
month-based on age-enrollees
receive a wide range of services in-
cluding: nursing home care, adult

day care, respite care and assis-
tance care in the home.

GHC Security Care will begin
operating in May in the metropoli-
tan Seattle area, pending approval
by the Washington state insurance
commissioner. Initially all GHC
enrollees age 65 to 80 will be eligi-
ble to apply for the plan. Later this
year enrollees age 55 to 65 will be
eligible to apply.

GHC estimates that approxima-
tely 30,000 of its enrollees will be
eligible.

GHC Security Care will offer:

• Easy access to care. Once it is
determined that an enrollee needs

help with three or more activities
of daily living (bathing, eating,
dressing, etc.), he or she is eligible
for all of the benefits of the plan.
There is no prior nursing home or
hospital stay required.

• Case management. Profes-
sional care managers who are ei-
ther trained social workers or

geriatric nurses will plan, coordi-
nate and monitor individualized

programs for enrollees.
• Utilization review. The plan

includes Met Life's utilization re-

view program.
Under the joint arrangement,

Met Life will determine eligibility

for enrollment and benefits, per-
form actuarial pricing and calcula-
tions, manage the investment of
funds generated by the plan and
keep records m the group's experi-
ence.

GHC will market :he plan, col-
lect premiums, provide care man-
agement, con:ract for services with
preferred providers and monitor
quality.

"Legislators at both the federal
and state level have been en-
couraging private industry to de-
velop long-term care programs
such as this, -where no government
funding or subsidies are involved,"
said James Weil, vp-senior services
at Met Life.

New brokerage
A new insurance agency, Gow

Get RISK[RAC: And Take Full Control
Of Your Insurance ProgramWithYour Own Two Hands.

Risk managers can't afford to be roped into an informa-
tion system that doesn't give them full control of all their
insurance data.

That's why you should know about RISKTRAC.
RISKTRAC is a stand-alone computer software system

that consolidates your insurance program under your per-
sonal command. It runs on your equipment. In your office.
At vour convenience. And answers come lightning fast. All
of which helps you make more informed decisions.

With RISKTRAC, you'll enjoy timely, flexible access to
accurate information for alllines of insurance. So you can
control your costs more effectively.

For further information, call Helmsman Management
Seruices* at 603-431-1181. Or mail in the coupon.
*RISKTRAC ts a pr.,duet oi Helmsman Management Services. lnl . a member of the Liberty Mutu:1 In

RISKTRAC. In the risk management information battle,
you couldn't ask for a better ally

O Please send me more information on RISKTPAC® r.i

HELMSMAN MANAGEMENT SERVICES, INC.
225 Borthwick Avenue A.A mi.A
Portsmouth, NH 03801 81-3
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Company
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surance Group.

Coverage Corp., with facilities in
New York, Buffalo and Denver, has
been launched.

"Our main focus will be directed

toward the writing of medium to
large commercial risks, with a spe-
cial emphasis on construction, in-
dustrial, institutional and retail
business," said President Timothy
Gow.

In addition, Gow & Hanna Inc., a
New York-based excess/surplus
brokerage, has been formed. Gow
& Hanna is the result of a joint
venture between M.A. Hanna Corp.
and Gow Coverage Corp.

M.A. Hanna is an international

natural resources firm involved in

management services, iron ore,
coal, nickel, silicon, oil and gas.
Hanna's Insurance Services Divi-

sion provides underwriting, risk
management consulting, captive
insurance company management
and other insurance services to

more than 80 companies in the
United States, Europe and Canada.

Gow & Hanna will have facilities
in Bermuda and London.

They are located at 100 Maiden
Lane, New York, N.Y. 10038; 212-
504-6511.

New legal consultant
Beth Kravetz, a veteran Wash-

ington attorney, has opened a law
practice specializing in risk reten-
tion group consulting and insur-
ance regulatory issues.

Ms. Kravetz most recently was
associate counsel at HOW Insur-

ance Co,,the first major risk reten-
tion group organized under the
1981 Risk Retention Act.

Previously, she was the Wash-
ington representative for the Na-
tional Assn. of Insurance Commis-
sioners and counsel for the
National Assn. of Insurance Bro-

kers in Washington.
Ms. Kravetz's offices are located

at 4226 40th St., N.W., Washing-
ton, D.C. 20016; 202-966-3934.

Flex plan specialist
CIGNA Corp. has spun off a new

company that will assist employers
with the development, design and
implementation of flexible benefits
programs.

The new company, CIGNA Em-
ployee Benefits Services Inc.,
offers benefit managers a variety
of services including: plan model-
ing, credit methodology develop-
ment, aggregate cost projections,
payroll and human resources sys-
tems review, employee communi-
cations and enrollment support.

The services are available to

companies with 200 employees or
more on a fee-for-service basis.
"Smaller companies interested in
flexible benefits generally require
less customization," according to
CIGNA President Raymond C.
Linstrum.

The fee-for-service structure en-
ables benefit managers to know in
advance exactly how much they
will pay for consultations, says Mr.
Linstrum. "Once we reach an
agreement with the client company
on the scope of advisory services,
our fees are guaranteed," he says.

EBS has five consultants and a

total extended staff of nine spe-
cialists. Formed in January, the
company has more than 15 clients
representing automotive, chemi-
cals, consumer products, financial
services, real estate development
and retail industries.

Mr. Linstrum says, "To realize
the potential of a flexible bene-
fits program, employers need more
advice and a more customized ap-
proach than in traditional benefits
programs."

Mr. Linstrum can be reached at
CIGNA, Station A-132, Hartford,
Conn., 06152; 203-726-4170.

Continued on next page
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Executive benefits

Towers, Perrin, Forster & Crosby
has launched a new division that

will help benefit managers design
supplemental benefit plans for
upper-level management.

Many of the changes in the Tax
Reform Act of 1986 will cause a

flurry of these unqualified plans to
pop up, according to TPF&C's

Gary McClung, director of the new
division.

Executive Benefit Practice will

help benefit managers design, fund
and communicate a customized ex-

ecutive benefit plan. Consultants
will analyze the effects of tax re-
form on existing plans and offer
suggestions for improvement. The
new division will work closely with
TPF&C's Executive Compensation
Practice to coordinate a total

package.
"Under tax reform's lower rates,

current cash may be more attrac-

tive for many executives than ben-
efits," said Mr. McClung. "The re-
sult is going to be tremendous
growth in supplemental plans."

The address of the new division

is: Towers, Perrin, Forster &

Crosby, Executive Compensation
Division, 200 W. Madison St., Chi-
cago, Ill. 60606; 312-781-0300.

Travelers PPOs
Travelers has launched two new

PPOs in Phoenix, Ariz., and Rich-
mond, Va.

Travelers Preferred-Phoenix has

nine hospitals and 650 physicians
in its provider network. Travelers
Preferred-Richmond has six hospi-
tals and nnore than 400 physicians
in its provider network.

Both programs offer enrollees

the Taking Care wellness program
and the Patient Advocate utiliza-

tion review program. Taking Care

is available to employee groups of
150 workers or more. The Patient

Advocate program is staffed by ex-

perienced registered nurses who
conduct preadmission and concur-
rent reviews.

PHCS expansion
Private Healthcare Systems, a

PPO organized by 18 insurers, is
expanding its national network by

contracting with hospitals in nine
new cities.

PHCS already operates PPOs in
31 markets and hopes to be operat-
ing in 40 markets by July 1987.

The nine new cities involved in

the final phase of expansion are:
New Orleans; Seattle; Pittsburgh;

Akron, Ohio; Austin, Texas; Rich-

mond, Va.; Nashville, Tenn.; Day-
ton, Ohio; and Sacramento, Calif.

Benefits software

Spartin Computer Systems Inc.

has spun off a new subsidiary-
Spartin Preferred Benefit Admin-
istration Systems Inc.-to handle

development, sales and marketing
of insurance and employee benefit
software products.

In addition the company has
moved into larger offices at
14925A Memorial Drive, Houston,
Texas, 77079; 713-496-0800.
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National PPO network

Five of the nation's largest insur-
ance companies have joined to-
gether to create a national pre-
ferred provider organization
network.

Nationwide Corp. of Columbus,
Ohio, Allstate Life Insurance Co. of
Northbrook, Ill., American United

Life Insurance Co. of Indianapolis,
Home Life Insurance Co. of New

York, and Provident Mutual of
Philadelphia each paid $3 million
in a private stock offering to ex-
pand CAPP CARE, a physician-run
PPO, into 26 states by the end of
1988. CAPP CARE now operates in
nine states with more than 25,000

.physicians and 306 hospitals in its
provider network.

In addition to their investments,

the five companies have committed
to use the CAPP CARE network.

The companies join Pacific Mu-
tual of Fountain Valley, Calif., as
equal shareholders in the new or-
ganization.

New E&0 market

A new facility, William B. Turner
& Associates, is now underwriting
construction-related errors and

omissions coverage.
The company writes limits of up

to $1 million in 35 states for Home-
stead Insurance Co. of Philadel-

phia, Rockwood Insurance Co. of
Rockwood, Pa., and Rockwood In-
surance Co. of Indiana in Nobles-

ville, Ind.

Specifically, the facility serves
as a market for architects, engi-
neers and construction contracts,

according to Mr. Turner.
The facility is located at 35 E.

Wacker Drive, Suite 1934, Chicago,
Ill., 60601; 312-346-5116.

New surplus broker
John Schapperle, a veteran ex-

cess/surplus lines broker, has

opened Great Southwestern Un-
derwriters, a Plano, Texas-based

agency.

Mr. Schapperle will market all
types of excess/surplus insurance
business including hard-to-insure
property/casualty risks, profes-
sional liability and directors and
officers liability.

He also markets umbrella poli-
cies. He has access to 15 domestic

markets and Lloyd's of London.
The company is located at P.O.

Box 750007, Plano, Texas, 75075;
214-423-5284.

New Tulsa agency
Two former top executives of of

Bayly, Martin & Fay Inc. of Okla-
homa have formed a new insurance

agency handling all types of com-
mercial property/casualty insurance.

Daniel D. Pickard, former presi-
dent of BM&F of Oklahoma, and

William P. Allen, former vp of the
brokerage, now head the newly
formed Pickard & Associates Inc.

The firm specializes in placing in-
surance for pipeline contractors na-
tionwide.

Mr. Pickard is president and Mr.

Allen is vp of the new agency, 10-
cated at 7125 S. Braden, Tulsa,
Okla. 74136; 918-492-7074.

Name changes
The Home Reinsurance Co. of

New York has changed its named
to The U.S. International Rein-

surance Co.

Thomas Knox Associates, a

Fort Washington, Pa.-based em-
ployee benefit consultant, has
changed its name to Preferred
Benefits Corp.

Hermitage Holding Corp., the
holding company for Hermitage
Insurance Co. of New York, has
changed its name to Hermitage
Group.

Dick Foster & Associates, a

Dallas-based brokerage, has
changed its name to The Foster
Group.

Mergers/acquisitions
Affiliated Insurance Consul-

tants Inc., a Western Springs, Ill.-
based brokerage, has acquired the
Klehr Agency in Arlington
Heights, Ill.

Hilb, Rogal & Hamilton Co. of
Richmond, Va., has merged with
Ellsworth, Crosby, Schexnaydre
Inc., a New Orleans agency.

In addition, Hilb, Rogal &
Hamilton has acquired the prop-
erty/casualty division of Alsop &

Continued on next page
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96u Can Trust
Our Foreign

Agents.
What do you do when a liability claim is
made against your product in a foreign
land? Where do you turn when you need
some investigation done in places like
Germany, Australia, South America,
or Greece?

Your defense counsel might try to
locate a foreign investigator for you, but
how can you be sure ofthe penson's com-
petence and credentials?

Fortunately, there's a more trust-
worthy alternative: Countrywide Services.

Each of our elite investigators has at
least 10 years' experience handling major
product liability cases. These agents are
positioned throughout North and South
America, Western Europe, Australia, and
various Caribbean and Pacific Islands.

They'll help you with only one con-
tact or cover the entire claim through
disposition, ifyou wish. Please phone or
write us for more details. AIIIIA

You'll discover that /P

we're even more
than Countrywide.
We're worldwide. Villillilinni

Countrywide
Services

Cotporation
Specializing in product

liability claims management.
11933 Westline Drive, St. Louis, MO 63141, 314/878-3306
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Elliot, also of Richmond, Va.
Alsop & Elliot has merged into
HRH's Richmond office.

MONY Financial Services of

New York has acquired United
Administrators Inc., a Seattle-
based employee benefits adminis-
trator. UAI will operate autono-
mously under its present manage-
ment.

Frank B. Hall & Co. of Florida
has acquired Schoenberger In-
surance Inc., a Jacksonville-based
agency.

New York broker Frenkel & Co.

has acquired Joseph G. Gray &
Co. Gray & Co. will be merged
with Frenkel, and Mr. Gray will
become senior vp

Corroon & Black of Michigan
Inc. has acquired Poggi-Harrison
Agency Inc. and Risk Control
Inc. Poggi-Harrison is a retail

property/casualty agency in Grand
Rapids, Mich. It is the majority
owner of Risk Control Inc., a
third-party administrator also in
Grand Rapids.

In addition, Corroon & Black's
Los Angeles division has ac-
quired Rosskopf, Rapp Insur-
ance Agency Inc. and John Z.
Schmidt Insurance Agency,
which where operating as Ross-
kopf, Rapp & Schmidt Insurance
Agency. A retail property/casualty
agency with a specialization in the
construction industry, Rosskopf,
Rapp & Schmidt is located in El
Monte, Calif., and will be merged
with Corroon & Black's Los An-

geles office.
The management consulting

practices of Risk Consulting
Group, Robert E. Ford principal,
and Jack & Levine Risk Manage-
ment Inc., Arthur J. Levine prin-

cipal, have merged. The general of-
fices are located in Laguna Hills,
Calif.

Hilb, Rogal & Hamilton Co. of
Richmond, Va. has acquired Albe-
marle Insurance Agency of
Charlottesville, Va. Albemarle, a
general insurance agency, has
merged with the HRH Charlottesv-
ille office.

Wellington Insurance Ser-
vices of Los Angeles, a subsidiary
of ABI Management Inc. has
merged with Patrick C. Ross &
Associates of Woodland Hills,
Calif., also a subsidiary of ABI
Management. The new company
will be called Wellington-Ross In-
surance Services and will be 10-
cated in the Encino/Sherman Oaks

area.

Softec Inc., a risk management
information system software sup-
plier based in Detroit, has merged
with Towers, Perrin, Forster &
Crosby. Under terms of the agree-
ment, Softec will be consolidated
with Tillinghast, the risk manage-

MEDHELP

WORLDWIDE

• THE

I INTERNATIONAL

I HEALTH PLAN

Medical

ment consulting division of
TPF&C. Mark Dorn, founder and
president of Softec, will become a
principal of TPF&C and will con-
tinue to manage the Softec opera-
tion.

New offices

RTZ Ltd. Risk Management
Department has moved to P.O.
Box 133, 6 St. James's Square,
London, SWlY 4LD; 01-930-2399.

Towers, Perrin, Forster &
Crosby has opened several new in-
ternational offices in Switzerland,
Mexico and The Netherlands. The
Swiss office is located at 80 Rue de

Lausanne, 1202 Geneva, Switzer-
land; 22-32-07-09.

The Mexico office is located at

TPF&C de Mexico, Bosques de
Duraznos 65-401-A, Bosques de las
Lomas, 11700 Mexico, D.F.; 905-
596-75-31.

The Netherlands office is located

at Smit & Bunschoten/TPF&C,
Emmastraat 36, 1075 HW Amster-

insurance for Employees
Living Overseas.

MedHelp Worldwide provides comprehensive medical
coverage for:

• Expatriates

• Employees on overseas assignments
• Foreign nationals temporarily in the U.SA
• Frequent international travelers

MedHelp Worldwide...

• Provides a choice of three plans to meet djfferent
requirements.

• Provides comprehensive medical expense cover-

ages of up to one-half million dollars (per covered
injury or sickness) anywhere jn the world includ-
ing limited coverage even when the insured per-
son returns to his home country.

• Provides an international network of 24-hour

multi-lingual assistance centers to help the

jnsured person find medical treatment and elimi-

nate the problem of paying for jt in a foreign
country.

• Provides renewable semj-annual or annual cover-

ages {including coverage for dependents.j

Also available:

• Accidental Death and Dismemberment benefits of

5100,000 or 5250,000.

• Life insurance benefits up to 5500,000.

International Underwriters Group provides
short-term international health insurance plans

Brokerge contracts are available.

MedHelp Worldwide... the
logical medical insurance choice

for people away from
their home country.

International Underwriters Group

M
243 Church Street West

Vienna, Virginia 22180

800-237-6615

703-255-9800

MedHelp Worldwide is underwritten by International Insurance Company of Hannover, L:d

dam, The Netherlands; 20-76-36-
46.

Karr Rehabilitation Services

of Minneapolis has opened three
new branch offices in the Chicago
and Milwaukee areas and in Sioux
Falls, S.D.

The Chicago-area office is 10-
cated at 211E. Lake St., Addison,
Ill., 60101; 312-941-7394.

The Milwaukee-area office is 10-
cated at 20720 Watertown Road,
Suite 201, Waukesha, Wis., 53186;
414-784-9595.

The Sioux Falls office is located

at 3105 Claudette, Sioux Falls,
S.D., 57103; 605-332-7411. Karr
provides rehabilitation and medi-
cal case management services.

Burns & Wilcox Ltd. has

opened a district office at 8885 Rio
San Diego Drive, Suite 335, San
Diego, Calif., 92108; 619-294-4881.

Health Risk Management Inc.
has opened new regional offices:
1740 Massachusetts Ave., Box-
borough, Mass., 10719; 617-264-
4663, and 377 E. Clearview Ave.,
Worthington, Ohio 43085; 614-
888-0846.

Towers, Perrin, Forster &
Crosby; the Tillinghast Division
of TPF8:C; and Cresap, McCor-
mick & Paget are now located at
1200 Lakeside Square, 12377 Merit
Drive, Dallas, Texas 75251-2223.
TPF&C's phone number is 214-
701-2600; Tillinghast's phone
number is 214-363-2451; and Cre-
sap's phone number is 214-239-
1333.

Admar Corp. a national pro-
vider of alternative health care de-

livery systems, is expanding into
new offices at 990 Washington St.,
Suite 329, Dedham, Mass., 02026;
617-461-4500. The new office will
be the Eastern Operations Center
for the HealthWatch Medical Re-

view System, a nationwide hospital
utilization review system.

Union Central Life Insurance

Co. has moved its Chicago office to
Suite 740, Columbia Centre, 5600
N. River Road, Rosemont, Ill.,
60018; 312-823-8200.

The Beaven/InterAmerican

Cos. have opened new offices at
901 W. Jackson Blvd., Chicago, Ill.,
60607;312-829-9600. m
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Tinley named first vp at Security Pacific
Michael E. Tinley, 42, has been

named first vp and director of risk
management at Security Pacific
Corp. in Los Angeles. In this newly
created position, he oversees risk
management and property/ca-
sualty insurance for the bank
holding company and its subsi-
diaries. He reports to Joseph A.
Irwin, senior vp-tax and risk man-
agement departments. Previously,
Mr. Tinley was senior vp and man-
ager of client relations at Jardine
Insurance Brokers in San Fran-

cisco. He also has worked at Fred

S. James & Co. in Los Angeles and
Aetna Life & Casualty Co. in
Omaha, Neb., San Francisco and
Los Angeles. Mr. Tinley received a
bachelor of arts degree fronn
Creighton University in Omaha,
Neb. Mr. Tinley is a deputy mem-
ber of the Risk & Insurance Man-

agement Society.
***

Caroline M. Cogtella has been
appointed risk manager of New
York City. In this position, Ms.
Cogtella will be responsible for in-
surance policies and administra-
tion for 34 city agencies. She re-
ports to Joel Copperman, assistant
director of the mayor's office of
operations. Previously, Ms. Cog-
tella served 12 years with Metra,
the Northeast Illinois Railroad

Corp., as division manager of risk
management with responsibility
for Metra's insurance and self-

funding programs as well as the
implementation of a risk manage-
ment information system. Ms. Cog-
tella also participated in the for-
mation and was a director of

Railroad Assn. Insurance Ltd., an
offshore captive insurer that pro-
vides liability insurance to the U.S.
and Canadian freight and passen-
ger rail industry. Ms. Cogtella
holds a bachelor's degree in politi-
cal science from the University of
Connecticut at Storrs. In addition,
she is a deputy member of the Risk
& Insurance Management Society,
as well as a member of the Public

Risk & Insurance Management
Msn., Railway Insurance Manage-
ment Assn. and the National Assn.
of Insurance Women.

***

Merryrose Wurtz, 50, has been
promoted to staff vp-risk manage-
ment at Allied Products Corp. in
Chicago. In this position she will
oversee the integration and rede-
sign of insurance programs, as well
as increased duties with product li-
ability management. She reports to
David Corwine, general counsel
and assistant secretary. Allied
manufactures agricultural equip-
ment, transportation and indus-
trial products and chemical spe-
cialties. Prior to this promotion
Ms. Wurtz, who has worked at Al-
lied Products for 10 years, served
as director of insurance. She holds

the Chartered Property & Casualty
Underwriter and Associate in Risk

Management designations.
***

Joseph E. Phillips, 38, has been
promoted to manager of risk man-
agement, security and claims at
Southern California Gas Co. in Los

Angeles. In this position he will
oversee the utility's risk manage-
ment, claims and security depart-
ments. He replaces Nancy I. Day,
who has assumed other responsibi-
lities with the utility, and reports
to Lee K. Harrington, vp-adminis-
trative services. Prior to this pro-
motion, Mr. Phillips served as risk
manager at Southern California
Gas. He received a bachelor of sci-

ence degree in mechanical engi-
neering from the University of
Utah in Salt Lake City. He holds
the Associate in Risk Management
and Chartered Property & Ca-
sualty Underwriter designations
and is a registered Professional
Engineer. Mr. Phillips is a deputy
member of the Risk & Insurance

comings & goings: buyers
Management Society. In addition,
he serves on the underwriting com-
mittee of Associated Electric &

Gas Insurance Services Ltd., a
Bermuda-based utility mutual.

***

Cheryl S. Pollack has been
named corporate risk manager at
Electronic Data Systems Corp. in
Dallas. In this position she will
manage all insured and retained
risks. She replaces James Dineen,
who left EDS to join Barnett Banks
of Florida Inc. as vp-risk manage-
ment, and reports to Darrell John-
son, assistant treasurer. Prior to
this promotion Ms. Pollack served
as risk analyst at EDS. She re-
ceived a bachelor of arts degree in

Spanish from the University of
Minnesota in Minnesota-St. Paul

and is working toward her master
of business administration degree.
In addition, Ms. Pollack holds the
Associate in Risk Management des-
ignation and is treasurer of the
Dallas/Fort Worth Chapter of the
Risk & Insurance Management So-
ciety.

***

Richard A. Williams, 39, has
been named corporate risk man-
ager at Malden Mills Industries
Inc. in Lawrence, Mass. In this po-
sition he is responsible for risk
management, property/casualty in-
surance programs, self-insurance
activities, claims and employee

benefits administration. He reports
to Michael G. Reeve, assistant trea-

surer of Malden Mills. Previously,
Mr. Williams served as risk man-

ager for Algonquin Energy Inc. in
Boston. He received a bachelor of

arts degree in mathematics/
business and a master of business

administration degree from Suf-
folk University in Boston. In addi-
tion, Mr. Williams is a deputy
member of the Risk & Insurance

Management Society.
***

Dave Mettler, 40, has been

named director of risk manage-
ment at the Hillhaven Corp. in Ta-
coma, Wash. In this position he
will be responsible for developing,
implementing and coordinating the
company's risk management pro-
gram. He replaces Sharon Warn-
ing, who left Hillhaven, and re-

ports to Frank Ruffo, senior
vp-administration. Hillhaven
owns, operates and manages 571
acute, rehabilitative, psychiatric
and long-term care facilities. Pre-
viously, Mr. Mettler served with
Care Enterprises in Orange, Calif.
He received a bachelor of science

degree in aeronautical engineering
from California State Polytechnic
Institute in San Luis Obispo, Calif.
He is a deputy member of the Risk
& Insurance Management Society.

We'd like to report on staff changes
in your company's risk manage-

ment, safety or employee benefits
department. Just drop a note to
Paul Winston, assistant copy edi-
tor, Business Insurance, 740 N.
Rush St., Chicago, m. 60611, or
call 312-649-5442. Please send a

photograph, too.

Service plus Technology
The perfect equation

forRiskManagement.

© 1987, Anistics, Inc.
All rights reserved

*Anistics Risk Information System

Today's business environment is more
volatile and competitive than ever. And
because the future holds even greater
challenges, risk is becoming an increas-
ingly important part of the corporate
equation.

That's why there's Anistics-the
proven leader in providing risk manage-
ment information systems. Anistics'
ARIS* offers accuracy. . . flexibility...
and proven performance. All in a com-
prehensive risk management system
supported by dedicated professionals
with expertise from accounting and
finance to computer science, engineer-
ing and law.

This combination of service and

technology makes ARIS* the world's
most advanced risk management infor-
mation system available today.

Whether you're in a service indus-
try, retailing, technology, transporta-
tion or government, Anistics provides
risk information you can rely on.

dknistics
New York (212) 972-9600 Chicago (312) 565-6000 San Francisco (415) 392-2980
Atlanta (404) 233-2590 Los Angeles (213) 385-5211



Program offe rs pretax child care benefit
Employees Dan use pretax 5101-

lars to pay for child care serrices

Compal-1125 in other areas of the John Hancock Financial Services

products & services country to help employers to select and

under a new program introduced Voucher Corp charges a start-up monitor cost-effective, quality

by Voucher Ccrp
fee of be-weert $300 and $950, de- health maintenance organizations

Because the ChildCaie Vouiher househc,lds fit the traditional mild to pay their child can prcvideis, pending on the number of employ- and preferred provider organiza-
plan operates through employee in which the male breadivinner is which the providers redeem for Les in a company tion%

payroll deductions made on a pre- the sole support of his at-home cash from Voucher Corp In acdition, employers pay 79 of The service helps reduce the cost

tax basis, the employee receives wize and enildren, MI Simon ex- Emplcyees are free to choose any the total voucher amount for ad- of managed health care plans by
less taxable income and thus is plained In the next decade, ar es- child care provider they want 11- ministIative costs requiring HMOs to base their pre-

able to pays _ower payro.1 taxes, timated 30 million children will censed day-care facilities, family However, Employers' reduced mium rates on the actual claims
according to a spokeswoman for hdve mothers who work outsid€ the day-care hornes or even indivicu- FICA contributions as a result of experience of a specific employer
Voucher Corp home al: Or, they can selecs a prov.del implosees' loweI gros income group

The program was started in re- Under the pzogram, participat- from t-le ChildCare Vcucher often offset the fee foi the pro- Usually, HMOs base premium

sponse to the growing need for ins employees' payroll deductions G lizle gram, thc. spo.leswoman noted rates on the aveiage cost of pro-

child care services, explained are converted into vouchers, simi- Voucher Corp alsc provides all For more information, contact viding health care for all persons
Voucher CorT Presiden- Jacques lar to trave_er's checks, the spokes- tax information required by the Voucher Cori , 2 Overhill Road, enrolled in the plan, a practice
Simon woman explained These vouchers Internal Revenue Seivice for en- Scarsdale, N Y 10583, 914-725- called community rating Commu-

"With the growing n imber of are sent witnin five days after the plo>ees who take a deduction _or :,947 nity rating is required for all

women entering the workforce, deduction -5 madp either dirictly ctild care HMOs fedeially qualified undei

child care will be a maJor empli,yee to the employee or to the empl,iyer Currently, the progrim 15 avail- HMO screening
the federal HMO Acl of 1973

benefit concern of the 1990s," Mald for insertion intc employee pay- able 17 the Milwaukee, Boston and '*As increasing numbers of

Mr Simon et-eck envelcpes, sne said Minneapolis aleas However, HealthPlan Management Sei- healthy employees utilize HMOs,
j Currently, c nly 10% 02 all U S Employeef then use the vouchers Vcucher Corp will negotia-e w h vices is a new seIvice designed by the bioad community ratings can

become more expensive to benefits
plans than an employer's own in-
demnity coverage," said G Alan
Katz, regional vp of Hancock's

1

1 Southern Group Operations in At-SI"1 11 lanta

HealthPlan Management evalu-
ates HMO ©md IefeIs employers to
those HMOs that have agreed to

III 1 4 d experience-rate rather than com-
munity rate

11,

5 j i 1 111 1 1 Employers then agree to pay
paIticipating HMOs a piemium
based mainly on the cost of the

3-4 *r
R ,»5 4.1:.

health cate services actually used
by their own employee group, plus

11, a reasonable amount for adminis-

trative expenses1 .0.1 1, F , '1,U,1, e 1 5 1 t-,1 .,1 There's a responsibility The service also helps employers
to limit the total numbei of HMOs

that goes with being the nation's and PPOs they contract with to
1 1

largest wholesale broker. The offet alteinative health edie deli-

R 1 -4 11 1 7. 1 4 Impact we make must be positive. vely systems to theiI employees,
1 Because the number of plans with

T /1 .
Not only for the clients we serve, which the employ(q maintains con-

thlf- but for the markets we support tract'> 15 reduced, the health care
providers aze guai anteed a greater

''l h .1, 1 Our presence is feltin every
market share of patients, Mi Katz

major U S marketplace It is tem-
6, , 1111 ' 1 said

11 , ] 1' 1  1 11- 1 :11. pered by a sensitivity to regional And, along with negotiating pre-
miums, the service helps employer,,needs and an understanding of
to negotiate quality standaids with

1 *1 ,]-1 1 11*.1 local business imperatives. HMOs and PPOs Patient satisfac-
Call on Swett & Crawford tion surveys, morbidity and mor-

L r Group forthe right protection that tality data analy„es and periodic1 1 1 tIll, lili -1 -1 audits of HMO/PPO stiucture and
will make an impact on the busi- providei credentials are used to
ness you're securing today and monitor the HMOs and PPOs

1 tomorrow. We'll give you Impact HealthPlan Management Ser-
vices aids both employers and pro-

and confidence viders because, "it provides HMOs11 01- and PPOs with market share and

' 1 1, 1 the employer with a cost-effective

1
For mole information, contact

1

hedlth plan," Mr Katz said

Mt Katz at Hancock's HealthPlan

Management Services, Southern111 0 11 Gioup Operations, 200 Hannover
1- 1 Park Road, Dunwoody, Ga 30338,

404-641-5700

Swett&Crawford Group
4 1-

1 1-
1

PPO blue book

Appleton &Cox The National Assn of Employers

1,14 1 111 , 1 J.H Crowther, Inc on Health Care Alternatives has

Fort Hill Insurance Agency published ltS second annual edi-

1 West Insurance Managers tion of the ' Blue Book Digest of
PPOS.

Montgomery General Agency The state-by-state dizectory lists

1, 1 li ,1- Dana Roehng & Associates 462 prefeired pIokider organiza-
Swett & Crawford tions in 43 states, the District of

Columbia and Puerto Rico

3699 Wilshire Boulevard The book includes Information

Los Angeles, CA 90010 such as the sponsoi ship of the PPO,

1
the number of hospitals and phys-

1 icians contracting with the PPO

IMPACT
3 and the date the PPO began

1 11 opeiating
The digest iS available for $54 50

1 hom NAEHCA, 104 Ciandon

Blvd , Suite 304, Key Biscayne,

1

Fla 33149, 305-361-2810

NCCI cassettes

A recoiding of the Current
it 1 5 1 _jllli Trends in the Legal Environment

J Ill

t.i., 4 4 , '. , pdr} tt,k''Al,>2 of Workeis Compensation seminar,

1 '- 1, 1 W, f 1.4 - - sponsored by the National Council
fr

on Compensation Insurance, is
available in cassette form

Continued on next page



Continued from previous page
"The purpose of these seminars

is to share the latest thinking
about workers compensation with
the widest possible audience, and
we believe that this recording, in
cassette form, is an integral part of
that process," said Michael Camil-

leri, the NCCI's senior vp and gen-
eral counsel.

The cassette package includes
the speeches of all seminar partici-
pants. Topics covered include:
wrongful discharge trends in
workers compensation; punitive
damages and bad faith issues in
workers compensation and em-
ployers liability; causation issues
in occupational disease cases; car-
diovascular accident trends in

workers compensation; acquired
immune deficiency syndrome in
the workplace; cigarette smoking:
workers compensation and liabil-
ity issues; medical cost contain-
ment; federal and state legislative
developments; and emotional
stress in the workplace.

Cost for the entire seminar pack-
age of seven cassettes is $54.95; in-
dividual tapes may be purchased
for $9.95 each. Shipping is $2 per
cassette, up to a maximum of $10.

For more information, contact

NCCI Marketing, National Council
on Compensation Insurance, 750
Park of Commerce Drive, Boca
Raton, Fla. 33431; 305-997-4564.

Legal guide
The American Bar Assn. is offer-

ing a guide to legal cases involving
"Bad Faith & Punitive Damages."

The book provides summations
and complete citations for all cases
dealing with the insurer's duty to
act in good faith and, where appli-
cable, the resulting recovery of
damages. Cases are organized by
jurisdiction.

Also included are all relevant

statutes and regulations. In addi-
tion, the National Assn. of Insur-
ance Commissioners' model act re-

lating to unfair claims settlement
practices and a listing of state
equivalents to the model act are
included as appendices.

The book is available bound for

$48.95 or unbound for $39.95. For
more information contact: Ameri-

can Bar Assn., Order Fulfillment
519, 750 N. Lake Shore Drive, Chi-
cago, Ill., 60611.

Ergonomics for VDTs
A new videocassette entitled

"Ergonomics of the VDT Worksta-
tions" is designed to help managers
and employees deal the with the
fatigue, stress, discomfort, aches
and pains often associated with
working with computers.

Released by ENCO Performance
Systems Inc., the program presents
information on:

• How to deal with or prevent
vision problems.

• What kind of lighting is opti-
nnal.

• How to eliminate glare.
• How chairs and work surfaces

can make a difference.

• How accessories can prevent
aches and pains.

• Why mobility is essential.
Produced in conjunction with

the Center for Office Technology,
the Computer & Business Equip-
ment Manufacturers Assn. and the

Business & Institutional Furniture

Manufacturers Assn., the video

presents techniques that can be
used to solve many ergonomic
problems. The program is 20 mi-
nutes long and is available in 44-
inch, VHS and Beta II formats.

Purchase price is $239; $99 for a
five-day rental; $40 for a two-day
preview. For more information
contact Enco Performance Systems
Inc., 125 Ruthar Drive, Newark,
Del., 19711; 302-366-8625.

Captive directory
The " 1987 Captive Insurance Di-

rectory," which lists approxi-

mately 2,700 single-parent, group
captives and credit insurance cap-
tives domiciled throughout the
world, is now available.

Produced by the Tillinghast divi-
sion of Towers, Perrin, Forster &
Crosby and representing 13 years
of research, the directory offers a
worldwide listing of captive man-
agers detailing the number of cap-
tives under management, office,
staff and contact names and ad-

dresses. The alphabetical listing of
captives is cross-indexed by parent
or owner.

There is an introduction by D.
Hugh Rosenbaum, editor of Cap-
tive Insurance Company Reports,
which summarizes the state of the

captive industry today and gives

estimates of total captive premi-
ums and capitalization.

The directory costs $100 for U.S.
subscribers to Tillinghast/
TPF&C's Captive Insurance Com-
pany Reports and $125 for all
others. For more information con-

tact: Captive Insurance Directory,
Tillinghast/TPF&C, 722 Post Road,
Darien, Conn., 06820; 203-655-
9791.

Flex plan software
Additional modules for FLX

Corp.'s flexible benefits adminis-
tration software package are being
released by the Springfield, Pa.-
based company.

Continued on next page
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Shirmer
SCHIRMER ENGINEERING CORPORATION

OFFERING FULL LOSS CONTROL ENGINEERING SERVICES

4 Underwriting & Loss Control Surveys
4 Fire Protection Engineering
4 Safety & Health Engineering
4 Litigation Support Services
,/ Building & Fire Code Consultation
4 Sprinkler System Design
,/ Alarm System Design

SCHIRMER ENGINEERING CORPORATION
707 LAKE COOK ROAD • DEERFIELD, IL 60015 • 312/272-8340

There's a new Risk Management Information System born every mmute
But here's one with a real dfference Ifs the PC Carma System from

The Travelers

It comes fully equipped with our professional Account Information Specialist
who'11 never, ever abandon you-from initial training right through to support
and service.

And PC Carma is just one example of our incomparable line of Risk
Management Information Systems. They all give you on-line access to loss data. So
you can gather the information you need-exactly when you need it.

Our systems are so flexible they can be customized to fulfill your most specific
data requirements. That's because our representatives do more than make sure your
system is working properly. They can actually improve and enhance it as your
needs grow.

That means you make better, more timely decisions and save a bundle on costs.
Best of all, our systems are now available even to companies who don't have

Travelers insurance. We can work with data from any source, including data from
another insurer or an independent claim service. --ti,

For Risk Management Information Systems, remember, lie one delivers like
The Travelers.

And we stay around to watch your system grow.
For more information, ca]1 or write Linda Sundram, The Travelers, P-C RMIS

9CR, One Tower Square, Hartford, CT 06183, (203) 277-6943.

The Travelers Indemnity (>mpany
and its Amliates, Hartford, Cr 06183

Thekki,velersJ
You're Better OffUnder The Umbrella.

1
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Continued from previous page
Beginning :vlay 1, FLX will mar-

ket a module for administering
continued employee health care
coverage prescribed under provi-
sions of the Consolidated Omnibus

Budget Reconciliation Act, and a
module for tracking employee en-
rollment in flexible benefit plans.

The modules can stand alone or

be integrated with the company's
"Recordkeeper" software, which is
used to administer flexible benefit

plans and frexible spending ac-
counts. Introduced in 1985, the Re-

cordkeeper also has the capability
to track 401(k) investment alloca-

tions and prcduce employee bene-
fit statements, according to FLX.

"Integrating the modules, record
keepers and plan sponsors reduce
administrative time substantially,
maintain better control of the ben-

efits package, drastically cut ad-

ministrative expenses and lessen
the opportunity for error," a com-
pany spokeswoman said.

The FLX Recordkeeper sells for
$15,000. The "COBRA Administra-
tor" and "The Enroller" modules

are available for $1,500 each.
For more information, contact

Karen Fitting at FLX Corp., 130 S.
State Road, Suite 103, Springfield,
Pa. 19064; 215-544-FLEX.

Cargo liability cover
Cargo liability insurance de-

signed to complement the compre-
hensive physical damage coverage
for truck owner-operators pro-
vided by Truck Owners Policies
has been introduced by United Di-
versified Corp. of Des Plaines, Ill.1

"The new T.O.P. Motor Truck

Cargo Insurance Progra repre-
sents an added dimension in our

- .46

,

effdrts to provide the broadest
protection available to the truck-
ing industry," c6mmented Carmen
F. Monac6, company president.

The program is being written in
Illinois, Indiana and Texas by UDC

subsidiary United Fire Insurance
Co. The policy is written by Cadil-
lac Insurance Co., a UDC affiliated
company, in Arizona, California,

Florida, Louisiana, Michigan, Mis-
sissippi, Nevada, North Carolina,
Ohio, Georgia and Oklahoma.

The managing general agent and

underwriter of the program is
Andy Ahearn of Frank A. Cramsie
Co. in Oakbrook Terrace, Ill. UDC,
however, sets the underwriting

guidelines, according to a company
spokesman.

The UDC cargo program also

simplifies rating and pricing struc-
tures to provide rnore rapid price

quotations to trucking firms or
their agents, Mr. Monaco said.

The new program offers truck
owner-operators ranging from
small independents to major fleet

4 *4

eg

carriers broader coverage in the
hard-to-obtain insurance areas by
considering a wide range of com-

modities including liquor and fro-
zen foods, Mr. Monaco said. For
frozen food haulers, he noted, the
program provides coverage for re-

frigeration failures on the road.
Another category frequently

shunned by competitive cargo po-
licies is household goods movers,
he added. "We will consider these

and other cargo categories on an

individual basis by looking at each
truck carrier's capabilities and
merit," Mr. Monaco said.

The UDC program also offers

named perils coverage including or
excluding theft, as well as the

standard broad perils policy,
which is frequently the only cover-
age offered by cargo insurers.

Under the UDC program, cargo
liability limits range from $25,000
to $200,000 per vehicle. Deduct-
ibles range from $1,000 to $10,000
per occurrence.

Premiums vary based on factors

If you're a reinsurance
broker looking for
property and casualty
coverage these days,
you're probably
frustrated by a lot of
the hoops you have to
jump through to get it.
Providers do have to be

careful about terms and

prices. Because re-

insurance is a business.

But it's also a service.
And at John Hancock Re

we find that it's that
balance between business
and service that makes

us unique.

From a business stand-

point, we have the strong
actuarial and technical

background needed for
creative underwriting.
We do our homework. We

have confidence in our

ability and in our re-
sources. Which is why
we can go a step further
with service. Everything
is done on a case-by-case
basis...no cookie-cutter
solutions.

What does that mean to

you? The most carefully
thought out underwriting
possible. And overall,

the stability that's so
crucial to both you and
your business.

JOHN HANCOCK RE

Real life, real answers.

**,UOSncer*®
/ / Financial Services -

John Hancock Reinsurance Co., Boston, MA 02117

such as the annual gross receipts of
the trucker, the type of cargo
hauled and the region in which the
trucker operates, a UDC spokes-
man explained.

For more information, contact
the Frank A. Cramsie Co., 1 S. 450
Summit, Oakbrook Terrace, Ill.

60181; 312-620-0200.

Underwriting book
The American Institute for Prop-

erty and Liability Underwriters
has just published a new edition of
"Commercial Liability Risk Man-
agement and Insurance."

The second edition, which repre-
sents an 80% revision of the first

edition, deals with the "simpli-
fied" policies being adopted by
many insurers during 1987.

The new text also includes two

chapters on the 1986 commercial
general liability form, the 1987
business auto form and other forms

recently developed by the Insur-
ance Services Office.

To order the two-volume book,
at $22 per volume plus shipping
and handling, contact the Ameri-
can Institute, Order Department,
720 Providence Road, Malvern, Pa.,
19355-0770; 215-644-2100.

Work comp software
Weyerhaeuser Information Sys-

tems is marketing a software sys-

tem that helps self-insured em-
ployers reduce costs and increase
productivity in the administration

of workers compensation claims.
"CompTrack" has helped Weyer-

haeuser reduce costs by $2 million
to $3 million without reducing the
level of care injured workers re-
ceive, according to General Man-
ager Frank Guthrie.

The software automates the daily
activities of claims processors, ex-
aminers, risk management techni-
cians and human resource special-
ists.

It has the following capabilities:
• On-line claims processing.

• Standard and ad hoc report
capabilities that tell how each ex-
aminer is managing reserves.

• Allocation of reserves.

• Accident and injury analysis.
• Loss analysis.
• Medical bill audits.

• Diary system or tickler file

that reminds examiners of impor-
tant claim checkpoints.

• Letter and check writing.

• OSHA log reporting and gen-
eration of Form 1099 that gives
safety personnel immediate access
to information and eliminates the

need for hand-written logs.
CompTrack is designed to oper-

ate on IBM System 38 minicom-
puters. A new version for DEC
VAX computers is scheduled for

delivery later this year.
For more information, contact

Vicky Mast, Weyerhaeuser Infor-
mation Systems, Tacoma, Wash.
98477; 206-924-4200.

Benefits planning
"Managing Employee Benefits,"

a guide to benefit planning and
cost control, is now available from
Prentice Hall Information Ser-

vices.

The new looseleaf service fea-

tures concise, non-technical analy-

ses of benefits ranging from com-
prehensive plans to executive
perks and provides explanations of
the cost-effective options that are
available.

Monthly newsletters and quar-

terly updates report the latest sur-
veys, changes in laws or regula-
tions, innovative programs and
practices and other news that can

be used when planning benefits.
Subscriptions are available for a

30-day trial examination period.
The cost for a one-year subscrip-
tion is $207, or $186 per year for a
two-year subscription.

For more information, call Pren-
tice Hall toll-free at 800-562-

0245. I
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Employers split on HMO option: Survey
By ALISON KITTRELL

LINCOLNSHIRE, Ill.-Employ-
ers are nearly evenly split on
whether health maintenance orga-
nizations are a positive addition to
the health care delivery system,
according to a recent survey.

And, they also are divided on
whether HMOs save money, ac-
cording to an informal telephone
survey of 30 large employers na-
tionwide, conducted by Lincoln-
shire, Ill.-based consultant Hewitt
Associates.

Fifty percent of the employers
contacted in the survey, "What Do
Employers Think About HMOs?,"
said their overall perception of
HMOs was positive.

"HMOs are very cost-effective
for our employees," one of the re-
spondents said.

Another commented, "Employ-
ees like the choice, first-dollar cov-

erage and preventive care."
And, a third said, "For us, HMOs

have provided adequate protection
at a moderate cost. Quality hasn't
been sacrificed."

But, 30% of the employers said
their experience with HMOs had
been negative.

One respondent explained, "We
don't believe HMOs are the cost-

saving vehicle they're supposed to
be." Another complained, "It's an
outsider's health plan-not ours."

Twenty percent of the respon-
dents said they were neutral on
HMOs. Some said th@y saw both
advantages and disadvantages to
the plans, and others said it was
too early to tell whether HMOs
were a worthwhile addition to the

health care delivery system.
Employers also were evenly di-

vided on how the cost of an HMO

plan compared with traditional in-
demnity coverage.

One of the respondents whose
HMO costs were lower reported,
"We saw a $50,000 savings from
HMOs last year."

But others were less enthusias-

tic, even if HMO costs were lower.
One said, "HMO costs are less,

but they're not adjusted for age
and sex." Another commented,
"HMO costs are lower. However,
the gap is closing."

Among those employers who said
their HMO plans were more costly
than their traditional indemnity
plans, one respondent said, "The
HMOs are twice as expensive as

our regular health plan."
But, another said, "Our HMOs

are about 10% higher."
Some 39% of the employers re-

ported that their HMO yearly cost
increases were lower than those of

their traditional indemnity plan,
but 31% said the HMO's annual

cost hikes were greater than those
of their traditional plan.

Fifteen percent said the in-
creases were about the same for the

two types of plans, and another
15% said the increases vary yearly.

However, by a 3-to-1 ratio, the
employers said that they believed
the rates charged by their HMOs
were set fairly.

Some 43% of the companies said
they had tried to negotiate rates
with an HMO, and 85% of those
said they had been successful.

Just over half-52%-of the em-

ployers surveyed said that imple-
mentation of an HMO had not

caused their regular health care
plan to experience adverse selec-
tion, as younger, healthier employ-
ees joined the HMO.

In fact, 15% said the HMO itself

had experienced adverse selection.
One respondent explained, "The
HMO is more expensive, so those
who need it have to pay for it."

Forty-eight percent of the com-
panies said that their regular
health care plan had experienced
adverse selection because of the

HMO. Of that 48%, 30% said they

"thought" they had seen adverse
selection; 11% said they "defini-
tely" had experienced adverse se-
lection; and the remaining 7% said
that adverse selection had been

"slight, but nothing significant."
Slightly more than half of the

companies surveyed offer 10 or

more HMOs to their employees,
and one company offers 65 HMOs.

All but one of the 30 employers
surveyed said they had increased
the number of HMOs offered dur-

ing the past five years.
All but three of the companies

surveyed had offered an HMO for
at least four years. Eleven com-
panies had offered an HMO for 10
or more years.

Based on this experience, and
despite doubts about cost savings,
most of the companies surveyed
believe that HMOs are in the

health care delivery market for
good.

"HMOs are here to stay. Employ-
ees are very content with HMOs.
Retirees are also in HMOs, and

many have switched," one respon-
dent cornnnented.

In fact, some of the respondents
expressed concern about the future
of their traditional indemnity
health care plans because of the
adverse selection they see resulting
because of HMO alternatives.

"We think everyone will be HMO
participants, but we are worried
about 1987 and what's left in our

indemnity plan," another employer
said.

However, other respondents said
HMOs face stiff competition, espe-
cially from preferred provider or-
ganizations.

"We see a decrease in enrollment

because of PPO alternatives. HMOs

will hold their own in the short run

and decrease in popularity because
they won't be able to compete with
PPO alternatives, and because they
will have to begin experience rat-
ing," one respondent predicted.

Another said, "Because of com-

petition, only heavily financed
HMOs will survive. We think PPOs

will grow in popularity."
Many of the employers surveyed

agreed that only the strongest of
the HMOs will survive the increas-

ing competition.
"Shakeouts in the market will

occur. . . .HMOs will not look as

attractive as their base expands,"
one employer said.

"Smaller HMOs will be elimin-

ated. . . .We feel (HMOs) will re-

main a force and continue growing,
mostly by larger HMOs eating
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With skyrocketing hospital costs. how can you afford to give employees or
policyholders the best in health care?

... the answer can be found at home.

smaller HMOs," a respondent said.
Two of the 30 employers sur-

veyed said that to survive, HMOs
will have to evolve into triple-op-
tion plans, comprised of HMO,
PPO and traditional indemnity al-
ternatives.

"HMOs are going to be part of a
multiple package-triple option,"
one respondent said, adding, "We
see insurance getting into health
management. Corporations will
start charging employees more if
they take fee-for-service because
PPOs and HMOs are much more

cost-effective."

Summaries of the survey, "What
Do Employers Think About
HMOs?," are availawe free from
Cathy Schmidt, Hewitt Associates,
100 Half Day Road, Lincolnshire,
Ill. 60015; 312-295.5000.
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prompt case assessment and consultation

Find out about the home care alternative.
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Lloyd's to revamp regulations for brokers
By STACY SHAPIRO london

-LONDON Lloyd's of London is
working on new regulations for
Lloyd's brokers, which were de-
layed during a government-or-
dered probe of Lloyd's self-regula-
tion.

Lloyd's had hoped to enact new
regulations before it was investi-
gated by Sir Patrick Neill last year,
but the Neill investigation delayed
the regulations, noted Alan Parry,
Lloyd's deputy chairman.

"Indeed, it is fair to say that the
task might have been completed
had it not been for the nnajor dis-
traction involved in giving evi-
dence to Neill over a period of six
to eight months," Mr. Parry told
the British Insurance Brokers
Assn. conference.

The Neill committee made 70

recommendations in January :o
improve Lloyd's self-regulation,
including the improvement of
Lloyd's broker regulations. So far,
Lloyd's has adopted 15 of Neill's
recommendations, according :o
Lloyd's Chief Executive Alan
Lord.

Lloyd's has set up the Broker
Regulation Committee, headed by
Mr. Parry, to oversee the drafting
of new Lloyd's broker rules.

Mr. Parry said the committee
Will:

• Review the current require-
ments for Lloyd's brokers and de-
termine how to improve them.

At the moment, Lloyd's brokers
must comply with the Insurance

Brokers (Registration) Act 1977,
except for filing accounts and the
level of professional liability cov-
erage, which is subject to Lloyd's
rules.

Lloyd's Council also has the
power to investigate and discipline
Lloyd's brokers "to prevent serious
damage to Lloyd's or its policy-
holders," said Mr. Parry

Recently, Lloyd's also passed the
general review powers bylaw to
enable Lloyd's chief executive to
order a review of the affairs of a

Lloyd's broker (or underwriting
agent) if necessary.

Lloyd's brokers also must sell all
of their Lloyd's managing agencies
by July of this year under Lloyd's

Act of 1982.

• Consider what additional

areas need to be covered by the
rules. The broker regulation com-
mittee will look at the criteria the

Neill committee used when it re-

viewed underwriting agents, said
Mr. Parry. These are the composi-
tion of boards of directors; owner-
ship; financial resources; the hon-
esty and integrity of directors and
senior personnel; the competence
of the firms and its employees; the
types of business carried on; and
the firms' internal systems to com-
ply with Lloyd's rules.

"The ownership of a Lloyd's bro-
ker has to be not only fit and
proper but non-interfering," said
Mr. Parry.

The committee will prepare
broader financial rules than are al-

ready in force, said Mr. Parry, par-

10: Clal# Departsnent

When lawsuits get out of hand, everybody loses.

- Even the best managed claims departments can-
and do-become embroiled in endless litigation that
wastes time, money and business energy. Often
over the smallest of disputes.

There is an alternative.

Across the country large corporations, major
insurance companies, small businesses, leading law
firms and individuals are resolving disputes beFore

For information contact

William MacQueen, Vice President
National Administrative Offices

1608 Walnut Street

Philadelphia, PA 19103-5406
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they become litigation nightmares. They are turning
to JUDICATE, the National Private Court System.

JUDICATE helps manage legal costs by providing
predictable, speedy and cost efficient dispute end-
ing services. Arbitrations and mediations are con-
ducted byagrowing panel of nearly 300 formerstate
and Federal judges throughout the United States.

hink about what litigation costs you. Then consider
the proven alternative, JUDICATE
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THE NATIONAL PRIVATE COURT SYSTEM

ticularly for accounting records
and systems of internal control, the
use of auditors and their relation-

ship with Lloyd's, capital ade-
quacy and solvency margins.

A business plan also may have to
be presented to Lloyd's.

• Set out the scope of Lloyd's
regulation of brokers in bylaws,
regulations and codes of practice
as appropriate.

All brokers will have to be re-

registered when the rules are fin-
ished, and even before they are re-
registered, they must comply with
a code of practice as well as the
regulations.

Simon Arnold, past chairman of
Lloyd's Insurance Brokers Com-
mittee and chairman of Bain

Clarkson Ltd., welcomes the new
regulations for Lloyd's brokers.

However, he added, "I will not

be happy if they (Lloyd's) impose
so much more red tape that will re-
strict us from looking after our eli-
ents' interests."

Hazell restriction

Lloyd's of London brokers and
underwriters have different views

on how the market's capacity for
U.S. property risks will be affected
by Lloyd's decision to restrict one
of its largest writers of U.S. prop-
erty insurance to 85% of its total
premium income capacity this
year.

Some believe that Lloyd's move
will restrict capacity in the Lloyd's
market for U.S. property risks,
while others think that property
insurance capacity still will be suf-
ficient.

Last week, the Committee of
Lloyd's announced that non-ma-
rine syndicate 190 can only write
85% of its total 148 million pounds
($236.8 million) gross premium in-
come capacity this year. Syndicate
190, also called the F.R. White syn-
dicate, is managed by Three Quays
Underwriting Management Ltd.
and underwritten by Richard Ha-
zell, a Lloyd's Council member.

"If Dick (Hazell) has to restrain
his income, we will have a tighter
market in U.S. property," said
Robin Jackson, Lloyd's un-
derwriter for syndicate 799, man-
aged by Merrett Underwriting
Agency Management Ltd. "It is a
pity," he added.

Mr. Jackson-who was told at

the end of last year that he had to
restrict his syndicate to 85% of its
gross premium income capacity
this year-criticizes Lloyd's for
imposing the restriction. Lloyd's
Chief Executive Alan Lord has

said that the restriction gives the
syndicate an "oops factor" of 15%
before it overwrites its capacity.

But, says Mr. Jackson, "I think
this is a lot of gobbledygook. We
are either at 85% or 100%" when

premium income is calculated. Mr.
Jackson is now only writing to 80%
of his capacity so he doesn't over-
shoot 85%. "The 85% rule is non-

sense," he said.

However, Mr. Hazell does not be-
lieve the move will affect his syn-
dicate's capacity much and will
give him "elbow room" to maneu-
ver within the syndicate's stamp
capacity (BI, April 6).

Others agree with Mr. Hazell.
"I would say that any curtail-

ment of a syndicate's underwriting
by the Council of Lloyd's can only
immure the security of Lloyd's pol-
icy for the Lloyd's policyholder,"
said Terry Mann, deputy chairman
of the property division of Price
Forbes Ltd.

Also, Lloyd's underwriters of
U.S. property risks probably will
not have to worry about writing to
their stamp capacity because U.S.
underwriters are undercutting
property rates by 30% to 40%, said
Mr. Mann.

Continued on next page
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"The London market hasn't the

appetite" to cut property rates, he
said. "Some Lloyd's underwriters
may not reach their premium in-
come limits. They will find that
they will not have as much (pre-
mium) as they like."

"There is quite a lot of U.S.
property capacity," added Brian
Hibbert, chairman of the non-ma-
rine division of C.T. Bowring & Co.
Ltd.

So, as a result of Lloyd's restric-
tion, "capacity probably will be
OK. The problem may be on risks
Mr. Hazell leads, where the restric-
tion can affect the placements," he
said.

Bain Clarkson
Two Lloyd's of London brokers,

Bain Dawes P.L.C. and Clarkson

Puckle Ltd., completed their
merger last week, which may make
them the third-largest broker in
the United Kingdom.

Based on their individual 1986
revenues, the new group, to be
known as Bain Clarkson Ltd., ex-
pects to have combined gross rev-
enues at year-end 1987 of 95 mil-
lion pounds ($153 million) and
employ 3,500 people, said Bain
Clarkson Managing Director Anth-
ony Howland Jackson.

"We reekon we will be the third-
largest U.K. retail broker and the
tlth- or 12th-largest broker in the
world," added Bain Clarkson
Chairman Simon Arnold.

Last December, Bain Dawes an-
nounced that its parent company,
Inchape P.L.C., was buying Clark-
son Puckle from Clarkson's parent,
Dalgety P.L.C., for 43.1 million
pounds ($61.6 million at year-end
rates). Last week, the groups an-
nounced that the purchase had
been completed and the new group
had been structured.

The new group will consist of the
U.K. division and the overseas
management division, to be
chaired by Mr. Arnold; the inter-
national division, chaired by Mr.
Howland Jackson; the finance di-
vision, chaired by Bain Dawes fi-
nance director J.0. Hagger; and
the management services division,
chaired by Mr. Arnold and Mr.
Howland Jackson.

Derek Prince, deputy chairman
of Bain Dawes, also becomes dep-
uty chairman of the group and
chairman of the hull, marine liabil-
ity, cargo and energy & marine ca-
sualty departments under the in-
ternational division. John
Sawkins, now chairman of Bain
Dawes' North American division,
will be chairman of Bain Clark-

son's North American department.
About 60% of the new group's

brokerage will come from the
United Kingdom, while 40% will
conne frorn overseas.

Clarkson brings more non-ma-
rine business to the group, and a
strong personal lines database sys-
tem, which will complement Bain
Dawes' personal lines business.

Also, "Bain Dawes had a presti-
gious list of clients which were
vulnerable to takeover. Clarkson

fits in beautifully with its medium-
and smaller-sized clients, making
us less vulnerable to losing major
accounts," said Mr. Arnold.

One area both companies lack,
however, is North American rein-
surance expertise, said Mr. Arnold,
noting the company is interested in
talking to teams of reinsuranee ex-
perts interested in joining the new
group.

Aircraft insurance

"Quite remarkable" insurance
rate hikes imposed by aviation un-
derwriters on major aircraft manu-
facturers may force them to self-
insure or find other alternatives,
says Tony Bolton, chairman and
chief executive of Lloyd's of Lon-
don broker Bowring Aviation Ltd.

As aircraft manufacturers' in-

surance programs come up for re-

newal in the next few months,
there is "more than a distinct pos-
sibility that the major manufactur-
ers will look to some form of self-

insurance or perhaps even a pool-
ing arrangement backed by some
form of catastrophe reinsurance
program," he said.

Aviation underwriters must re-

evaluate why they are charging
such high rates if they want the
manufacturers to continue to buy
insurance, he warned.

"I think it is incumbent upon un-
derwriters now to be quite certain
that there is no golden egg here,
nor some seemingly defenseless
goose just ready to be taken to the
slaughter," Mr. Bolton said in a re-
cent speech. "The market surely
cannot want to see that premium
disappear."

Last year, aviation underwriters
boosted airline hull and liability
rates to recoup from a record $ 1
billion in losses in 1985. Mr. Bolton
said that aviation underwriters
had no alternative.

"I would suggest that following
the holocaust of the end of 1983
and the amazing run of major
losses between June and August
1985, underwriters had no alterna-
tive but to prescribe some medi-
cine-and some pretty strong med-
icine at that," he said.

However, aviation underwriters
now need to form business plans
for three or five years to stabilize
rates.

Based on premium and loss
trends of the past, Mr. Bolton esti-
mates that over a four-year period
frorn January 1987 to the end of
1990, world airline insurance pre-
miums will increase 15% annually
without any increase in rates to
$2.36 billion in 1990 from $1.35
billion last year.

An average loss trend, however,
shows that in 1990, claims will
only be around $780 million or, at
the most, $1.17 billion, he said.

Mr. Bolton hopes that aviation
insurers and reinsurers will re-
spond to "the very understandable
pressures for reasonable rate re-
ductions" for renewals this year.

"My earnest plea to all insurers
is to look at their own figures, their
own share of the market, lay their
plans and make intelligent deci-
sions for what should happen in
the future. I
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U.K. insurers offer election cove rag e
By STACY SHAPIRO ter and form a government ary of West German insurer Allianz A G Holding

As the prime minister, the party leader may then call an- The insurance protects the Liberal party candidates and
LONDON-As election fever strikes the United Kingdom, other general election within the year to attempt to gain more local associations for legal costs if they are accused of cor-

insurance companies are offering new kinds of coverage Parliamentary seats rupt election practices defined in the act, such as bribery,
against unforeseen costs to political parties and their candi- This happened in January 1974, when no one party had defamation, and false declaration of election expenses, con-
dates Parliamentary majority The leader of the Labor party- firmed Stephen Manton, managing director of IRPC

The new coverages include contingency insurance to cover which had the most seats-Harold Wilson, was asked by the The policy excludes payment of any fines or costs for a
political parties' costs in the event a second general election Queen to form a government, which he did Ten months second election if a candidate is found to be guilty, he said
is called within six months of the first vote and electoral later, m October, 1974 he called another general election The policy will cover the general-or Parliamentary-elec-

legal expense insurance The Liberal Party has bought contingency insurance to tion, all local elections and European elections, in which
Over the last few weeks, three of the four malor political cover the costs of engaging in a second general election that members of the European Parliament are elected from Euro-

parties have predicted that Prime Minister Margaret follows within six months of the first general election pean Community nations

Thatcher will call a general election in June or October of The policy was placed m the London market through Brit- The Liberal Party has purchased the coverage for all the
this year Under British law, the prime minister-along with ish brokers AHJ Taylor (Insurances) Ltd Limits are re- voting districts in which it will run The party paid about
the party he or she leads-has five years in office, but can ported to be for several hundred thousand pounds 9,000 pounds ($14,400) in premiums
decide during that time when a Parliamentary election will This is the first time that contingency insurance has been So far, the other parties have not considered buying group
be held bought to protect a political party against the costs of an coverage for all their local associations However, the Con-

Normally, the prime minister will choose the best time for election servative Party has sent information to local constituen-

his or her party to Win the majority of Parliamentary seats "If it is a hung Parliament and no one can work together, cies telling them how they can buy the coverage indivi-
Although Mrs Thatcher does not have to call a general elec- then there would be a second general election," said Gordon dually
tion until next year, politicians believe the best time for Taylor, director of AHJ Taylor, which has been the Liberal The local party associations can buy electoral legal expense
her to do so is this year Mrs Thatcher has made no comment Party broker for more than a decade "The smaller parties coverage for up to 50,000 pounds ($80,000) for 110 pounds
on when she will call an election may not have the sums to fight a second general election and ($176) in premium with the IRPC About 70 members in the

Three main parties will vie in the next general election would be at a disadvantage So, the insurer would pay Conservative Party and one or two in the Labor Party have
They are Mrs Thatcher's Conservative Party, the Labor for the costs " submitted applications for the coverage, said Mr Manton
Party and the Liberal/SDP Alliance, a union of the Liberal The Social Democratic Party also is interested in purchas- Or, they can buy coverage from Legal Benefits Ltd, an

Party and the Social Democratic Party ing contingency coverage and has been quoted 7,000 pounds underwriting agency for Lloyd's Octavian syndicate, which
The party with the majority of the 650 seats in the House of ($ 11,200) premium for 250,000 pounds ($400,000) in coverage, has been writing electoral legal expenses insurance for four

Commons forms a government and elects a prime minister according to sources in London years, said Michael Tuohy, intellectual property manager
Parliament is composed of two legislative bodies the In addition to contingency insurance, the Liberal Party has for Legal Benefits

House of Lords and the House of Commons The House of purchased legal expense insurance to pay for legal costs of a Legal Benefits offers the constituencies a legal expense
Lords lS composed of hereditary positions, British peerage, candidate or agent if they are accused of breaking election policy for all local, Parliamentary and European elections for
certain }udges, archbishops and bishops of the Church of En- codes in the Representation of the People's Act of 1983 the duration of the governments for up to 50,000 pounds for
gland Members of the House of Commons are elected by (amended in 1985) 65 pounds ($104) If a national party buys the coverage,
direct ballot and are divided as follows England 523, Scot- The coverage is for up to 25,000 pounds ($40,000) in excess then the premium lS reduced to between 30 ($48) pounds and
land 72, Wales, 38, and Northern Ireland 17 of a 250 pounds ($400) deductible for each voting district the 40 ($64) pounds per candidate, he said

But, because there are three main powers that will fight in Liberals run in, and is placed with underwriting agent IRPC In the past four years, Mr Tuohy has discovered that the
the next general election, there iS concern that lt W111 be Legal & Personnel Insurance Services Ltd, a subsidiary of average legal expense claim during an election is about 1000
difficult to get a clear majority-326 seats Lloyd's of London broker Stewart Wrightson Holdings pounds ($1,600) About 40% of claims are to pay for legal

Queen Elizabeth II may then be asked to intervene and ask PLC costs in slander and libel cases The rest are to pay for legal
the party leader with the most seats to become prime minis- IRPC LS an agent for Cornhill Insurance PLC,a subsidi- Costs in defending other election infringements, he said m

SEC permits U.S. trading of Skandia stock
STOCKHOLM, Sweden-Skan- Skandia International president

dia International Holding AB, the and chief executive officer, in the
There currently are no insurance

worldwide requirements under Islamic Law
holding company for Skandia In- 1986 annual report The lack of regulations means
ternational Insurance Corp, has Skandia International's results there is "no order in the Saudi

received Securities and Exchange improved last year from 1985 1986 from 5.39 billion Swedish million Skandia International con- market" and there are many un-
Commission approval to float Skandia International's gross kronor 1 $808 million) in 1985 tributed in 1986 to Skandia dercapitalized "fly-by-night" op-
American Depository Receipts in premium volume increased 5 6% to Skandia International's U S op- America's surplus, bringing it to erators who keep very low reten-
the United States 9.15 billion Swedish kronor ($1 37 erations cloud the improvements in $270 million at year-end 1986 tions when they come into the

The SEC approval allows U S billion) in 1986 from 867 billion Skandia International's results, Overall, Skandia International's Saudi market, said Mr al-Rubaia
shareholders to trade stock in Swedish kronor ($1 3 billion) in says the report Skan(ila Interna- results were good Operating profit National plans to operate under
Skandia International 1985 Underwriting losses fell to tional contributed 500 million nearly tripled to 316 million Swed- Islamic principles, sources say

"With the sponsored ADR pro- 475 million Swedish kronor ($71 3 Swedish kronor ($75 million) to its ish kronor ($47 4 million) in 1986 This means the company will be
gram, Skandia International Hold- million) from 670 million Swedish U S operations to bolster claims from 132 Swedish kronor ($19 8 run like a mutual Deposits will
ing A B takes a very important kronor ($100 5 million) reserves for probable future U S million) in 1985 be held in Islamic banks, but in-

first step toward the U S equity Surplus rose 14% to 6 14 billion liability claims, it says In 1986, Skandia International vestment income will be redistrl-
markets," said Hans Dalborg, Swedish kronor ($921 million) in This was in addition to the $100 also charged 200 million Swedish buted to clients, as will any losses,

kronor ($30 million) from ltS 1985 say the sources
surplus to cover its portion of a $33 National was established by

million British High Court decision royal decree in 1985, started busi-

Announcing a INSURANCE
against its British unit and another ness in 1986 and received official
insurer ministry of commerce approval last

Last October, a London High month

Standard & Poork RATINGS
Court ruled Skandia (U K) Insur- The company is capitalized at
ance Co Ltd and Westgate Insur- 500 million Saudi rlyals ($134 mil-
ance Co Ltd , formerly Hodge lion), half of which is paid up, said

Seminar- Mercantile & General Insurance Mr al-Rubaia The shareholders

/ Industry Risk Co Ltd, were liable for as much as are all state-owned companies

4 Property/Casualty Reinsurance $33 million to a group of banks be- Public Investment Fund, which has

' Life Insurance cause an employee of the insurers a 50% share, the General Organiza-
failed to disclose important infor- tion for Social Service with a 25%

4 Rating Service mation about credit insurance po- share and the Retirement Pension

4 Changing Perspective at S&P licies written for banks Fund with a 25% share

Both insurers are appealing the National writes only property/
May 4-5, 1987 court decision (BI, Oct 13,1986) casualty business, primarily in the
Hyatt on Hilton Head /s/and Speakers to Include In the meantime, Skandia Inter- Saudi market Life insurance will

South Carolina These Key Officials: national, through Skandia UK, not be written until an Islamic
has agreed to buy Nevi A/S'S plan is approved

Or 74 Hon. John G. Richards 29 9% share in financial conglom- The National has not decided yet

Chief Insurance Commissioner, State of South Carolina
erate Nevi Baltic PLC whether to write reinsurance, said

May 18-19, 1987 -By John Parry and Mr al-Rubaia "We do not have the

Hyatt Regency
4 Hon. James R Corcoran Stacy Shapiro expertise or knowledge for rein-

Supenntendent of Insurance, State of New York surance, and we want to be very
San Francisco, California 4 Hon. Roxani M. Gillespie Saudi insurer cautious in our approach," he said

The establishment of this com-
Insurance Commissioner, State of Cal,forma

RIYADH, Saudi Arabia-Saudi pany and its resolve to pursue reg-
Registration Fee' $500 each participant / William Smythe Arabia's first national insurance ulation of the Saudi market has

Executive Director, Securities Valuation O#Ice, company hopes to work with the been welcomed by brokers and
National Association of insurance Commissioners country's government to establish reinsurers who trade in Saudi Ara-

some supervision for domestic in- bia and the Gulf region Although
surance companies insurance companies in this area

For information or to register, please call Donna D,Grandi (212) 208-1703 The National Co for Co-opera- are not registered, underwriting
tive Insurance wants to discuss agencies for overseas registered

STANDARD & POOR'S CORPORATION with the Saudi government rules companies are writing insurance,
for capitalization and solvency according to brokers Altogether,

25 Broadway, New York, N.Y. 10004 margins, level of retentions and about $400 million to $1 billion of
ways to promote coinsurance, said premiums are written in Saudi
Mousa al-Rubaia, National's gen- Arabia, estimates Mr al-Rubaia
eral manager -By Mana K:elmas



Legislation would reinstate
former IRA contribution limits

By JERRY GEISEL

WASHINGTON-All workers

once again would be eligible to
make tax-deductible contributions

to Individual Retirement Accounts

under legislation introduced this

month by Rep. David Dreier, R-
Calif.

The legislation, H.R. 1924, would
repeal provisions in the Tax Re-
form Act of 1986 that restrict tax-

deductible IRA contributions to

those not covered by corporate
pension plans or those with in-
comes below certain levels.

These restrictions, according to
Rep. Dreier, "impair the ability of
working Americans to prepare ad-
equately for their financial secu-
rity upon retirement."

From 1982 through 1986, all

workers, regardless of whether
they were covered under a pension
plan or how much money they
earned, had the right to make tax-
deductible contributions of up to
$2,000 annually to IRAs.

That tax incentive proved effec-
tive as millions of Americans set

up and contributed to IRAs for the
first time. IRM, in fact, now have

some $250 billion in assets, Rep.
Dreier estimates.

But Congress, concerned that
IRA contributions were costing the
federal government too much in
lost tax revenues, sharply curtailed
the ability of workers to make tax-
deductible IRA contributions when

it passed the Tax Reform Act of
1986 last September.

For example, under the IRA pro-
visions-which went into effect on

Jan. 1-individual filers who are

participants in pension plans and
earning more than $35,000, as well
as those filing joint returns report-
ing total income of more than
$50,000, no longer can make tax-
deductible IRA contributions.

In addition, a sliding scale deter-
mines the maximum deductible

IRA contribution that can be made

by individual filers with adjusted
gross incomes between $25,000 and
$35,000, and by joint filers with
adjusted gross incomes between
$40,000 and $50,000, who also are

pension plan participants.
Those not covered by a pension

plan-regardless of income--retain
the automatic right to contribute
up to $2,000 annually on a tax-de-
ductible basis to an IRA.

In addition, pension plan partici-
pants filing individual returns
with adjusted gross incomes of less
than $25,000 or participants filing
joint returns with adjusted gross
incomes under $40,000 also can
make annual tax-deductible con-

tributions of up to $2,000 to IRAs.
These new restrictions on tax-

deductible IRA contributions are

destroying an important incentive
for Americans to save for their re-

tirement, Rep. Dreier says.
In addition, expanding IRAs

again would increase the pool of
money available for retirement and
take financial pressure off the So-
cial Security program, Rep. Dreier
says.

"The huge amount of private re-
sources accumulating in IRAs
would substantially reduce
pressure over the long run on gov-
ernment spending and those
Americans who must shoulder the

heavy burden of maintaining the
solvency of the Social Security
system," he notes.

Rep. Dreier's legislation also
would allow a non-working spouse
to make a $2,000 tax-deductible
contribution to an IRA for the first

time.

SEPs urged
The Pension Rights Center is

washinglon

urging employers to consider set-
ting up so-called Simplified Em-
ployee Pension plans.

SEPs are easy to establish and
allow employers to make tax-de-
ductible contributions to provide
workers with needed retirement

income, says Amy Shannon, SEP
campaign coordinator for the
Washington-based Pension Rights
Center.

Under a SEP, which was author-

ized by the 1978 tax law, an em-
ployer can contribute up to $30,000
or 15% of salary-whichever is less
-per plan participant each year.

SEPs are attractive to small

companies because they are flexi-
ble and inexpensive to administer,
the center says. In addition, a com-
pany is not locked into making any
future contributions.

"Workers like SEPs because the

money paid into their SEP ac-
counts, and the interest on them,

belongs to them even if they leave
the company," the center says.

The center has published a one-
page fact sheet that explains how
SEPs work. Copies of the fact
sheet, "The Pension Plan (Almost)

Nobody Knows About," are avail-
able by writing the Pension Rights
Center at 918 16th St. N.W., Suite

704, Washington, D.C. 20006. The
cost is $3.

Medicare expansion
Rep. Edward Roybal, D-Calif.,

has introduced legislation that
would expand the federal Medicare
program to reduce the vulnerabil-
ity of the elderly to catastrophic
health care bills and add new ben-

efits.

Under the legislation, H.R. 1930,
the maximum out-of-pocket ex-
penses a beneficiary could incur
annually for Medicare-covered ser-
vices would be capped at $500. No
such dollar cap currently exists.

In addition, prescription drug
benefits would be provided for the
first time under Medicare. The

prescription drug benefit would
have a $300 deductible and a coin-
surance charge of $2 per prescrip-
tion.

This expanded Medicare pro-
gram would be financed by a 16-
cent-per-pack increase in the fed-
eral excise tax on cigarettes and a
$10 per month premium paid by
beneficiaries.

Meanwhile, in another Medi-
care-related matter, a Washing-
ton-based lobbying group repre-
senting the elderly is describing as
"window dressing" a Reagan ad-
ministration proposal to place a
$2,000 annual cap on out-of-
pocket expenses for Medicare-co-
vered services.

The elderly "will be duped into
thinking that the president's plan
will provide catastrophic illness
protection," says William Hutton,
executive director of the National

Council of Senior Citizens.

The administration proposal is
"little more than window dressing
for what really needs to be done,"
Mr. Hutton said.

A grass-roots campaign will be
mounted to convince Congress to
approve legislation to give the el-
derly protection from catastrophic
nursing care and prescription drug
expenses, he said.

Fiduciary liability
The Labor Department's Advi-

sory Council will hold a special
meeting April 28 to discuss the
problems pension plans are having
in obtaining fiduciary liability in-

surance.

The meeting will begin at 10:30
a.m. in Room N-3437C, U.S. De-

partment of Labor, 200 Constitu-
tion Ave. N.W., Washington, D.C.
20210.

Equal contribution
The ERISA Industry Committee

has endorsed a proposal by the
Health Care Financing Adminis-
tration to eliminate the equal con-
tribution rules that require em-
ployers to contribute the same
amount to health maintenance or-

ganizations as they do to indem-
nity health plans they offer (BI,
Feb. 16).

"The equal contribution require-
ment has prevented employers
from basing their contributions on
the experience of the groups co-
vered by their plans and has
thereby maintained the cost of
HMO options at unnecessarily high
levels and impaired the efforts of
employers to contain their health
plan costs," according to ERIC.

"Furthermore, the HMO industry
is now sufficiently mature to com-
pete with other health plan alter-
natives on its own, without the
costly and inefficient assistance of
the equal contribution require-
ment," ERIC stated. •
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* ** ORDER NOVV ***

EXCESS AND SURPLUS LINES

COMPANY FINANCIAL REPORTS

Reports will be made available for over 100
Excess and Surplus Lines Insurance Companies.
Annual subscription of $250.00 includes all
1986 year end Data Plus Three Quarterly updates
in 1987.

To Subscribe or obtain additional information

including Sample Reports,

Write To

NAPSLO - Security & Review
P.O. Box 1507

Roswell, Georgia 30077

Announcing a
New Facility

Professional Risk

Management
Services, Inc.

I

e

D D

Specializing in Professional Liability Insurance Designed
for Groups, Organizations, and/or Associations

PRODUCTS • Traditional Sponsored Program

• Risk Funding Program
- Captive
- Rent-A-Captive
- Pooling
- Risk Retention Group

SERVICES • Complete Administration
I Policy Issuance

• Claims Management
• Program Design

MINIMUM PREMIUM $2,000,000
We welcome inquiries from groups, organizations,
associations, brokers, or agents

Please contact:

PROFESSIONAL RISK MANAGEMENT SERVICES, INC.
Beverly H. Patrick, President or
Martin G. Tracy, Vice President
1444 Eye Street, NW, Suite 1100
Washington, DC 20005
(202) 682-3800
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comings & goings: industry
Continued from previous page
Mass. Mr. Charron joined the firm
in 1981.

Robert D. Baus named manager
of the Washing- ,
ton, D.C., office 
of Buck Consul- - VA
tants Inc. Mr. v 
Baus joined m _. -...

York office in **P_/ .--11,E.:41
1972. . 3»1./..
Howard J. *L Al/

Golden has **A"LVE
joined employee I A 
benefit consul- Mr. Baus

tant Kwasha

Lipton of Fort
Lee, N.J., as a

partner in the
legal depart-i.
ment.

David P. *\ 5.--'<37· 

moted to vp and 71 /

tant at Herget &   
Co. Inc., the Mr. Golden

Baltimore-based

actuarial, benefits and compensa-
tion consulting firm. Mr. Dawson
joined the company in 1980 as a
member of the firm's consulting
department.

Excess/surplus
Gerard W. Reczek named vp

and manager of the Boston branch
of Stewart Smith East Inc. in New

York. Most recently, Mr. Reczek
was assistant vp and broker with
Fort Hill Insurance Agency Inc. :n
Boston.

Also at Stewart Smith East,
John V. Malejko elected vp-ca-
sualty. Most recently, Mr. Malejko
was with Crump Northeast Risk
Managers Ltd. in New York.

Anthony C. Bova appointed
president of American Brokerage
Excess Inc. in Bala Cynwyd, Pa.
Previously, Mr. Bova was president
of Bova Management Brokerage
Group, and founder of Graham and
Bova Underwriters.

Also at American Brokerage Ex-
cess, Michelle S. Linsalata ap-
pointed vp. Ms. Linsalata will as-
sume administrative

responsibilities of the agency as
well as underwriting functions,
new business placement and mar-
keting.

Reinsurers
Peter M. Nance promoted to se-

nior vp at General Reinsurance
Corp. in Stamford, Conn. He is in
charge of the casualty facultative
and broker markets operations.

Claudia A. Brewer and Jon P.

Kocourek promoted to vps at E.W.
Blanch Co. in Minneapolis. Before
joining Blanch in 1985, Ms. Brewer
was facultative and treaty manager
at Paul Napolitan Inc. Previously,
Mr. Kourek worked in Blanch's
San Francisco office. I
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• The Greater Los Angeles chap-

ter of the National Safety Council's
Film Library is expanding. The li-
brary has added hundreds of new
safety-related films and videos
emphasizing, among other topics,
safety and health issues. Many
titles are available in Spanish. For
a free film catalogue, write to the
Film Library, Greater Los Angeles
chapter, National Safety Council,
616 Westmoreland Ave Los An-

geles, Calif. 90005.

• The Menninger Foundation
has published a report titled, "Pre-
dicting Which Disabled Em-
ployees Will Return To Work:
The Menninger RTW Scale." Of
interest to claims benefits manag-
ers and rehabilitation coordina-

tors, this scale not only indicates
who is likely to return to work. but
also identifies those individuals
who should benefit from rehabili-

tation services. The report-TMF-
P008-18-is available for $10 from
the Menninger Foundation, Re-
search and Training Center, Jay-
hawk Tower, 9th Floor, 700 Jack-
son, Topeka, Kan. 66603;
913-223-2051.

• For every $3 employees re-
ceive in wages, their employers
provide an additional dollar in
various benefits, according to Fax
Communications Inc. In a new

publication, "Understanding
Your Employee Benefits: What's

-1,I,op.If-11:13..5'1'r
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In It For You," Fax informs and
motivates employees to understand
and appreciate the value of their
employee benefits. The basics of
employee benefits, particularly
health care and life insurance, are
conveyed in an easy-to-read style
with illustrations. In addition, em-
ployer contributions to Social Se-
curity and disability coverage also
are covered. Designed and priced
to be included in take-home hand-

outs, a free sarnple copy of the
booklet is available from Fax Co-

mmunications Inc. Dept. BI, 3279
20th St., San Francisco, Calif.,
94110; 415-641-7422.

• According to a new publica-
tion issued by the Society of Char-
tered Property & Casualty Un-
derwriters, insurance buyers can
take a variety of actions that will
help control the price they pay for
auto, home and business insurance.
'*How Consumers Can Affect In-
surance Cost" is the title of the

16-page illustrated booklet de-
signed to increase the level of
knowledge of insurance buyers.
The booklet covers the basic insur-

ance coverages that are available
and necessary, the factors that af-
feet the cost of these coverages,
and safety considerations. Specific
sections include actions motorists

can take, actions homeowners can
take and actions businesses can

take. Single copies are available
free from the Communications De-

partment, Society of CPCU, Kahler
Hall, 720 Providence Road, CB#9,
Malvern, Pa. 19355.

• "Cocaine In The Work-

place" is the title of a new booklet
designed to dispel more than a
dozen myths surrounding the drug
and highlight its dangerous side ef-
fects. The 16-page illustrated
booklet from Krames Communica-

tions encourages supervisors to
focus on performance issues and
shows them how to draw up a con-
tract with affected employees to
require increased performance by a
fixed date. Co-workers are urged
not to enable drug use by covering
for abusers and are informed of the

warning signs of cocaine abuse.
Company managers or supervisors
can obtain a sample copy of the
booklet by sending a request on
company stationery, or by attach-
ing their business card to their re-
quest, from Krames Communica-
tions, 312 90th St., Daly City,
Calif. 94015-1898.

• A new videotape explaining
the hows and whys of the Texas
Workers' Compensation As-
signed Risk Pool is now available
to agents and their clients. "A
Workable Solution: An Introduc-
tion to the Texas Workers' Com-

pensation Assigned Risk Pool" de-
scribes how the pool is organized
and funded, why some businesses

Continued on nezt page
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At Hilb, Rogal and Hamilton, we believe that a good insurance sales
executive is persistent before the sale-but a great one is persistent
afterwards. Most of our executives have been with us between 10 and

20 years, making new sales...and keeping the good clients we have.
So. when an HRH executive sells you a program-he may be the last
insurance agent you'll see. But you won't have seen the last of him.

Hilb,Roal and
HamiltonCompany

AdantaGA; Brn*arnAL;Chakotte*\A;Chesapeale,VA,Daytort,OH; MytonaBeach,FL;FL.N*s,FL;GosixmNC.ladem,MI, Mandiaster,Clll/nble,AL;NewOder*LA OdaileFL;Piltsb*,FA;RBSEnd,\A,SanDiegeCA;'rnpa,FL
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Continued from previous page
are rejected in the voluntary mar-
ket and what services the pool
offers to help employers prevent
future -losses. The assigned risk
pool was created in 1953 by the
Texas Legislature to provide a
source of work comp coverage for
employers that cannot obtain it in
the voluntary market. "A Work-
able Solution" is available for loan

in VHS and 3/*-inch video formats

from the Insurance Information

Institute, 800 Brazos, Suite 4220,
Austin, Texas 78701; 512-476-
7025.

• An introductory brochure on
alternative dispute resolution

methods has been published by the
American Arbitration Assn. The

descriptive brochure defines arbi-
tration, mediation, the minitrial

and ·other alternatives in easy-to-
understand language. It lists the
steps in arbitration and mediation
processes as practiced under the
AAA rules and contains examples
of standard arbitration and media-

tion clauses. Also, it discusses the

types of cases suitable for alterna-
tive dispute resolution. The 18-
page brochure is available for $1
prepaid from Betty Berry, Ameri-
can Arbitration Assn., 140 W. 51st
St., New York, N.Y. 10020-1203.

• Two new books from Com-

merce Clearinghouse Inc. address
the effect of recent federal legisla-
tion on certain employee benefits.
"CCH Guide to Employee Bene-
fits Under 1986 Tax Reform" ex-

plains major changes to rules gov-
erning pensions and employee
benefits. Included in its analysis

are changes made to rules gov-
erning pension plan qualifications,
new penalties and restrictions im-
posed to ensure that amounts that
are tax deferred are actually used
for retirement and not as tax shel-

ters, and new rules limiting tax in-
centives to benefits that are

provided on a non-discriminatory
basis. In addition, the guide con-
tains full texts of the Internal Rev-

enue Code and Employee Retire-
ment Income Security Act sections
as added, amended or repealed by
the act. Also included in the guide
are the controlling committee re-

ports, which provide the committee
explanation of the new law provi-
sions. Single copies of the 512-page
book are $12.

"New 1986 Mandatory Retire-
ment and Maximum Income Age
Benefit Rules" is the title of

CCH's 64-page explanation of the
new maximum age employee bene-
fits rules and the laws as added or

amended. These new rules-af-

fecting employers, labor unions,
employment agencies, and em-
ployee benefit plan administrators
-are contained in 1986 amend-

ments to the Age Discrimination in

Employment Act of 1967, ERISA,
and the Internal Revenue Code of

1986. Effective Jan. 1, 1987, em-

ployees will be protected from age
discrimination in all terms and

conditions of their employment,

especially protection frorn forced
retirement after they reach 70
years of age, according to CCH. A
table of court cases referred to in

the explanations and a topical
index are also included. Single
copies are available for $6. For a
copy of this book or the guide to
the new tax law send payment to
Cash Item Department, Commerce
Clearing House Inc., 4025 W. Pe-
terson Ave., Chicago, Ill. 60646.

• Corporate Contingency Ser-
vices is offering a new brochure on
disaster recovery planning. The
brochure describes the planning
assistance that is provided by CCS,
which includes development of
data processing and corporate con-
tingency plans, the audit of exist-
ing contingency plans and the
maintenance of contingency plans.
Also included are descriptions of
some recent disasters that befell

companies without contingency

plans. For a free copy of the bro-
chure, contact Corporate Contin-
gency Services, P.O. Box 805, New
Hudson, Mich. 48165; 800-426-

4620; 313-486-2090 in Michigan.

• "The CPCU Journal," a quar-
terly publication of the Society of
Chartered Property & Casualty
Underwriters, features articles
and commentary on insurance

and related subjects. The CPCU
Journal is edited by Numan A.
Williams, CPCU, professor of fi-
nance and insurance at Ball State

University in Muncie, Ind. In the
March 1987 issue, David Daar, a

specialist in insurance law and
major litigation with Miller &
Daar in Los Angeles, reviews the

implications of the Risk Retention
Act of 1986. CPCU Journal sub-

scriptions are available at $12 for
one year and $22 for two years. For
more information contact Lisa Fit-

tipaldi, publications coordinator,
The Society of CPCU, Kahler Hall,

Continued on next page
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NEW YORK: 220 EAST 42ND STREET/NY 10017/(212) 210-0133
CHICAGO: 740 RUSH STREET/IL 60611/(312) 649-5276
LOS ANGELES: 6404 WILSHIRE BOULEVARD/CA 90048/(213)651-3710
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EMPLOYEE BENEFITS

INFORMATION SYSTEMS

/ssue Date: May 11
Ad C/osing: April 28

A look at computers in employee
benefits departments - how they are
used, the changes, the latest
capabilities, and the software
available.

Plus BI's Directory of Information
Systems vendors.

business
insurance

LAWYERS PROFESSIONAL

LIABILITY COVERAGE

Lawyers face a high risk today of
becoming the target of malpractice
lawsuits North Atlantic (NACS) will

consider coverage for law firms with
fifty or fewer lawyers.

Some features of our policy include:

* Provides fiduciary coverage which includes
acts as an administrator, conservator,

executor, guardian, trustee or any similar
fiduciary capacity.

* Prior acts endorsement available 

0 Applies to acts, errors or omissions
occurring anywhere in the world (provided a
claim is made and a suit is brought in the
United States).

0 Deductibles will vary depending on location
of firm and underwriting considerations.

*The policy provides a one year term

Offered In some lunsdictions as an Excess &
Surplus Lines product 1 7 0 -40

Presently not available in all lunsdictions

\
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2528 U.S. 31 South

P.O. Box BAI

Greenwood, IN 46142

For More Information Call: Judy Bales
(317) 535-8212

A Member Of The BROUGHER Insurance Group
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ganizations with their self-insur- and enhancing a positive attitude Benefits Management Conference
ance needs For a free copy of the toward the worksite Copies are and 1986 Corporate Health Care
SIEX brochure, write Self Insur- available to ASSE members at $15 Cost Management Conference are
ance Exchange Inc,PO Box 8104, and to non-members for $20 Send now available For a list of the

Continued from prev,ous page business and other groups Avail- Newport Beach, Calif 92658-8104 prepald orders to Department F, tapes available and an order form,
720 Providence Road, CB#9, Mal- able in 20- and 30-minute versions, American Society of Safety Engi- contact the IFEBP Single cassettes
vern, Pa 19355 the presen:ation is designed to oe • "Computer Automation of neers, 1800 E Oakton St , Des cost $8 for IFEBP members and

given using a script It comes with Manual Functions Within Risk Plaines, Ill 60018-2187 Visa and $10 for non-members Audiovisual
• The Insurance Information In- a supply of brochures that outline Management" lS the :itle of a 90- Master Card orders also are ac- Services, International Foundation

stitute has prepared a new slide the key points of the presentation page book from Softec Inc , which cepted by calling 312-692-4121 of Employee Benefit Plans, P O

presentation designed to put in- to be left with the audience, and an details recent seminars conducted Box 69, Brookheld, Wis 53008-

dustry profits into perspective. instructional booklet on how to by the company Included in the • An analysis of the legislation 0069
Entitled, "The Road to Recovery," give an effective presentation book lS Information or- automation and regulation affecting health
the presentation also examines the "The Road to Recovery" is ava-1- of general claims, medical mal- maintenance organizations is • The Self-Insurance Institute

industry's 1986 financial perfor- able free on loan from the Insur- practice, workers compensation available for $20 from the Group of America announces the avail-
mance, shows how the industry ance Information Institute by call- and incident tracking Also co- Health Assn of America "GHAA's ability of the new guide,

64Who's

historically lags behind other bu- ing 800-221-4954 vered are the technical issues asso- Legislative and Regulatory Digest" Who in Self-Insurance Services
sinesses in return on equity, dis- ciated with operating system soft- reviews federal and state issues Directory." The directory pro-
cusses the impact of problems in • A new brochure from Self In- ware as it applies to risk that influence the way HMOs vides a listing of companies serving
the civil Justice system on liability surance Exchange Inc , "SIEX- management automation on per- operate. For each topic examined, the self-insurance alternative, in-
lines of insurance and looks at the National Clearinghouse of Self-In- sonal computers The book lS there 15 a background summary, a cluding consultants and brokers,
industry's outlook for 1987 The surance Experts and Services," available in two versions general review of recent developments, a third-party administrators, rein-
presentation is being used by m- provides a guide to services a Industry and hospital The com- brief discussion that includes ac- surers, claim investigation Com-
dustry representatives before leg- self-insuredo rgan iz ation pany asks that those interested in tion GHAA has taken on the 1SSUe panies, automation vendors, health
islative sessions, study commis- should consider It also explains obtaining a copy specify their pref- and, where applicable, the con- care providers and captive insur-
sions, tort coalitions, the media, how the clearinghouse can help or- erence when ordering Copies are gressional committees of lurisdic- ance company managers All com-

available for $4 from Softec Inc, tion To order the digest, contact panies listed in the directory are
33063 Schoolcraft Road, Livonia, the Group Health Assn of members of the SIIA For a free
Mich 48150, 313-261-4440 America, Order Department, 1129 copy of the directory write the

3

20th St NW, Suite 600, Washing- Self-Insurance Institute of

FAIEURE
0 Krames Communications is ton, DC, 20036 America P O Box 15466, Santa

offering 11 new, six-page bro- Ana, Calif 92705

chures on attaining better health • A new monograph from the
during the 46prime time" years. Society of Chartered Property & • General Learning Corp is now

Divided between titles on wellness Casualty Underwriters opines that offering "The Employee Health/
and interaction with the health the survival of the property/ca- Safety Catalog," an eight-page

ANKINSIS
care system, these brochures have sualty industry through the 21st guide to employee magazines
been created to help readers learn century depends on the lessons and newsletters for health pro-
to make wise decisions on lifestyle learned from the commercial in- motion available from GLC in-
and health care issues Titles in the surance crisis of 1985-1986 The cluding a special newsletter for re-
series are nutrition, fitness, man- 134-page "Crisis Avoidance Insur- tirees and pre-retirees These
aging stress, safeness, overcoming ance Responsibilities" presents publications, according to the
chemical dependency, asking ques- facts, background information, company, are a cost-effective way
tions, choosing a health care plan, points of view and criticisms con- to motivate employees and their

The O'Donnell Way self-care, alternatives to hospital cerning the widely publicized af- families to take positive action in
care, health screening and plan- fordability and availability prob- managing their own health care
ning long-term care Personnel of- lems It consists of papers by two For a free review copy of the "The
ficers, retirement program coun- educators, a former regulator, five Employee Health/Safety Catalog"

O'Donnell & Associates has built To prevent further damage, selors, community agencies, insurance company chief executive call 800-323-5471 In Illinois 312-
a proven record in providing inde- O'Donnell engineers replaced employers, physicians therapists, officers, four insurance industry 432-2700
pendent engineering evaluation thelast several feet ofthe tubes

clinics or other qualified 1ndividu- specialists, a corporate risk man-related to failures of mechanical with thickerrstronger tubing.
als or organizations can obtain ager and a Jurist The book can be • The U S Chamber of Com-

structures,

components.
systems and O'Donnell also installed devices

that force the water to flowin a sample copies by sending a request ordered at a cost of $12 50 per copy merce has published "Drug Abuse
on their letterhead-or attaching a from the Society of CPCU, Com- m the Workplace: An Employer'sHere is another example in our corkscrew manner, breaking up

series: the damaging flow pattern Repair business card to the request-to munications Division, Kahler Hall, Guide for Prevention " The book

O'Donnell provided a sotution to costs wel minimal compared to ' Krames Communications, Dept 720 Providence Road, CB#9, Mal- contains essential information for
a complex problem that caused the estimates for complete replace. PTH-8, 312 90th St , Daly City, vern, Pa 19355 employers, including guidelines for

failure of a "lin fan" heat exchanger ment Calif 94015-1898 implementing a workplace drug
at a Venezu*n steel mill. - Inestabliahing the solution • The Division of Clinical and abuse prevention program, a su-

The problem, new to the air- 0'Donnell engineers utilized the •The American Society of Safety Professional Psychology of the pervisor's checklist for reacting to
cooled heat exchanger Industry results of MIT aerospace research. Engineers has published an 80- California State Psychological a suspected case of drug abuse and
originated whensteambubbles The O'Donnell analysts later was page book entitled, "Promoting Assn offers a brochure that dis- a special section on alcohol abuse
collapsed as they traveled through supported by nuclear steam Employee Health: A Guide for cusses the potential benefits of in- The book also contains sample
the bottomrow of the heat generator research conducted at Worksite Wellness." The soft- corporating psychological ser- company policy statements and au-
exhangerpiptng. Westinghouse Electric

Back¢lowinto the bottom row Corporation.
cover book lS designed to provide vices into an employee health thorization forms for drug testing
assistance and information to all care program. The role of psy- programs and lists of furtherled to thebublecollapse, caung For further information
types of businesses and industries chologists in employee wellness- sources of Information, like statedistortioninlocalareas of the tub= regarding *Decitic capabilities

inf Eventual these distortions dients and addmonal cal hk- in aiding the development of or- through stress reduction, sub- and federal agencies Single copies

created holes in the tubes. tories, contact Dr. Allen Selxi ganized health promotion and stance abuse counseling, rehabili- are available for $15 for Chamber
wellness activities at tne worksite tation and prevention-are members and $30 for non-mem-

O'DONNELL & ASSOCIATES, INC.
S It includes a step-by-s:ep program described Single copies are avail- bers To order contact U S Cham-

to follow in developing activities able free from CSPA, Division of ber of Commerce, 1615H St NW,
241 Curry Hollow Rd..Pittsburgh, PA 15236 • (412) 6554200 aimed at improving the health and Clinical and Professional Psychol- Washington, D C 20062

well-being of employees while si- ogy, 2100 Sawtelle Blvd , Suite
multaneously increasing employee 201, Los Angeles, Calif 90025 • "Public Employee Benefit
productivity, reducing absenteeism Plans" is a compilation of texts by

• The American Society of In- nine professionals on topics relat-
ternal Medicine has updated its ing to benefit programs for pub-
most popular patient brochure, lic entity employees. The authors
"Medicare: What lIt Will and of the texts include doctors, attor-
Will Not Pay For." The revised neys, consultants and public offi-
brochure reflects the most recent cials Topics addressed ln the book

. changes enacted by Congress to Include effective health care pur-

ums, deductibles and copayments strophic illnesses, prescription
that went into effect Jan 1 The drug plans and the future of public
brochure is designed to specifically pension plans The book, published
answer beneficiaries' questions by the International Foundation of
about what Medicare is, who is eli- Employee Benefit Plans, costs $10

Diversity gible for it, and how to claim bene- for IFEBP members and $16 for
fits It clarifies those hospital (Part non-members To order, contact

IS OUR STRENGTH A) and medical (Part B) services the International Foundation of
that are covered under Medicare Employee Benefit Plans, Publica-

Creative solutions to the remsurance and specifically Identifies those tions Department, P O Box 69,
services not covered under the pro- Brookfield, Wis 53008-0069, 414-

requirements of insurers and reinsurers gram The brochure can be pur- 786-6700

• A full service Reinsurance Intermediary chased from ASIM for $20 per 100
with resources to handle all classes of copies ASIM members receive a Have a new report, booklet or in-

10% discount For more informa- formational brochure you'd like to
Treaty and Facultative business tion or to order contact ASIM Lit- send to buyers of :nsurance9 Bus:-

• Broad diversity of clients erature Order Department, NR87, ness Insurance will describe ma-
1101 Vermont Ave NW, Suite terial costing less than $25 as an

• Technical expertise in negotiation, contract pre- 500, Washington, D C 20005-3457 ed:tonal serv:ce ;n the weekly Info
paration, premium and loss processing, account Copies can be charged to Master column Simply send us a copy Of

and statistical reporting, and claims handling

• Access to markets world-wide lucill Card and Visa as well 202-289- the material to be offered, a short
1700 description Of the material and its

Reirsurance intermediaries cost and a mailrng address Ad-

• A Xerox Financial Services Company 110 William Street, New York, New York 10038 • Audiocassettes of the Inter- dress all contributions to Info,
2127524360 national Foundation of Employee Bustness Insurance, 740 N Rush

Benefit Plans' 1986 Corporate St, Chicago, Ill 60611



European risk managers follow U.S. lead
By DENISE CLAVELOUX 1

BRUSSELS, Belgium-Euro-
pean risk management associations
are following the lead of their U.S.
counterparts in creating alterna-
tives to solve insurance coverage
problems, according to a leader of
two of the groups.

Francois Settembrino, responsi-
ble for risk management for the
giant cigarette and cigar producer
Tabacco Fina S.A., sees the Euro-
pean risk managers also benefiting
from contact with U.S. associa-
tions.

Mr. Settembrino, 57, has been
president for the last three years Of
Assn. Europeene des Assures de
l'Industries, based in Brussels
Belgium, which is a federation of
the main European risk manage
ment associations.

He also has served the last year

as president of the Belgian risk
management association, Groupe
ment des Assures de l'Industrie.

"I have always believed that
both associations have an impor
tant role to play for industry, and I
believe that being of service is very
important," he said.

"I did not just take on the jobs
to play at being president of some
thing," he added.

Mr. Settembrino-who has
worked for 24 years in Belgium's
insurance market, including serv
ing at a subsidiary of Marsh &
MeLennan Cos. Inc. and at the em
ployee benefits division of William
M. Mercer-Meidinger-Hansen Inc
-believes that the two associa

tions can be useful to European
risk managers.

"We live in a world full of

pressure groups. It would be ab
normal if industry, which has such
significant risk problems, did not
try to put across its point of view
and exert influence," Mr. Settem
brino said.

The AEAI-which represents the
risk management associations of
France, West Germany, the United
Kingdom, Belgium, Holland, Italy
and Spain-brings together the in
terests of more than 1,000 com
panies in Europe, estimates Mr
Settembrino.

The association's main purpose
is to allow members to study in
dustrial risks and activities in var
ious countries and industries, he
said.

The group is a liaison with other
international bodies such as the

European Employers Assn.
(UNICE) and the International
Chamber of Commerce.

The AEAI also has a special
working group to handle relations
with the European Community.

"Our relations with both na-
tional and international bodies is

extremely good," said Mr. Settem-
brino. "The EC is particularly open
and receptive, in some cases much
more so than national ministries. I

have the impression.that they
really listen to what we say and
take it seriously."

Also, since 1981, AEAI has co-
sponsored a biannual conference in
Monte Carlo with the U.S.-based

Risk & Insurance Management So-
ciety. This year's gathering is
slated for Oct. 11-14.

"AEAI began to realize that
many of the ideas (we have) coin-
cide with those in the United
States," he said. "But, because of
the size of the market, the U.S. or-
ganizations were more structured
than their European counterparts.
When similar problems started to
be felt everywhere, however, we
decided to get together with RIMS
to discuss our common problems."

The AEAI also is attempting to
bring together various European
companies to form a reinsurance
facility in Luxembourg to write li-
ability risks. So far, six companies
have agreed to buy shares in the

new reinsurer, including Tobacco
Fina, which will be called Euro-
pean Pooling System S.A. (BI,
March 2).

EPS will not be operational until
year-end at the earliest, said Mr.
Settembrino.

Mr. Settembrino believes that
the idea behind EPS probably was
borrowed from the United States,
but he said, "the problems in Eu-
rope are very different from those
in America. The main concept is
that industry is now admitting that
it must play an active role in se-

'It would be abnormal

if industry did not try
to put across its

point of view,' Mr.
Settembrino says.

curing its own insurance cover,
particularly for such risks as prod-
uct liability and environmental
damage."

Banking has become a very complex and demanding business.
And today's great banks can't make use of yesterday's solutions.

That's why banks like Chase Manhattan, First Chicago and
National Westminster insure with Home. In fact, six out of the ten
largest banks in America are our clients.

They have confidence in Home Insurance. They know we'll
come up with the kind of innovative solutions they need.

Banking was a lot simpler when we started business back in
1853. Our clients have done a lot of growing since then. And we've
grown with them.

The Home Insurance Company is a member of The Home Group, Inc.

The main users of EPS probably
will be chemical and pharmaceuti-
cal companies, but no sector of in-
dustry will be excluded from buy-
ing shares, he said. Shareholders,
however, do not have to place rein-
surance with the facility, said Mr.
Settembrino. Tabacco Fina, for ex-
ample, is wholeheartedly support-
ing the reinsurer and will be an in-
itial shareholder, but will probably
not seek coverage with EPS, he
said.

Wearing his other hat, Mr. Set-
tembrino said that Belgium's risk

management association GAI,
which has about 85 members, has a
number of working parties that
meet about once a month at one of

the member companies.
This way, the members, which

include some of Belgium's largest
industries, get to know each other
better and participate equally in
the association, he said.

Neither the GAI nor the AEAI

advertise their activities, but Mr.
Settembrino believes both associa-

tions will be judged by their effec-
tiveness. I

We've written billions of dollars of coverage for banks:-large
and small through technology changes, deregulation and all the
other challenges of modern banking.

But we've never forgotten that every bank-like every other
business is composed of individuals. Who need individual help.
The kind you only get at Home.

If that's the kind of help your company needs, have your broker
or agent contact the Home field office nearest you. Or write
Marshall Manley, Chairman, The Home Insurance Company,
59 Maiden Lane, New York, N.Y. 10038.

Home Insurance
There's no place like it.
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APRIL 15. Advanced "Post Graduate" Cost

Management workshop in Orlando, Fla., spon-
sored by the Health Research Institute. $250.
Also May 13 in Houston; June 3 in Chicago;
June 24 in Philadelphia; July 29 in Honolulu;
Aug. 19 in San Diego; Sept. 16 in Cleveland;
Oct. 7 in Boston; Oct. 28 in San Francisco; Nov.
11 in New York; and Dec. 9 in Chicago. Health
Research Institute, 1600 S. Main Plaza. Suite
170, Walnut Creek, Calif. 94596; 415-676-2320.

APRIL 15. ISO Commercial General Liabil-

ity Policy workshop in Blue Bell, Pa., spon-
sored by the Insurance Soc:ety of Philadelphia
and Delaware Tech; $105 for members; $120 for

non-members. Also May 14 in Philadelphia. In-
surance Society of Philadelphia, 737 Public Led-
ger Building, Philadelphia, Pa 19106; 215-627-
5306.

APRIL 15. The Risk Bearing Phenomenon-
Alternatives to Traditional Insurance work-

shop in Tampa, Fla., sponsored by the Society of
Chartered Property & Casualty Underwriters;
$125 · for Scciety members; $150 for non-mem-
bers. Also May 5 in Pittsburgh. Mari Jennings,
The Society of CPCU, Kahler Hall, 720 Provi-
dence Road, CB#9, Malvern, Pa. 19355; 215-
251-2741.

APRIL 16. Assessing Vendors (HMOs, PPOs,

Utilization Review Firms, etc.) workshop in
Orlando, Fla, sponsored by the Health Research
Institute; $250. Also June 4 in Chicago; June 25
in Philadelphia; July 30 in Hor.olulu; Aug. 20 in
San Diego; Sept. 11 in Cleveland; Oct. 8 in
Boston; Oct. 29 in San Francisco; Nov. 12 in
New York; and Dee. 10 in Chicago. Health Re-
search Institute, 1600 S. Main Plaza, Suite 170,
Walnut Creek, Calif. 94596; 415-676-2320.

APRIL 16. Coping with COBRA seminar in
Springfield, Ill., sponsored by the Illinois State
Chamber of Commerce; $45 for ISCC members;
$70 for non-members. Also April 30 in Chicago.
Carol Jensen, Illinois State Chamber of Com-
merce, 20 N Wacker Drive, Chicago, Ill. 50606;
312-372-7373.

APRIL 16. Cost Containment Through Com-
munications and Education workshop in Or-
lando, Fla., sponsored by the Health Research
Institute; $250. Also June 4 in Chicago; June 25
in Philadelphia; July 30 in Honolulu; Aug. 20 in
San Diego; Sept. 17 in Cleveland; Oct. 8 in
Boston; Oct. 29 in San Francisco; Nov. 12 in
New York; and Dec. 10 in Chicago. Health Re-
search Institute, 1600 S. Main Plaza, Suite 170,
Walnut Creek, Calif. 94596; 415-676-2320.

APRIL 16-17. Labor/Management Cost Con-
tainment workshop in Orlando, Fla., sponsored
by the Health Research Institute, $495. Also
June 4-5 in Chicago, June 25-26 in Philadel-
phia; July 30-31 in Honolulu; Aug. 20-21 in San
Diego; Sept. 17-18 in Cleveland; Oct. 8-9 in
Boston; Nov. 12-13 in New York; and Dec. 10.11

in Chicago. Health Research Institute, 1600 S.
Main Plaza, Suite 170, Walnut Creek, Calif.
94596; 415-676-2320.

APRIL 21. ISO Commercial Property Rating

ALLIANCE INSURANCE GROUP
Underwriting

Property and General Liability
(including Products)

Property
Excess Automobile

on behalf of:

Alliance Syndicate, Inc.
(Illinois Insurance Exchange)

Alliance General Insurance Company
Alliance Insurance Group Alliance Insurance Services, Inc.

Don McCann - Chairman

Don Hopfensperger - President

Vince Puccio - Senior Vice President Ken Bradley - Resident Vice President
Teppie Schwartzel - Property Manager jim White - Casua/ty Underwriter
Chuck Seymour - Casualty Manager

For information call:
1-800-572-4147 312-269-0099 213-386-8747

200 W. Adams, Chicago, IL 60606 3435 Wilshire Blvd., Los Angeles, CA 90010

workshop in Philadelphia, sponsored by the In-
surance Society of Philadelphia and Delaware
Tech; $105 for members; $120 for non-members.

Insurance Society of Philadelphia, 737 Public

Ledger Building, Philadelphia, Pa. 19106; 215-
627-5306.

APRIL 21-22. How to Use the Risk Retention

Act of 1986 symposium in San Francisco, spon-
sored by the Risk Management Section of lhe
Chartered Property & Casualty Underwriters;
$200 for society membens; $250 for non-mem-
bers. Also May 13-14 in Chicago. Julie Ann Ju-
liana, The Society of CPCU, Kahler Hall, 720
Providence Road, CB#9, Malvern, Pa. 19355;
215-251-2735.

APRIL 21-22. Advanced Safety Management
seminar in Phoenix, Ariz, $295. Dr. Rick Sum-
mers, Waite Hill Services Inc., P.O. Box 5816,
Kingwood, Texas 77325; 713-358-0949.

APRIL 21-22. Insurance Claims for Environ-
mental Damages: Technical and Legal Con-
siderations conference in Washington, spon-
sored by Executive Enterprises Inc.; $875 for
first registrant, $775 for second registrant from
same organization; $650 for more. Executive
Enterprises Inc., 22 W. 21st St., New York, N.Y.
10010-6904; 212-645-7880; 800-223-0787 within
New York; 800-831-8333 outside New York.

APRIL 21-23. Laboratory Safety course in
Chicago, sponsored by the Research & Develop-
ment Section of the National Safety Council, In-
dustrial Division; $415 for NSC members, $520
for non-members. NSC, 444 N. Michigan Ave.,
·Chicago, Ill. 60611; 312-527-4800.

APRIL 21-24. Reinsurance Accounting and
Finance for Ceders and Assumers seminar in

Tanytown, N.Y., sponsored by Robert W. Strain
Seminars Inc., $1,295 (includes lodging and
meals). Also Sept. 8-11. Robert W. Strain Se-
minars Inc., P.O. Box 1000, Wingdale, N.Y.
12594; 914-832-9384 or 212-677-5974.

APRIL 23-24. New Issues in Public Sector

Employee Benefits conference in Washington,
co-sponsored by Pension Commission Clearing-
:house and Johnson & Higgins Edward H. Friend
& Co. division; $250. Laura S. Horvath, J&H/
Edward H. Friend & Co. Division, 1800 K St.
N.W., Suite 500, Washington, D.C. 20006; 202-
785-9080.

APRIL 25. The Insurance Women of Greater
Minneapolis seminar; $25 for National Assn. of
Insurance Women members; $35 c,r non-mem-
bers: $40 at the door. Betty Knight, Insurance
Women of Greater Minneapolis, 612-545-4054.

APRIL 26-29. Sixth Annual Conference on

Employee Benefits in Scottsdale, Ariz., spon-
sored by the State and Local Government Bene-
fits Assn.; $120 for SLGBA members; $140 for
non-members. George L. Morawski, State of
Arizona, 1831 W. Jefferson, Phoenix, Ariz.
85007; 602-255-5482, ext. 263.

APRIL 27-MAY 1. Modern Safety Manage-
ment course in Atlanta, sponsored by the Inter-
national Loss Control Institute; $695. Interna-
lional Loss Control Institute, P.O. Box 345,

Loganville, Ga. 30249; 404-466-2208.

APRIL 28. Questions on the New CGL and
CP Policies? Ask the Claims Department!
workshop in Ashville, N.C., sponsored' by the
Society of Chartered Property & Casualty Un-
derwriters; $80 for society members; $95 for
non-members. Also May 12 in Sl. Louis. Mari

Jennings, Society of CPCU, Kahler Hall, 720
Providence Road, CB#9, Malvern, Pa. 19355;
215-251-2741.

APRIL 28. Surety Claims '87 Conference in
Chicago, sponsored by the CMA Consulting
Group; $195. Also May 1 in San Francisco, May
5 in Philadelphia. Beverly Loughlin, CMA Con-
sulting Group, Box 2287, Morristown, N.J.
07960; 201-267-7171.

APRIL 30-MAY 1. Workers Compensation:
The Changing Character of State Systems
conference in Storrs, Conn., co-sponsored by the
University of Connecticut, Cornell· University,
Rutgers University and Syracuse University;
$150. The University of Connecticut, Non-credit
Programs, U-56, 1 Bishop Place, Storrs, Conn.
06268.

APRIL JO-MAY 1. SEC Accounting & Finan-
cial Reporting for Property/Casualty Insur-
ance Companies conference in New York,
sponsored by Executive Enterprises Inc; $875
for first registrant; $775 for second registrant
from same organization. Executive Enterprises
Inc., 22 W. 2lst St., New York, N.Y. 10010-6904,
212-645-7880; 800-223-0787 within New York;
800-831-8333 outside New York.

MAY 3-6. Corporate Benefits Management
Conference in Dallas, Calif., sponsored by the
International Foundation of Employee Benefit
Plans; if received 60 days prior to meeting date:
$560 for IFEBP members, $635 for non-mem-

bers; regular rate: $605 for IFEBP members,
$680 for non-members. Also June 22-25 in Lake
Tahoe, Nev. International Foundation of Em-

ployee Benefit Plans, Registration Department,
18700 Bluemound Road, P.O. Box 69, Brook-
field, Wis. 53008-0069; 414-786-6700.

MAY 4-5. Insurance Ratings conference in
Hilton Head Island, S.C., sponsored by Standard
& Poor's Corp., $500. Standard & Poor's Corp.,
25 Broadway, New York, N.Y. 10004

MAY 4-5. Recovering Uncollectable Rein-
surance conference in New York, sponsored by
Executive Enterprises Inc., $875, $775 for addi-
tional registrant from the same organization.
Executive Enterprises Inc., 22 W. 2lst St., New
York, N.Y. 10010-6904; 212-645-7880; 800-223-
0787 outside New York; 800-831-8333 within
New York.

MAY 4-7. Wellness in the Workplace confer-
ence in Philadelphia, co-sponsored by the NTL
Institute and the Organizational Development
Network; $395 for OD Net and NTL members;
$275 for academic and union representatives;
$175 for students; $445 for all others. NTL In-
stitute, P.O. Box 9155, Rosslyn Station, Arling-
ton, Va. 22209.

MAY 5. Spotlight on Elder Care conference in
New York, sponsored by Retirement Advisons;
$280. Retirement Advisors, 919 Third Avenue,
New York, NY. 10022.; 212-421-2400.

MAY 5. Flood Insurance: The Neglected
Market workshop in Philadelphia, co-spon-
sored by the Insurance Society of Philadelphia
and Delaware Tech; $55 for members; $65 for
non-members. Insurance Society of Philadel-
phia, 737 Public Ledger Building, Philadelphia,
Pa. 19106; 215-627-5306.

MAY 5-8.50th Anniversary Annual Meeting
of the National Assn. of Independent Insur-
ance Adjusters: Golden Year-Investment in
Excellence convention in Orlando, Fla.; $200
for NAIIA members/guests; $ 100 for spouse.
National Assn. of Independent Insurance Ad-
justers, 222 W. Adams St., Chicago, Ill. 60606;
312-853-0808.

Continued on next page
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REINSURANCE INTERMEDIARIES

100 Metro Park South

Old Bridge, N.J. 08857-4099
Telephone: 201-290-8000
Telex: 844360 CBP OBR
Rapifax: 201-290-9344

Facsimile: 201-290-9452



Contznued from previous page affiliates, $525 for pnvate-sector non-members lanta, sponsored by the Risk & Insurance Man- after April 29 $540 for RIMS members, $640 for francs (approx $1,036 at current exchange rateMAY 6 Workers Compensation Course in
New York, sponsored by The College of Insur- 1120 G St NW, Suite 400, Washington, DC members, $595 for non-members, after Apl·1120 ment Society, 205 E 42nd St, New York, N Yance, $195 for college sponsors, $215 for non- 20005, 202-626-4650 $540 for RIMS members, $640 for others Fran 10017, 212-286-9292
sponsors The College of Insurance, 1 Insurance Monte Carlo Conference, SOCFI, 14 Rue ManJordan, Risk & Insurance Management Society,
Plaza, 101 Murray St, New York, N Y 10007, dan 75002 Paris, France
212-962-4111 MAY 20-22 Hull and P&1 Insurance seminar 205 E 42nd St, New York, N Y 10017, 212- JUNE 17 Pension Planning Workshop inin New York, sponsored by the World Trade In- 286-9292

stitute, $815, $730 for additional registrant from
MAY 6-7 Hurricane and Windstorm Catas- ciely of Philadelphia and Delawaze Tech, $65 Insurers' 42nd Annual Meeting in Maui, $250the same organization World Trade Institute, 1 JUNE 3-5 Technaques of Finance and Ac- for members, $75 for non-members Insurance for members, $350 for subscribers and guests,trophe workshop in London, sponsored by the World Trade Center, 55W, New York, N Y
Insurance & Reinsurance Research Group Ltd, 10048,212-466-3158

373.75 pounds (approx $590 50) Insurance & the Risk & Insurance Management Society, be- Building, Philadelphia, Pa 19106, 215-627- Insurers, 2600 River Road, Des Plaines, Illfore April 22 $495 for RIMS members, $595 for 5306
Reinsurance Research Group Ltd, Bridge 60018-3286, 312-297-7800MAY 21. National Assn of Insurance non-members, after April 22 $540 for RIMS
4DD, 01-236-2175 Luncheon, $65 for individuals, $600 for table of Insurance Management Society, 205 E 42nd St, ternational Insurance Society Inc. m Seoul, Conference m San Francisco, sponsored by the10 Charlene Hamrah, American International New York, N Y 10017, 212-286-9292
MAY 6-8 Insurance Coverage, Practice & Group Inc, 99 John St, New York, N Y 10038, Korea, $900 for industry participants, $450 for International Foundation of Employee Benefit
Risk Management seminar m Chicago, spon- 212-770-9431 academic or government representatives, $250 Plans, before Oct 4 $480 IFEBP members only,JUNE 4-6 Practical Strategies for Pensions for spouses International Insurance Society Ad- after Oct 4 $525 IFEBP members only Regis-sored by the Defense Research Institute Inc,
$395 for DRI members, $420 for non-members After Tax Reform seminar in Chicago, spon- ministrative Headquarters, P O Box J, Tusca- tration Department, International FoundationMAY 26-29 Reinsurance Contract Wording sored by Corbel & Co,$395 Brenda Chatham, loosa, Ala 35487,205- 348-8974Defense Research Institute Inc , 750 N Lake of Employee Benefit Plans, 18700 Bluemoundseminar m Tarrytown, NY, sponsored by Ro- Corbel & Co,PO Box 17548,Jacksonville, Fla
Shore Drive, Suite 500, Chicago, Ill 60611,312- bert W Strain Seminars Inc, $1,295 (includes 32245-7548, 904-731-4455 Road, P O Box 69, Brookfield, Wis 53008-0069,
944-0575 lodging and meals) Robert W Strain Seminars JULY 29-30 1987 National Workers Compen- 414-786-6700

sation Seminar m Cape Cod, Mass, sponsored
MAY 6-8 The Future of Voluntary Benefits Inc ,PO Box 1000, Wingdate, NY 12594, 914- JUNE 10-12 Claims Management course In by Workers' Compensation Monthly, $195 The Datebook :s comp:led from no-832-9384 or 212-677-5974 San Francisco, sponsored by the Risk & Insur- Workers' Compensation Monthly, P O Box 590,conference in Washington, sponsored by the ance Management Society, before April 29 $495 Falmouth, Maine 02541 tzces sent to Business Insurance
Assn of Private Pension and Welfare Plans, JUNE 1-2 New York State Public Sector Co- for RIMS members, $595 for non-members, after

, before April 22 $400 for APPWP members, $500
Notices should be sent at least

alition on Health Benefits' First Annual April 29 $540 for RIMS members, $640 for OCT 11-14 Risk Management Forum Asso- ezght weeks tn advance to Date-for non-members, after April 22 $425 for Conference m Albany, NY, $95 for NYSPSC others Fran Jordan, Risk & Insurance Manage- clation Europeean des Assures de l'Indus-APPWP members, $525 (or non-members Sue members, $150 for non-members New York ment Society, 205 E 42nd St, New York, N Y trie and the Risk & Insurance Management book, Busmess Insurance, 740 N
 Ransom, Assn of Private Pension and State Pubhc Sector Coalition on Health Bene- 10017, 212-286-9292

Welfare Plans, 1331 Pennsylvania Ave NW, fits, P O Box 15, Albany, N Y 12260, 518-473-
Society Inc International Conference m Rush St, Chkago, m 60611 Busz-

Suite 719, Washington, D C 20004, 202-737- 6217 Monte Carlo, 6,300 French francs (approx $378 ness Insurance reserves the rzght to
6666 JUNE 10-12 Techniques of Risk Manage- at current exchange rate) for university mem- select meetmgs of most znterest toment course in Boston, sponsored by the Risk & bdm or students, 4,600 French francs (approx

JUNE 1-3. Employee Benefits Concepts, Insurance Management Society, before April 29 $757 at currenl exchange rate) for members of a 2ts readers and cannot guaranteeMAY 7 Facultative Reinsurance-An Update Planning and Administration course m At- $495 for RIMS members, $595 for non-members, risk management department, 6,300 French that notices wzlt be prznted(How to Succeed m the Current Market)
workshop m Hartford, Conn, and Los Angles,
sponsored by the Society of Chartered Property
& Casualty Underwriters, $125 for society mem-
bers, $150 for non-members Also May 14 in
Kansas City, Mo Mari Jennings, Society of
CPCU, Kahler Hall, 720 Providence Road,
CB#9, Malvern, Pa 19355, 215-251-2741

MAY 7 Alternate Health Care Delivery Sys-
tems Which Modelg seminar in New York,
sponsored by LIMRA, $250 for LIMRA mem-
bers, $500 for non-members Patricia A Kav-
laski, Meeting Registrar, LIMRA, P O Box 208,
Hartford, Conn 06141, 203-677-0033

MAY 7-8. Controlling Costs Through Pre-
vention Creating Incentives for Better
Health conference in Washington, sponsored by
General Health Inc, $250 General Health Inc,

CDC
3299 KSt NW, Washington, DC 20007,202- 4
965-4881

MAY 74 Alternative Risk Fmancing Tech-
Award of Excellence

mques Expanding the Limits of Risk Re-
tention conference in Fort Lauderdale, Fla, presented
sponsored by Tillinghast Division of Towers, for outstanding achievement /Perrin, Forster & Crosby, $595 Conference
Director, Tillmghast/TPF&C, 722 Post Road, in communicating anDarten, Conn 06820, 203-655-9791

MAY 10-13 Casualty Actuarial Society employee benefits program
Spring Meeting in Orlando, $230 for CAS
members, $5250 for non-members Edith Mora- Business Insurance Employee Benefitsbito, Casualty Actuarial Society, 1 Penn Plaza,
250 W 34th St, New York, N Y 10019, 212- Communication Awards Competition
560-1018

MAY 11 Employee Benefit Plans seminar in
Chicago, sponsored by the Illinois State Cham-
ber of Commerce, $90 for ISCC members, $135
for non-members Also April 30 m Chicago insurance
Carol Jensen, Illinois State Chamber of Com-
merce, 20 N Wacker Dnve, Chicago, Ill 60606,
312-372-7373

MAY 11-12 Health Care Cost Containment
workshop in Houston, sponsored by the Health
Research Institute, $495 Also June 1-2 In Chi-
cago, June 22-231n Philadelphia, July 27-28 in
Honolulu, Aug 17-18 m San Diego, Sept 14-15
in Cleveland, Oct 54 in Boston, Oct 26-27 in
San Francisco, Nov 9-10 in New York, and Dec
7-8 m Chicago Health Research Institute, 1600
S Main Plaza, Suite 170, Walnut Creek, Calif
94596, 415-676-2320

MAY 13 Health Improvement/Wellness The 15th Annual EMPLOYEE BENEFITS COMMUNICATION AWARDSworkshop in Houston, sponsored by the Health
Research Institute, $250 Also June 3 m Chi-
cago, July 29 in Honolulu, Aug 19 in San will be presented on August 3rd during the Business Insurance
Diego, Oct 7 in Boston, Oct. 28 in San Fran-
cisco, Nov. 11 in New York, and Dec 9 M Chi- "Communicating Bdnefits" Conference in New York City.
cago Health Research Institute, 1600 S Main
Plaza, Suite 170, Walnut Creek, Calif 94596,
415-676-2320 A panel of benefit managers and communication specialists will select
MAY 13. Fundamentals of Insurance course winners from a variety of categories.
in San Diego, sponsored by the Risk & Insurance
Management Society, $540 for RIMS members, The Competition is open to all companies in the U.S. and Canada, and has$640 for others Fran Jordan, Risk & Insurance
Management Society, 205 E 42nd St, New no restrictions as to the size of the company.York,NY 10017,212-286-9292

MAY 13-15. Techniques of Loss Control Entries will be accepted beginning April 1st. No entry will be accepted
course in New York, sponsored by the Risk &
Insurance Management Society, $540 for RIMS after April 30th.
members, $640 for others Also June 3-5 m Ho-
nolulu Fran Jordan, Risk & Insurance Manage-
ment Society Inc, 205 E 42nd St, New York, For rules and entry forms, contact the Communication Services Dept.,
N Y 10017, 212-286-9292

Business Insurance, 220 E. 42nd St., Ste. 930, New York, NY 10017.
MAY 14-15. Brief Course m Reinsurance m
New York, sponsored by The College of Insur-
ance, $165 The College of Insurance, 1 Insur-
ance Plaza, 101 Murray St, New York, N Y
10007, 212-962-4111

MAY 14-15 Health Management Conference
Case Management in San Diego, Calif, spon-
sored by the National Assn of Employers on
Health Care Alternatives, $395 for NAEHCA ..Siness
members, $300 for additional registrant from
same NAEHCA organization, $495 for non-
members, $400 for additional registrant from
same non-member organization National Assn
of Employers on Health Care Alternatives, 304 a publication of Crain Communications Inc
Executive Building, 104 Crandon Blvd, Key Bi-
scayne, Fla 33149

MAY 17-20 Eighth Annual Public Risk & EBC Awards/Business Insurance
Insurance Management Assn. Conference m
Seattle, $265 for PRIMA member governments, Communication Services Dept., 220 E. 42nd Street, Suite 930, New York City, NY 10017
$330 for non-member governments (includes
1987 membership), $475 for PRIMA Industrial
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DES decision defendant in DES cases agreed the AIRMIC conference
verdict was important.

Continued from page 2 "It will certainly have a benefi-
pregnant in 1960, and that the DES cial impact regionally," said Ro-
was manufactured by Lilly bert Helstowski, an attorney with Market not serving clients,

But the ]ury then found that the Santa Monica, Calif, firm of
Lilly was not negligent in market- Haight, Dickson, Brown & Bones-
ing the DES and that the DES was teel, which is national DES counsel
not in a defec.ive condition when for E R Squibb & Sons Inc of European risk managers say
it left Lilly's possession Princeton, N J

As a result of the jury's finding The decision could have an im- By STACY SHAPIRO tions and reactions " "how to take in $52 billion, pay out
that Lilly was not negligent or pact on settlements in Wisconsin Mr Rosier noted that his com- $6 billion and report a loss," he
strictly liable, the jury did not have and in neighboring states, he said CAMBRIDGE, England-Risk pany's problems for the last 18 said
to decide whether the DES Ms Last year, a Wisconsin couple re- managers of two large European months have been caused by the "Perhaps we will be able to learn

Shirkey's mother ingested actually ceived $348,200 in a DES settle- corporations contend liability in- lack of capacity for liability nsks from the insurers," Dr Rohde-Lie-
caused Ms Shirkey's cancer ment involving various defendants surers actions during the last two Pearson publishes English lan- benau added

Mr Bauer said a major factor in Mr Helstowski also said the ver- years have been unreasonable and guage books and newspapers The West German insurance in-

Lilly's favor was testimony from diet has changed the view of some unwarranted like the Financial Times, manufac- dustry 15 composed of two basic
experts that Lilly did not know attorneys that courts and juries in Although they say it is easier to tures china and glassware, includ- areas of insurance "fire" insur-
and could not have known of the Wisconsin were plaintiff-oriented obtain coverage this year, the West ing the famous Royal Doulton ance, including consequential loss,
link between DES and clear cell in DES cases "It's changing the German and British risk managers china, and owns other companies which generates premiums of
vaginal adeocarcinoma, which was thinking of lawyers on dead-bang criticize market conditions created that manufacture wine, aircraft about 2 5 billion deutschemarks
not discovered until 1971 liability cases in Wisconsm " by underwriters in the last two and provide oil and gas services annually ($1 35 billion), and liabil-

Even plaintiffs' experts said that Overall, he said more than a years-mcluding coverage restric- In 1985, Pearson had an um- ity insurance, with an annual pre-
the link found in 1971 was a "new dozen DES cases have gone to trial tions, changes in policy wording, brella liability policy covenng all mium volume of almost 2 billion
and startling d-scovery," he said nationwide against Squibb and huge rate fluctuations and lack of of the company's operations except deutschemarks ($1 1 billion)

Mr Bauer said the jury took its Lilly The "vast majority" have capacity aviation products and directors In the last few years, the German

duty very seriously and was ex- been defense verdicts However, the two risk managers and officers liability exposures, industry has had "big problems in
tremely conscientious, despite the He estimated that hundreds of expressed the willingness to work which were covered under separate the field of liability insurance,"
sympathetic nature of the case cases have been settled and about with underwriters to solve their policies, Mr Rosier told risk man- said Dr Rohde-Liebenau, whose

"It was a very emotional Jury," 250 DES cases are pending nation- problems agers attending the AIRMIC con- company employs 363,000 people
he said, pointing out that six of wide, some of which involve mul- "The market has failed its cus- ference and has sales of more than 46

the eight women were crying when tiple plaintiffs tomers," Peter Rosier, risk man- Then, in 1986, "the picture be- billion deutschemarks ($24 8
the verdict was returned Meanwhile, an attorney for Ab- agement and insurance manager of came more complicated as market billion)

Mr Bauer said the case will have bott Laboratories of Abbott Park, British conglomerate Pearson capacity shrank," said Mr Rosier Following disastrous results in
a "real impact' on other DES cases Ill, also said the Shirkey verdict PLC, said during a session at the "We achieved one-quarter of the 1983 and 1984, German insurers
and that lt W.11 cause plaintiffs' was significant in DES litigation Assn of Insurance & Risk Manag- level of cover we had previously and reinsurers decided in 1985 not
lawyers to seriously consider the "It can't do anything other than ers in Industry & Commerce's an- placed in the market and our pre- to provide product liability cover-
potential outccme before spending help, because the injury in ques- nual conference earlier this month mium doubled " age for German exports to the

the time and money necessary to tion lS that which the published in Cambridge This year, after Pearson boosted United States
bring these cases to trial literature provided the greatest "It has not provided an efficient the capital of its Captive so it could "This meant that German ex-

He also said the verdict would support for plaintiffs," said Hugh mechanism for the smoothing of assume more of the company's risk, ports to the United States in the
cut the amounts Lilly and other Moore, with the Chicago firm of risks If premiums are going to Pearson has found more capacity neighborhood of some 30 billion
DES companies are willing to offer Lord Bissell & Brook swing by as much as 500% in one But, the company still is "not yet pounds ($48 3 billion) would per-
to settle these cases Meanwhile, the U S Supreme year, then premiums are becoming at the end of the road, although re- haps remain uninsured," said Dr

"It will have a definite effect in Court recently denied a petition by almost as unpredictable as losses," newal date was weeks ago," said Rohde-Liebenau
that respect," he said Lilly's liability insurers that he said Mr Rosier German industrial companies,

He also said the Shirkey litiga- sought review of the trigger of cov- "Let me tell you what I learned There are still gaps in Pearson's particularly chemical and pharma-
tion marked the first time a court erage for DES claims back in the 1950s from a British liability coverage, Mr Rosier said ceutical companies, scrambled for
had ruled that the state-of-the-art The District of Columbia Court sub]ect, a fellow student from the For example, liability insurers capacity and had to accept cover-
defense was permissible in a DES of Appeals had previously affirmed pirates' paradise of Bermuda," have refused in one unspecified age restrictions despite 200% and
case in Wisconsin The defense lS a ruling that all of Lilly's insurers added Dr Wolfram Rohde-Lie- case to cover defense costs The 300% rate hikes, he said In addi-
generally permissible in pharma- from the time of DES-ingestion benau, senior director of Siemens company's product liability cover- tion, pollution coverage "ceased to
ceutical cases in virtually all through manifestation of a DES- A G of West Germany age that once included losses for exist "
states, he said related disease were liable "He told me never expect peo- in]ury or damage by faulty design Insurers told West German

Mr Bauer added there have been In March of 1982, Lilly sued ple to be reasonable," Dr Rohde- now excludes that exposure And, buyers that reinsurers were re-
few DES cases tried throughout more than 60 of ltS liability insur- Liebenau said, noting that that ad- all-risk marine policies also now sponsible for the turmoil in the
the country, some of which have ers that provided excess liability vice "does not refer only to reason- exclude damage caused by faulty market So, in 1985 "we demanded
been non-cancer cases insurance to the drug maker from able actions and reactions of design to have a direct exchange of opin-

Another attorney representing a 1947 through 1976 I insurers, but also to industry's ac- There is also concern over cover- ion with the leading reinsurers
age gaps caused by the combina- who evidently had caused the
tion of claims-made and occur- abrupt change in the markets," Dr
renee policies and the exclusion by Rohde-Liebenau recalled
some underwriters of all pollution The reinsurers were told by pol-
risks and lack of umbrella covers, 1cyholders that the long-term rela-
he said tionship between West German

Ms. Stephanie L Tessmer "Markets are notoriously short- buyers and insurers and reinsurers
sighted," Mr Rosier pointed out was in serious jeopardy, he said
"The insurance market above all "You perhaps won't believe lt,

Formerly Vice President of others should struggle to take a but the answer of insurers and par-
longer view because it is in the ticularly of reinsurers was that
market's own interest to do so The continuity was exactly what they

- The National Union Fire Insurance insurance market has less excuse wanted all the time," said Dr
than other markets to be short- Rohde-Liebenau

sighted because ltS raison d'etre is Siemens has purchased coverage
Company of Pittsburgh, PA to offer security and stability from the same insurer for 65 years,

"It is supposed to provide ltS Dr Rohde-Liebenau noted, adding

has joined ARC.
customers with a safe haven, a pre- that, by and large, the insurer had
dictable cost, instead of an unpre- made almost a 30% profit on the

EXCESS & SURPLUS, INC. dictable one," he said premiums paid by Siemens before
Some British insurance buyers rates jumped in 1985

IS PLEASED TO ANNOUNCE 2 IMPORTANT EVENTS! have taken action to fill the lack of "It looks really like a profitable
capacity for professional liability account," said Dr Rohde-Lie-
insurance in particular, added Mr benau
Rosier Coverage restrictions imposed by

ARC Excess & Surplus, Inc. Architects, lawyers and account- the insurer, therefore, were "not
ants are setting up mutual insurers acceptable" to Siemens "I trust
to write their own professional lia- that you now can believe why the

has moved to larger offices: bility risks answer of insurers and of rein-

Nevertheless, Mr Rosier believes surers was that they wanted conti-

300 Old Country Road
underwriters now have a golden nuity of such a wonderful business
opportunity to write professional relationship "
liability, libel and slander and um- U S commercial insurance

Mineola, NY 11501
brella coverages for British buyers buyers did not stand still when the

In addition, he says British lia- market contracted, but instead
bility insurance policy forms provided more than $1 billion in

Telephone: (516) 747-4100 should be standardized Occur- capital to start up alternative faci-
renee forms should be used when lities to increase capacity, Dr
an accident or in]ury triggers the Rohde-Liebenau pointed out to

Facsimile: (516) 741-3633 policyholder's liability, while AIRMIC members
claims-made policies should be "The willingness of (the U S
used where there 1Ss purely a claim buyer) to assume liability risks for

Telex: 4973009 for financial loss, he said itself coupled with high share capi-
Siemens' Dr Rohde-Liebenau tal and an improved legal situa-

said a wonderful similarity be- tion" that allows the formation of
tween West German and British in- risk retention groups "will make it
surers is pointed out in Andrew even more difficult for the tradi-
Tobias' book, "The Invisible Bank- tional insurance market to retain

ARC . . .The Specialists in Professional Liability Insurance. ers " their market share," Dr Rohde-
Insurers in both nations know Liebenau said



Competition's return to be slow: Broker
By STACY SHAPIRO

CAMBRIDGE, England-The
U.S. property/casualty insurance
market will not soften until at least

1989 or 1990 because it is not in

the market's best interest to do so,
a U.S. broker says.

No one seems to know whether

the insurance market in the United

States really is becoming competi-
tive, says W. Lee Carter III, direc-
tor of research & development for
Alexander & Alexander Inc. in
Dallas.

Everyone is asking when the
market will reach the turning
point, Mr. Carter told risk manag-
ers attending the Assn. of Insur-
ance & Risk Managers in Industry
& Commerce conference earlier
this month.

"There is a perception that the
underwriting cycle is being short-
circuited and that there may be a
rerun of the. early 1980s," Mr.
Carter said.

However, he added, "I do not be-
lieve that we will see the change
really take place until 1989 or
1990. That is not to say that there
is not some moderation, but real
price-cutting is still some time
away, in my opinion."

There are several reasons why
underwriters will hold off price-
cutting, according to Mr. Carter.

To begin with, U.S. insurers may
still have to boost their reserves,
which will force them to keep rates
high, he said.

"It is no secret that the asset side

of U.S. insurers' balance sheets are

drastically improved," he said.
According to A.M. Best Co., in-

surers' 1986 operating income in-
creased to $4.5 billion, compared
with a loss in 1985 of $5.3 billion,
Mr. Carter noted, while the Insur-
ance Information Institute esti-

mates net income to be $11.5
billion, up from $1.9 billion in
1985.

However, a study conducted by
New York-based Goldman, Sachs
& Co. indicates that insurers in the
United States are still underre-

served for liability losses that oc-
curred between 1982 and 1984,
said Mr. Carter.

"The long-tail nature of this
book of liability business has
brought into focus the degree to
which liability losses may still be
underreserved," he said.

"The process of increasing re-
serves usually takes several years,
maintaining pressure on un-
derwriters to keep prices high."

Lower interest rates also will

keep the pressure on underwriters
to maintain higher rates, said Mr.
Carter.

"Lower interest rates increase

the importance of underwriting
profits and lessen the impact of
investment income," according to
Mr. Carter. "Declining interest
rates make little sense of cash-flow

underwriting."
A turn in the U.S. market also

will be delayed because insurers
need more time to recover from the

impact of the soft market, accord-
ing to Mr. Carter.

"The returns being earned by in-
surers are not yet high enough to
attract significant amounts of new
investment or to create enough op-
timism on the part of insurers to
begin looking at market
share. . . .It is clear that the insur-

ance industry is still not a great
place to invest capital, further re-
ducing the likelihood of price cut-
ting."

Also, U.S. tax law changes will
give U.S. insurers more incentive
to earn underwriting profits
rather than investment income be-
cause of the reduction in the maxi-

mum corporate tax rate, said Mr.
Carter.

The Tax Reform Act of 1986 cuts

the top corporate tax rate to 34%

'It is clear that the insurance industry is still not a
great place to invest capital, further reducing the
likelihood of price cutting,' says W. Lee Carter 111,
director of research & development for Alexander

& Alexander Inc. in Dallas.

from 46%.

In addition, companies must dis-
count loss reserves under the new

law, "which reduces any tax shel-
ter that insurers have had for those

long-tail lines," according to Mr.
Carter.

"Underwriting those lines at a
loss to get cash flow for investment
is a thing of the past."

Also, there is still a lack of rein-
surance capacity, which will delay

a market turn, he said.
Reinsurers still are very con-

cerned with the U.S. tort system,
Mr. Carter said, noting it is still
difficult to find catastrophe treaty
reinsurance.

Underwriters also are having
problems collecting from some
reinsurers, he noted. As much as
25% of reinsurance is uncollectible

today, he said, adding that audi-
tors will require greater reserves to

be set for uncollectible reinsur-

ance, which will keep pressure on
rates.

"As buyers of insurance in the
United States, you are then likely
to see a relatively stable market for
the next two years," Mr. Carter
noted.

"Unfortunately, that means that
we cannot anticipate significant
rate reductions or any drastic in-
crease in capacity."

As an alternative, commercial
buyers in the United States may
form risk retention groups under
the amended Risk Retention Act of
1986, Mr. Carter observed.

"This is in fact a turning point
for the insurance industry in the
U.S.," he said.

Members of a risk retention

group must be businesses sharing
similar or related risks, Mr. Carter

told British risk managers. Risk
retention groups can write all
commercial liability coverages, ex-
cept workers compensation insur-
ance

The organization of a risk reten-
tion group "is relatively easy," he
said.

A risk retention group can be do-
miciled in any one of the 50 states
or the District of Columbia, but
must abide by the insurance re-
quirements of that state.

"The Risk Retention Act will

mark a turning point, perhaps a
revolutionary turning point for the
American insurance industry as
companies that enter risk retention
groups continue to use them, even
when the market softens in two

years. They will be hard to attract
back to the standard markets," Mr.
Carter said. I
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Buyers, insurers urged to cooperate
By STACY SHAPIRO

CAMBRIDGE, England-British
risk managers should work to-

gether with Lloyd's of London un-
derwriters to find solutions to the

tight liability insurance market,

says Don Carey, a Lloyd's non-ma-
rine underwriter for syndicates
managed by D.T. Carey & Others.

"We all have a great deal to learn
from what happened in the past
decade; both buyers and sellers.
We are all professionals in the risk
business," he told the Msn. of In-

surance & Risk Managers in In-
dustry & Commerce's annual con-

ference in Cambridge April 1.
"We need each other and above

all we need professionalism from
both sides. I believe that both

AIRMIC and Lloyd's underwriters
have that professionalism and I for

one would welcome the chance of

exercising it to our joint benefit."
Mr. Carey admitted to the 296

people attending the conference at
Cambridge's Robinson College that
AIRMIC may not know enough
about Lloyd's and Lloyd's "cer-
tainly" does not know enough
about AIRMIC.

British risk managers, for exam-
ple, may think that Lloyd's writes
mostly international business and
is not interested in writing domes-
tic risks. However, "Lloyd's is ex-
tremely interested in doing busi-
ness with U.K. companies," said
Mr. Carey, whose syndicate writes
mostly liability business, of which
63% of premiums comes from the

United Kingdom.
Also, British risk managers may

believe that Lloyd's underwriters
-like other insurers-are now
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'Surely we must be
able to work

together, not against
one another?' Mr.

Carey asks.

complacent about offering new
Troducts and services because high
rates are satisfying their premium
income requirements.

"For the moment we could be

firgiven for lying back and enjoy-
ing it," he said. However, "We
cannot afford to be that compla-
cent. You, the buyers, are con-
cerned about the cost of cover,

concerned about the lack of capac-
i:y and concerned to explore possi-
ble alternatives to traditional in-

surance"

Lloyd's underwriters can provide
innovation and stability, he said.
"Anyone who has visited the intri-
guing creation of (architect) Ri-,
chard Rogers on Lime Street (the
new Lloyd's building) will bear
testimony to the fact that we are
not frightened to accept innova-
tion."

Lloyd's underwriters also are
aware of the implications of the
current state of the market and the

fact that risk managers are form-
ing their own alternatives.

In Britain, for example, only
one-third of the capacity for pro-
fessional liability insurance that
was available a few years ago is

available today, Mr. Carey said.
"For underwriters to shrug their

shoulders and say it is not their
problem is commercially danger-
ous in the long term," he said, "for
you will find an answer to your
problems because you have to. If
that means self-insurance or the

establishment of captives or mutu-
als, then that is what will happen.

"But captives and mutuals re-
move large chunks of premium

from the marketplace-possibly
forever-and when the traditional

insurance capacity returns, as it
will, once again the demand will

outstrip the supply."
Mr. Carey said he has read "with

alarm" that, to combat the capac-
ity shortage, 26 British arehitec-

tural firms are forming a mutual
insurer. "My alarm was not be-
cause of the loss of premium as
such, but because the move was

made, it would appear, as a
counter to the insurance industry."

"Surely we must be able to work

together, not against one another? I
cannot believe that 26 firms have

available to them all the statistical

information and the benefit of

complex reinsurance arrangements
which enable insurers to under-

write the class."

Lloyd's underwriters want to
offer stability and continuity to

corporate buyers of insurance, Mr.
Carey noted. Although it is "fool-
ish" to pretend that the insurance
market throughout the world has
been anywhere near stable the last
two to three years, Lloyd's remains
an important player, he said.

"It is not in our style to move in
and out of classes of insurance ac-

cording to the fluctuation of re-
sults," he said.

Buyers may want to see a stabil-
ity in prices, but "I am not sure
how capable of achievement that
goal really is," said Mr. Carey. Un-
derwriters work in an incredibly
competitive market and it would
be "naive" to think that Lloyd's
underwriters always know the
right price.

Mr. Carey accepts that buyers

view rate increases and policy re-
strictions as extreme. He also ac-

cepts that buyers must question
whether such moves are overreac-

tions by underwriters.
It is also "very" understandable

that risk managers are carefully
considering whether to self-insure
or form captives and mutual insur-
ers, he said.

However, "there is nothing
wrong with the insurance industry
making profits," Mr. Carey stated.
"Indeed, you as the insurance
buyer should encourage it" to pre-
vent insurer insolvencies.

While a degree of self-insurance
in many cases should be en-
couraged, "it would be unfortu-
nate, to say the least, if enthusiasm
overcame prudence and the con-
cept was taken too far," he said.

"I cannot believe that the time

will ever come when sectors of in-

dustry have no need of insurance
as the ultimate balance-sheet pro-
tection, and it is in your interests
to see a stable insurance market

develop," he said. I
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New tax could reduce Lloyd's capacity
By STACY SHAPIRO

warns

LONDON-A new tax require-
ment under consideration by the
British government could force
Lloyd's of London to stop writing
long-tail liability risks, according
to the Lloyd's Underwriting
Agents' Assn.

New members also may be dis-
couraged from joining Lloyd's if
the British government alters tax
requirements for Lloyd's syndi-
cates, says the LUAA.

In addition, the tax proposal
might have "damaging conse-
quences for Lloyd's policy secu-
rity," says a recent LUAA circular.

Lloyd's 240 underwriting agen-
cies are planning to lobby members
of Parliament who are Lloyd's
members and begin a campaign to
inform the public ab6ut the conse-
quences of the tax agency's pro-
posal.

Lloyd's members could face
higher taxes under a government
proposal to treat funds syndicates
set aside to cover future claims si-

milarly to insurance companies'
loss reserves.

In his budget speech last month,
Chancellor of the Exchequer Nigel
Lawson charged that Lloyd's syn-
dicates receive "unjustified tax
breaks" when underwriters esti-
mate loss reserves to close an un-

derwriting year, a practice known
in the market as "reinsurance to
close."

To close a syndicate's account
under Lloyd's three-year account-
ing system, underwriters calculate
outstanding liabilities and pay that
amount as a reinsurance premiums
carried over into the next account-
ing year.

Currently, these reinsurance-to-
close premiums are tax-deductible
and not subject to review by Brit-
ain's Inland Revenue because

Lloyd's says they are reinsurance
contracts rather than loss reserves.

The Inland Revenue, however,
contends that the reinsurance-to-

close practice allows one group of
taxpayers to determine the size of
its own tax deduction (BI, April 6;
March 23).

The Inland Revenue believes

that, like insurance companies,
Lloyd's syndicates' reserve esti-
mates should be subject to the tax
agency's review and reduction if
they are f6und to be too high for
tax purposes.

Lloyd's underwriting agents
strongly disagree.

"The RITC is not a loss provision
for tax purposes," says the LUAA
circular. "To accept this would be
to allow the Inland Revenue to

substitute its judgment of future
risk assessment over that of pro-
fessional underwriters and inde-

pendent auditors.
"Lloyd's is not seeking special

privileges. It is not seeking to be
above the law or to exclude the le-

gitimate interest of the Inland Rev-
enue. Lloyd's fully accepts that the
Inland Revenue must be entitled to

review any underwriters' profits
and make inquiries to be satisfied
about the reinsurance-to-close cal-

culation," the circular says.
"But, to then impose alternative

judgments on these calculations
would be unreasonable and da-

maging to the commercial well-
being of Lloyd's."

The LUAA also points out that
to tamper with the reinsurance-tol
close calculations may have a de-
trimental economic effect on

Lloyd's market as a whole.
Furthermore, Lloyd's un-

deruiriters may be forced to aban-

don long-tail liability coverage and
may have to cut back capacity be-
cause people will stop joining
Lloyd's, the LUAA contends.

"To minimize conflict with the

Revenue, Lloyd's underwriters
could be forced to discontinue un-

derwriting risks with long-term
settlement characteristics,"
the LUAA in the circular.

"This type of business forms a
significant part of Lloyd's activi-
ties; if Lloyd's reduced their invol-
vement, many commercial activi-
ties would become uninsurable-

with bad consequences for inter-
national commerce.

"Lloyd's names (also) would be
paying tax on money they had not
received-a proposition which
would lead to difficulty in retain-
ing and attracting existing and
new members.

"To minimize these two effects,
professional underwriters might
compromise their judgment of
proper RITC premium, with da-
maging consequences for Lloyd's
policy security."

The circular savs that Mr. Law-

son's proposal is based upon an in-
correct understanding that Lloyd's
is like an insurance company,
which it is not.

Lloyd's syndicates must distrib-
ute 100% of their earnings each
year to their members, while insur-
ance companies can retain any sum
as undistributed earnings. Also,
Lloyd's syndicates can close their
annual accounts by paying reinsur-
ance-to-close premiums to other
syndicates. Those premiums can-
not be adjusted or renegotiated.
But, insurance companies retain
control at all times of their re-

serves.

The circular points out that the
32,000 members of Lloyd's, and not
the syndicates, will be forced to
pay the tax on money they may
never see.

The LUAA and Lloyd's Chair-
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man Peter Miller called a meeting
earlier this month of Lloyd's un-
derwriting agencies to discuss the
government's decision to alter re-
insurance-to-close tax require-
ments. Mr. Miller told the agents
then that Lloyd's currently is ne-
gotiating the matter with the In-
land Revenue.

At the meeting, Lloyd's agents
discussed what they could do indi-
vidually to prevent reinsurance-to-
close from being altered, said Ste-
phen Cane, company secretary for
Merrett Underwriting Agency
Management Ltd.

One suggestion was "for agents
who have MPs (members of Par-
liament) as members to inform the
MPs of the situation," he said.

Lloyd's members also could write
local members of Parliament about

the consequences of taxing rein-
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surance-to-close premiums.
In addition, agents are being en-

couraged to give Lloyd's members
and anyone who is interested the
facts about the tax issue, Mr. Cane
said.

"Lloyd's view is that (the taxa-
tion) would penalize the members
of Lloyd's and make it less attrac-
tive to join," said Mr. Cane. "No
one is disputing that the Inland
Revenue can look at the reserving.
But, comparing Lloyd's to a com-
pany is a fatal mistake. Names
would have to pay tax on reserves
which they haven't even got."

The government's proposal to
treat the reinsurance-to-close pre-
mium as similar to insurance corn-

pany loss reserves is included in
the Finance Bill of 1987, which
begins its course through Parlia-
ment this week. I
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Manager, Corporate Employment Employee Relations · Strong support staff to assist you
RYDER SYSTEM, INC OCCIDENTAL PETROLEUM • Competitive salary

3600 N W 82nd Avenue
Miami, FL 33166  X CORPORATION • Proht Shanng Plan 4

10889 Wilshire Boulevard • Attractive beneflt package

An Equal Opportunity Employer m/f/h 7.-w Los Angeles, CA 90024 Qualified mdividuals should forward resume and salary requirements,
Equal Opportunity Employer Personal & Confidential, to James W Noyes, President
EXCELLENCE.

NOYES SERVICES

RYE» E R IT'S A TRADITION AT OCCIDENTAL. 600 NORTH JACKSON ST
MEDIA. PA 19063
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1 Directors' liability
_--14.Lii-1.111 Continued from page 1

- in place in one form or another," noted proxy solicitor Daniel
Burch at D F King & Co Inc in New York, who lobbies sharehold-
ers for their votes on particular issues on behalf of ma]or investors
or outside interests

No concrete figures are available on how many companies al-
ready have asked shareholders to limit their directors' liability
However, D F King may work with 100 companies on this issue
this year alone, Mr Burch estimated

Overall, about 10 states enacted laws limiting, to some de-
gree, the liability of directors, officers or both last year (BI,
Aug 18, 1986) Several other states-Kansas and Michigan among
the most recent-have passed such laws this year (BI, March 16)

And similar laws are "in the hopper" in about seven other
states, Mr Nash estimated

Most of the recently enacted state laws that allow corpora-
tions to limit their directors' liability do not require companies to
obtain stockholder approval beforehand The catch for corporate
America is that Delaware, where many businesses are incorporated,

Photo AP/Wide World is among the few states that do require such approval

A New York State Thruway bridge collapsed into a rain-swollen Schoharie Creek last week. That explains why the lengthiest section of proxy statements
being mailed in advance of annual board meetings is often a plea to
shareholders to amend corporate bylaws addressing directors' ha-

N.Y. self-insured for bridge collapse bility
Shareholders are being told by corporate management that limit-

ing directors' liability not only will assist the corporations m re-

By DOUGLAS McLEOD The bridge, built in 1955, was last inspected in April taining or finding outside directors, but it also may quell frivolous
1986, though this inspection did not cover two under- lawsuits against directors, allow directors to make decisions that

NEW YORK-The state of New York lS self-insured water anchorages that may provide clues to the cause are not rooted in fear and eventually may reduce the cost of direc-
for liabilities that will arise from the April 5 collapse of the disaster, officials said last week tors and officers liability insurance

of a highway bridge near Albany that may have killed A follow-up inspection had been ordered by the state Businesses putting forth these proposals do not represent any
more than 10 people Thruway Authority but had not been performed at the single industry, nor are they concentrated in any part of the coun-

A 330-foot section of the bridge on the Gov Thomas time of the collapse try And, while they are largely publicly traded, for-profit com-
E Dewey Thruway, 40 miles northwest of Albany, The bridge was designed in 1951 by Madigan Hyland, panies, they also include not-for-profit organizations, like schools
buckled and collapsed into the rain-swollen Schoharie a New York firm now known as Madigan-Praeger, a and hospitals
Creek last week A tractor-trailer truck and at least unit of URS Corp of San Mateo, Calif The Boston- According to proxy statements, companies that hope to limit
two cars plunged 60 feet into the river based construction firm of B Perini & Sons Inc built their directors' liability at upcoming annual meetings include large

Authorities had recovered three bodies as of last the bridge financial institutions like First Interstate Bancorp and Security
Wednesday and feared that at least seven other tra- Extensive renovations on the bridge in 1981 and 1982 Pacific Corp, both m Los Angeles, and Citicorp, J P Morgan & Co
velers reported missing also may have been killed were designed by Stetson-Dale, a Utica, NY, firm now Inc and Chase Manhattan Corp , all based in New York

Among the missing last week was the driver of the known as Stetson-Harza, a unit of Harza Engineering In addition, Chubb Corp in Warren, NJ, hopes to limit its
tractor-trailer, the cab of which had not been located of Chicago directors' liability

Search efforts were hampered by continued rain and A URS official said he was uncertain of the insurance All but Chubb are incorporated in Delaware Chubb is in-
flooding on the creek, which was 20 feet above its nor- coverage Madigan Hyland had in place at the time it corporated in New Jersey and seeks approval to take advan-
mal 10-foot depth at the time of the collapse designed the bridge, noting that the firm has been ac- tage of changes m New Jersey law that took effect earlier this

Officials were uncertain about the cause of the col- quired twice since 1951 year

lapse, but speculated that concrete piers and columns A Stetson-Harza official declined to comment Corporations-faced with a diminishing directors and officers
supporting the bridge may have been eroded by flood- A spokesman for New York Gov Mario M Cuomo liability insurance marketplace that lS offering far lower limits for
waters or weakened by debris being swept down- said that the state is self-insured for liabilities con- extremely higher rates-are genuinely concerned about their long-
streann nected to the disaster term ability to retain or attract outside directors

Contznued on next page

PBGC premium proposal
Continued from page 2 ture claims, to determine how much a plan Mr Fay described as "silly" statements Ms Utgoff, in response to congressional

of underfunding per plan participant sponsor will pay to it each year," he said that a variable-rate premium would, by lt- questioning, denied that a higher PBGC pre-
However, plans with fewer than 100 par- "This would not only represent an ex- self, lead to better pension funding mium would place such a burden on a finan-

ticipants, regardless of how poorly they were cessive delegation of legislative power, lt On the other hand, the concept of a vari- cially troubled company that it would file
funded, would pay only the $8 50 premium would also empower the PBGC to resolve its able-rate PBGC premium received its stron- for bankruptcy, terminate ltS underfunded

• The PBGC would have authority to ad- own financial problems through 'self-help,' gest support from the National Assn of pension plans and dump the liabilities onto
]ust the funding charge-up or down-by as by unilaterally increasing premiums without Manufacturers the PBGC

much as 50% every three years if claims congressional approval," he added Michael Gulotta, who testified on behalf of The higher premium 15 not significant in
experience changed Mr Labedz described as unnecessary the NAM and also is president and chief actuary terms of a company's ability to survive, she

• The annual premium generally would be provision that would automatically index of Actuarial Sciences- Inc in Piscataway, said, noting that the cost of a bankruptcy
capped at $100 per plan participant, but the the basic $8 50 premium to annual wage in- NJ, labeled the current flat-rate premium filing alone might exceed the higher PBGC
cap would be Indexed to 150% of the annual flation, noting another administration pro- an unjustified tax on well-funded pension premium
increase in national wages posal to improve pension plan funding (BI, plans Ms Utgoff also said that limiting so-called

• Employers that receive funding waivers March 23) should reduce the size of future "A variable-rate approach reflects reality distress terminations of underfunded plans
from the Internal Revenue Service would claims against the agency -the reality that (poorly funded) plans rep- to those companies that are liquidating
face an additional premium surcharge "If the funding and VRP (variable-rate resent the greatest risk to the PBGC," he under Chapter 7 of the Bankruptcy Code

The surcharge for a company that receives premium) proposals have their intended ef- said is not a solution to the PBGC's financial

a waiver-which exempts the company from feet, the PBGC's liabilities should actually Mr Gulotta hkened the current flat-rate problems
making minimum pension contributions- decline, regardless of what happens to in- PBGC premium to an insurance company Currently, under a provision in the Single
could be as much as 50% of the funding flation," Mr Labedz said charging the same rate for term life insur- Employer Pension Plan Amendments Act of
charge The new funding surcharge would Other employers said it would be unfair to ance for an 85-year-old as for a 25-year-old 1986, companies that have filed for reorgani-
only apply to waivers approved after the impose the special funding charges on com- A variable-rate premium "is an extremely zation under Chapter 11 can terminate un-
proposal was enacted pantes with fully funded pension plans good proposal It lS soundly conceived," Mr derfunded plans if the bankruptcy judge ap-

• The employer, rather than the pension "We are not convinced that the fully Gulotta said proves the termination

plan itself, would be liable for paying the funded level need be set at 125% of termina- The General Accounting Office said a Ms Utgoff noted that such a restriction

PBGC premium tion liabilities We suggest a smaller cush- variable-rate premium would be more com- probably would not prove effective in pro-
In addition, all members of a corporate lon," said Vance Anderson, employee rela- plex than the current flat-rate structure, but tecting the PBGC from big pension termina-

family, rather than ]ust the Individual em- tions counsel with New York-based Mobil would be more fair tions

ployer sponsoring a plan, would potentially Corp,in testimony submitted on behalf of "We believe it is more equitable than the A company in Chapter 11 could sell off

be liable for premium payments the Assn of Private Pension & Welfare existing flat rate because those plans gen- assets to pay creditors and then, by the time
At the hearing, employers expressed the Plans erally representing no immediate potential lt filed for Chapter 7, there would be few

greatest concern about the provision that Mr Anderson also said the APPWP could claim would pay the lowest premium," said assets available for the PBGC, she said
would give the PBGC the authority to adjust not endorse any kind of automatic indexing Joseph Delfico, senior associate director of "It (limiting terminations of underfunded

premiums every three years based on the of the PBGC premium, especially the provi- GAO's Human Resource Division, in his plans to employers in Chapter 7) is not a
agency's claims experience Currently, only sion that would Index the $100 cap to 150% written testimony simple solution Other creditors might get

Congress has the authority to adjust premi- of wage inflation PBGC Executive Director Kathleen P Ut- everything first It may not work," she said
ums-an authority that should remain with "With no control over the assumptions goff, the chief architect and proponent of the Ms Utgoff agreed that other changes-
the legislative branch, employers said used to calculate the (PBGC) deficit, and no variable-rate premium concept, urged quick princpally requiring employers to better

"The PBGC lS asking Congress" for au- clear picture of the basis that would be used action on the proposal fund their pension plans-are needed along
thority "to control the spigot Control over to determine wage growth, we are reluctant If Congress delays action until the agency with a variable-rate premium to bring new
the spigot should remain with Congress," to support any kind of automatic ad]ust- totally runs out of money-which is expected stability to the PBGC insurance program
said Charles Labedz, benefits counsel with ments or indexing," Mr Anderson said about the turn of the century based on cur- She said companies in financial difficulty
Textron Inc in Providence, R I And a Washington attorney representing rent pro]ections-the PBGC premium would lack the incentive to properly fund their

In his testimony, submitted on behalf of the U S Chamber of Commerce dismissed have to be boosted to "extravagant" levels, pension plans And, by terminating their
the ERISA Industry Committee, a Washing- the variable-rate premium as no more than a Ms Utgoff warned plans and shifting the liabilities to the

ton-based benefits lobbying organization short-term revenue raiser If the PBGC premium keeps rising, em- PBGC, these companies can gain a benefit
representing large employers, Mr Labedz Richard Fay, a partner with Reed, Smith, ployers with well-funded plans, which resent cost advantage over their competitors
said only Congress is in a position to deter- Shaw & MCClay in Washington, said the an- subsidizing the poorly funded plans, might For example, Ms Utgoff said Wheeling-

mine whether a change in premium pay- swer to curbing the PBGC's financial prob- begin to terminate their defined benefit Pittsburgh Steel Corp CUt ltS benefit costs
ments is justified lems is better pension plan funding, not al- plans, she said by about $3 per hour by terminatmg several

Giving the PBGC the power to alter pre- tering the PBGC premium structure "It is the well-funded plans that we are underfunded plans and shifting about $500
mium payments would enable the agency, "We would favor tighter funding stan- worried about They are the ones who could million in liabilities to the PBGC
"on the basis of its own arbitrary interest dards" and not "monkeying around with the leave the system unless something is done" "We have to change the incentives" that
rate assumptions and its predictions of fu- PBGC premium," Mr Fay said to stabilize premiums, Ms Utgoff said lead to underfunding, Ms Utgoff said
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Directors' liability
Equal

'1 think there's been an enormous amount of
Conttnued from prevzous pageSecurities and Exchange Commission filings show that scores of busin- misconception on the scope of Delaware's statute

Opportunities esses over the past 18 months have watched some or all of their outside and its effect. in my opinion, Delaware's statute is
directors resign rather than put their personal assets at risk in the absence

Each weekly issue of of adequate directors and officers insurance not nearly as protective as several other states'

Business Insurance gives
Businesses that recently have lost one or more directors because of a statutes,' says attorney Dan A. Bailey.

lack of sufficient D&0 coverage include

you an equal opportunity • Southwest Capital Corp ,an Albuquerque, NM, company that lends
money to small businesses

to reach and motivate • Dallas-based Tennis Lady Inc, which owns and operates more than tors from liability for their duty of loyalty, another primary fiduciary
81's more than 133,000 30 retail stores specializing m women's' sportswear responsibility

• Beverly Hills-based Wrather Corp, a holding company for sev- Duty of loyalty requires that directors act ln good faith and with

purchasing influentials eral major tourist attractions the honest belief that their actions are in the company's best interests

. . . top administrative • GCA Corp , a semiconducter manufacturer in Bedford, Mass This prohibits directors from profiting personally at the expense of
• Folks Restaurants Inc in Fairless Hills, Penn the company

and financial executives, These companies join a host of others whose loss of directors al- Some observers say that laws enacted by a few other states limit
ready has been reported Delta U S Corp in Tyler, Texas, Armada directors' liability even further

risk managers, employee Corp m Detroit, Lear Petroleum Corp and Cook Data Services Inc, "I think there's been an enormous amount of misconception on the

benefits managers and both in Dallas, Control Data Corp and International Soft Drinks Inc, scope of Delaware's statute and its effect In my opinion, Delaware's stat-
the agents and brokers

both in Minneapolis, G D Ritzy's Inc, a restaurant chain based in ute is not nearly as protective as several other states' statutes," pointed
Columbus, Ohio, Dental World Center Inc , office managers based in Gar- out attorney Dan A Bailey of Arter & Madden m Columbus, Ohio

who serve their needs. den City, NY, South Texas Drilling & Exploration Inc in San Antonio, Mr Bailey, who specializes in corporate law relating to directors,
Swensen's Inc in Phoenix, Continental Steel Corp m Kokomo, Ind, contends that Ohio and Indiana offer directors broader protection than

When you want to reach Sykes Datatronics Inc,a computer manufacturer m Rochester, NY, Delaware
medical supplier Transidyne General Corp In Ann Arbor, Mich, and Mr Nash of the directors' association shares some of Mr Bailey's

your prime audience, the Verna Corp, a drilling contractor in Houston (BI, March 10,1986, Feb 10, perceptions
Business Insurance 1986, Jan 27, 1986) "If I were in Indiana, I wouldn't be going to Delaware, I'll tell you

Some of these companies have since replaced one or more of the that," Mr Nash noted
audience is unequalled! directors who have left, but many have not By not making distinctions between a director's duties, Indiana law

The typical proposal that corporations are asking shareholders to ap- permits businesses to limit their directors' liability for breaching both
prove would limit the liability of directors "to the fullest extent of the duty of care and duty of loyalty, Mr Bailey noted

PUBLISHING V CLOSING
law" in the state of incorporation The degree to which the company's He characterizes Indiana's law as "a very simple, clean approach "
directors would be relieved of liability varies according to the particular The approaches taken by both Delaware and Indiana, however, apply

DATES DATES
provisions of each state's law only to the liability of directors to their company or its stockholders, not

However, all of the laws do not grant directors immunity from lia- to third-party plaintiffs like creditors, observers noted
Mar 2 Fcb 18 bility for acts of gross negligence or intentional misconduct Mr Hackney points to Pennsylvania as an example of a state of-

And, most state laws will shield directors from liability only for the fering directors more freedom from liability than Delaware He ob-
Mar 9 Fcb 25 actions they take in their capacity as directors, even though many served that some Pennsylvania-based companies that considered relocat-

directors also hold internal management positions ing to Delaware have decided against it after comparing the directors

Mar 16 Mar 1 Delaware's law has attracted considerable attention from those who liability laws in the two states
follow directors and officers liability insurance issues, but it has done so For example, while Delaware's law only permits limitations to be

Mar 23 Mar 10 at the expense of other state statutes that may afford directors even placed on directors' liability to a company or its shareholders, Penn-
greater protection, some observers say sylvania's permits companies to limit their directors' liability in actions

Mar 30 Mar 17 In Delaware, companies are permitted-with shareholder approval-to brought by any party, Mr Hackney points out
eliminate a director's personal liability for monetary damages to the com- And, unless a court finds them to have engaged m reckless or willful

Apr 6 Mar 24 pany or its stockholders in cases of breach of the duty of care, one of two misconduct, directors of Pennsylvania-incorporated companies can be
common fiduciary responsibilities directors must satisfy (BI, June 23, reimbursed by their board for damages and expenses even if they are

Apr 13 Ijar 01 1986) found negligent The Delaware law, which does clarify its indemnification
This would effectively remove directors from financial responsibility if provisions but does not expand them, only permits reimbursement of cer-

Apr 20 Apr 0 they fail to Inform themselves of all relevant material before making a tam expenses in these cases, he notes
business decision in the course of managing the company's affairs Nonetheless, businesses concerned with the issue of protecting directors

Apr 27 Apr 15 But the Delaware law does not permit companies to absolve direc- still regard Delaware as the premier corporate domicile, partly because
the state's laws of incorporation have long been favored by U S busin-

May 4 Apr 22
esses

Also the Delaware law limiting directors liability which took ef-

May 11 Apr 28
feet last July, was one of the first enacted in the aftermath of the
D&0 liability insurance crunch Indeed, some new state laws will not take

May 18 May 6
effect until July, Mr Nash pointed out

./f
4 ''. Delaware's law is viewed so favorably that some businesses are relocat-

May 25 May 13
ing to take advantage of it

For example, San Francisco banking concern Wells Fargo & Co -one of
n.

Jun 1 May 19
the 10 largest U S banks-will ask its shareholders to approve moving its
domicile from California to Delaware at the bank s annual meeting April

Jun 8 May 27
21t

While retaining qualified outside directors lS the chief impetus for

Jun 15 Jun 3 8 -,r- the new attention given to official policy regarding directors, there

\
are other reasons

Jun 22 Jun 9
Charter Medical Corp of Macon, Ga, told ltS shareholders in a proxyK

., ir statement issued earlier this year "The board further believes that adop-
*22.

Jun 29 Jun 17 Xf· I - ff tion (of the proposal) would permit the company's directors to exercise
more freely their business Judgment by reducing their concern over po-

Jul 6 Jun 24 tential personal liability with respect to their decisions -
.j f .= I ; /. Charter shareholders approved the proposal

Jul 13 Jun 30 In the proxy that J P Morgan issued a few weeks ago, shareholders
were informed "Although Morgan has recently renewed its D&0 in-

Jul 20 Jul 8
surance, there lS no assurance that such insurance will continue to be
available in the future at reasonable cost and without increasingly restric-

Jul 27 Jul 15 Nosey
tive terms "

Hospital chain American Medical International told ltS shareholders

Aug 3 Jul 22
prior to its annual meeting last August "Management lS concerned that
the company may be unable to obtain any directors and officers liability

Aug 10 Jul 28 and proud of it coverage or that the cost of any available coverage will become prohibiti-
vely high "

Aug 17 Aug 5
Shareholders of Beverly Hills, Calif -based AMI approved the proposed

You wouldn't have us any other way, and neither limits on directors' liability

Aug 24 Aug 12
Of the 15 or 20 companies that Mr Hackney's law firm has helped

would we. Being nosey, we sniff out the true value adopt new bylaws to limit directors' liability, none has yet seen a
Aug 31 Aug 18 of your assets, whether tangible or intangible. decrease in its D&0 insurance costs He suggests this may be because

insurers have not had sufficient time yet to react to the changes in various

Sep 7 Aug 26 For business reasons ranging from insurance and state laws

condemnations to mergers and property control.
The practice of shielding directors from liability is not limited to

Sep 14 Sep 2 companies usually on the cutting edge of risk management
The results: appraisals that are supportable, In fact, a recent survey of 310 Delaware-incorporated businesses found

Sep 21 Sep 9 that 75% of them plan to seek shareholder approval to limit or eliminate
realistic, objective, and factual. the personal liability of directors for breach of duty of care (BI, Feb 9)

Sep 28 Sep 15 The survey, conducted by New York-based American Society of Corpo-
Call or write Industrial. You can count on us rate Secretaries, found that only 4% of the respondents do not envision

to be nosey. such action

. business At the same time, many businesses also are putting forth a related
proposal that would broaden the companies' authority to indemnify out-

insurance
side directors or provide them with advances for expenses incurred in
defending or settling D&0 lawsuits if insurance its not available

industrial Appraisal Company Businesses generally are asking shareholders' permission to indem-
New York· (212)210-0133 nify directors in all cases, except when the director lS found grossly

Chicago· (312)649-5275
222 Boulevard ofthe Allies f#*419#,1 negligent by a court
Pittsburgh, PA 15222Los Angeles. (213)651-3710

Businesses generally are not required to obtain shareholder approval to
1\(XY'el

Nomonmde sennce hum offlces m 24 pnnapal atws
V*».=7 provide this protection to outside directors, but many are doing so none-

theless .
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PCW settlement the offer and sue Lloyd's and other cover additional liabilities under
parties the reinsurance policy issued by

Continued from page 1 One PCW member, who asked Lioncover
update

currently is managing the PCW not to be identified and who is 11- Lloyd's Central Fund now totals
syndicates, to accept a lower per- able for about 190,000 pounds 311 million pounds ($500 7 mil-
centage ($305,900) in losses without a set- lion), including the 235 million Briefly notedLloyd's also can extend the set- tlement, said he will not accept the pounds set aside last year to cover
tlement deadline to June 19 offer the PCW losses that will be freed Continued from page 2

The settlement is "designed to -I shall certainly sue in by June 30 sen, owner of the British ferry that capsized off the coast of Bel-
bring your involvement in the PCW America," he said, before seeing The other 37 parties contributing glum last month, and its liability insurer are now willing to pay as
affair to an end," Mr Miller, him- the terms of the settlement "After 55 million pounds ($88 6 million) much as 51 6 million pounds ($83 3 million)-up from 20 million
self a PCW member, told other all this time one is going for a nil are those "who may be under a pounds ($32 3 million)-to disaster victims and their survivors The
PCW members in a letter attached settlement," meaning he wants his legal or moral responsibility to you death toll rose last week after the ferry was righted to 173 from
to the settlement offer "In return losses fully covered by other par- in respect of this affair," said earlier estimates of 134 (BI, March 16) Attorneys for victims of
for a cash payment, members' ex- ties Lloyd's salmonella-tainted milk asked a Cook County Circuit Court judge
posure to the PCW syndicates is fi- Last week's PCW settlement In addition to Lloyd's brokers last week to grant a retrial of a lawsuit against American Stores Co
nally terminated," he wrote, capi- offer by Lloyd's lS the latest chap- Sedgwick, A&A and Minet, other and its Jewel Food Stores subsidiary In January, a jury hearing a
talizing the words " finally ter in what Mr Miller described as parties include brokers Needler class-action lawsuit decided that the companies were not liable for
terminated " "one of the most shameful episodes Heath Ltd, PW Kininmonth & punitive damages stemming from Jewel's 1985 production of

If members refuse to accept the in the history of Lloyd's" (see re- Co Ltd and Steel Burril Jones tainted milk (BI, Jan 26) Syndicates joining the Illinois Insur-
offer, they will "face years of un- lated story) PLC, auditors Black Geoghegan ance Exchange will soon have to have higher capital and surplus
certainty with regard to their obli- The settlement offer comes three & Till, and Joslyne, Layton-Ben- After July 15, 1987, $3 million will be required, after July 15, 1988,
gations," he warned months before Lloyd's self-im- nett & Co , lawyers Waltons & $4 million, after July 15, 1989, $5 million

"We believe that acceptance will posed deadline of June 30 to termi- Morse, and underwriting agencies
be seen to be in the interest of the nate the allocation of 235 million WMD Underwriting Agencies Ltd ,
very large majority of names be- pounds ($378 4 million) of its Cen- PCW and Richard Beckett Under- tax position both offers

cause it achieves a final resolu- tral Fund to allow PCW members writing Agency Ltd Some members who wrote more Mr Miller, who lS a member of

tion of the PCW affair," added Sir to meet Lloyd's solvency require- In addition, another 26 members' than 40,000 pounds ($64,400) in PCW non-marine and marine syn-
Ian Morrow, chairman of AUA (No ments and continue trading as agencies are contributing to the premium income could receive as dicates, says he will waive his por-
3), in a letter attached to the offer members of other syndicates settlement, including Thomas R much as a 60% reduction in the tion of Lloyd's contribution to pay
"We therefore recommend accep- Under the settlement, Lloyd's Miller & Son (Underwriting Agen- amount they have to pay through for his losses and the profits from
tance of the offer " will create a new syndicate, 9001, cies) Ltd , in which Mr Miller British tax deductions, said Sir the marine syndicates, although he

Sir Ian told Business Insurance and cede all PCW syndicate busi- owns an interest Ian will accept the benefit of the con-
that PCW members may have to ness-non-marine, marine and Mr Miller would not reveal how Also, if the PCW members con- tributions by the 37 other parties,
contribute as little as 14 million aviation-to it The 134 million much each of these firms lS Contrl- tinue as members of Lloyd's, their the immunity from further losses
pounds ($22 5 million) after Brit- ($215 7 million) to be contributed buting, but Sedgwick announced tax relief on PCW underwriting and profits from the marine and
ish tax relief by Lloyd's, the other parties and that it was contributing 10 million losses could be used in future aviation syndicates

"It was a compromise and we the PCW members will be paid to pounds ($16 1 million) years Mr Miller said he will pay about
think it is a fair one " It means that the syndicate as a reinsurance-to- "It is our wish to see the agree- The U S Internal Revenue Ser- 50,000 pounds ($80,500) out of his

"what could be a nightmare lS close premium, closing the PCW ment accepted," said Sedgwick vice, however, has not said how lt own pocket for the PCW losses
over," he said accounts Chairman Carel Mosselmans "It lS will treat PCW members' taxation The Lloyd's settlement is not

However, at least 450 members The reinsurance-to-close pre- our hope that we can end this (af- • Apply to Lloyd's for relief or available to eight PCW members,
who belong to the PCW 1985 Com- mium will pay for a "time and dis- fair) and get on with our trading " reduction from payment However, including former PCW Chairman
mittee said in a press release last tance" policy, which Mr Miller He would not say whether or not a member receiving such relief Peter Cameron-Webb, Peter
week that Lloyd's offer is "Cyni- Says is different from discounting the loss would be paid by Sedg- could no longer be a member of Dixon, another former PCW chair-
cally designed to leave the names the syndicate's loss reserves The wick's errors and omissions insur- Lloyd's man, and his wife Sherill Dixon,

with the bulk of the alleged losses end result, however, lS to antici- ers "Lloyd's is extremely concerned and former Minet Chairman John
out in the cold " pate future investment income to However, Lloyd's said that the to see there is proper assistance," Wallrock

The committee claims that 900 pay losses
, 5 errors and omissions market" will said Mr Miller "Lloyd's does not If the PCW members agree and

names will have to pay under the Syndicate 9001 membership will contribute to the settlement want to deprive anyone of their the reinsurance-to-close arrange-
offer an average of 5,000 pounds be composed of Mr Miller, Lloyd's A&A will not reveal how much lt livelihood or bring them to bank- ment is finalized, Lloyd's "will
($8,050), 200 will have to pay an Senior Deputy Chairman Murray 15 contributing, although sources ruptcy " pursue with vigor the civil suits

average of 13,000 pounds ($20,930) Lawrence and Junior Deputy say it is less than Sedgwick's con- PCW members seeking relief against Dixon and Cameron-Webb
each and 400 names will have to Chairman Alan Parry "None of tribution However, an A&A from Lloyd's have until May 6 for and other parties," said Mr Miller
contribute between 25,000 pounds the members of this syndicate will spokesman in New York said that AUA (No 3) or their members' Lloyd's plans to bring a "large
and 220,000 pounds ($40,250 to benefit in any way from member- A&A will only contribute if 90% or agent to contact Lloyd's member- lawsuit" against Mr Dixon, proba-
$354,200) ship of this syndicate," says the more of the PCW members accept ship department bly in Virginia where Mr Dixon

The PCW committee also says Lloyd's offer The new syndicate the offer In addition to the 1,547 PCW now lives, to recover the 1 million
that the offer is -couched in threa- 9001 Will in turn cede all its busi- A&A will pay its contribution members who are affected by the pound ($ 1 6 million) fine levied
tening terms calculated to frighten ness to a new Lloyd's subsidiary, from a $24 million settlement it non-marine losses, there are an- against him when he was expelled
names into accepting " Lioncover Insurance Co Ltd (Two reached with auditors of British other 1,341 PCW members who by Lloyd's In November 1985, and

The "threats" Include that lions appear on Lloyd's shield ) subsidiary Alexander Howden were only in profitable marine and at least the 45 million pound ($72 5
-names' affairs will remain unset- Additional Underwriting Agen- Group Ltd The A&A settlement aviation syndicates These syndi- million) payment by Lloyd's, Mr
tled for years to come," the com- cies (No 4) Ltd will be established with Howden auditors was not re- cates' profits are pro]ected at 83 Miller said
mittee says "The other side of this to manage both syndicate 9001 and ported in A&A's 1986 profits and million pounds ($13 4 million) "It was my money that was sto-
coin is that Lloyd's affairs will re- Lioncover, while Additional Un- has been deferred to pay for con- In addition, 919 names were in len You can imagine how angry I
main in severe disorder if the mat- derwriting Agencies (No 5) Ltd tinuing matters related to Howden, both the non-marine and marine or am," Mr Miller said at a press con-
ter is not settled " will handle interests of those PCW said the A&A spokesman There- aviation syndicates ference

The committee's press release members not parties to the settle- fore, A&A's contribution to the In order to receive profits from To answer questions from PCW
does not, however, advise rejecting ment PCW settlement will not affect the marine and aviation business, members, Lloyd's has set up a PCW
or accepting the settlement offer AUA (No 3) will only assist in A&A's earnings the members must accepta parallel inquiry desk, which will be

"I doubt this offer will succeed," the accounting for AUA (No 4), The 1,547 PCW members asked offer made to them by Lloyd's last manned weekdays 9am to 5pm,
said Christopher Crosswaithe, a said Sir Ian to contribute 34 million pounds week under which they cannot sue London time, except during the
partner with Ashurst, Morris & Lloyd's expects that losses will can reduce their payments several Lloyd's, they must agree to the Easter holidays April 17-20 It will
Crisp in London, who represents be paid by syndicate 9001 over a ways, according to Lloyd's They syndicates' new management and be open the weekend of April 11-12
the PCW 1985 committee Each 20-year perf6d and that the settle- can they must transfer all rights to sue until 5pm, and until 8pm April
member will have to decide ment will be enough to cover all • File claims against personal other parties to Lloyd's 14-16 The telephone number is 01-
whether to accept the offer, but losses However, if the 134 million stop-loss insurance policies Anyone who lS a member of both 623-7100 in London or 011-441-
Mr Crosswaithe predicts that some pounds lS not sufficient to meet all • Obtain tax relief from the In- the non-marine and the marine and 623-7100 in the United States, ex-
PCW members worst hit will refuse legitimate claims, Lloyd's will land Revenue, depending on their aviation syndicates must accept tension 4200

1

PCW settlement may cap years of dispute
Following is the chronology of events that led Lloyd's of • June 1984. PCW members are called upon by Lloyd's to pay up and therefore fail to meet solvency requirements

London last week to offer a settlement to members of the to pay 38 9 million pounds ($62 6 million) in losses from In addition. Lloyd's forms Additional Underwriting Agen-
syndicates formerly managed by PCW Underwriting Agen- underwriting years 1979 to 1981 However, Minet and bro- cies U\To 3) to assume run-off management of the syndi-
cies Ltd ker Alexander & Alexander Services Inc, which brokered cates from RBUA, which Minet shuts down

• 1967 to 1982. Former Lloyd's underwriter Peter Ca- reinsurance for the PCW syndicates, offer to pay 38 2 • November 1985: Lloyd's expels Mr Dixon, the for-
meron-Webb operated a series of about 56 syndicates writ- million pounds ($61 5 million) of this amount The amount mer PCW chairman who had since moved to the United
ing marine, non-marine (primarily liability) and aviation contributed by Minet and A&A includes 25 million pounds States, and fines him a record 1 million pounds ($ 1 6
insurance The syndicate manager, PCW Underwriting ($40 2 million) recovered by RBUA from the Gibraltar million) for his role in the misappropriation of syndicate
Agencies Ltd, is owned by Minet Holdings*P L C companies The remainder is paid by Mmet and A&A, in funds Five other Lloyd's members are also punished A

• November 1982. Lloyd's launches a full investigation return for a pledge from PCW members not to sue certain Lloyd's report accuses Mr Cameron-Webb of playing a
to locate missing PCW syndicate funds Attention centers parties Most of PCW members accept the offer major role in the plot to defraud the syndicates, but Lloyd's
on a reinsurance program arranged by Mr Cameron-Webb, • April 1985. RBUA estimates PCW members must can take no action against him because he is no longer a
who earlier in the year had retired as PCW chairman make cash payment of 62 million pounds ($99 8 million) to Lloyd's member
and as a Lloyd's member In addition, John Wallrock re- meet Lloyd's solvency requirements in 1985 In addition, • April 1986: Mr Cameron-Webb agrees to pay $1 5
signs as chairman of Minet after admitting he benefited the agency reports that total PCW losses from 1979 to 1984 million ($2 4 million) to RBUA
financially from PCW reinsurance arrangements could total 130 million pounds ($209 3 million), primarily • July 1986: Lloyd's temporarily earmarks 235 million

• April 1983. Minet forms Richard Beckett Under- due to U S liability losses pounds ($378 4 million) from the Central Fund so PCW
writing Agencies Ltd to replace PCW • June 1985. A report by accountant Price Waterhouse members can meet the annual solvency test Also, Lloyd's

• January 1984. RBUA discovers at least 40 million says the PCW/RBUA syndicates overwrote their capacity, expels Mr Wallrock for his alleged involvement in the
pounds ($64 4 million based on current exchange rates) of entered into improper reinsurance transactions and failed misappropriation of PCW funds
PCW syndicate funds had been funneled to companies in to give full information to the syndicate members • September 1986: PCW members agree not to file suit
Gibraltar controlled by Mr Cameron-Webb and/or former • August 1985. Lloyd's earmarks 56 million pounds against Lloyd's and other parties to continue to negotiate a
PCW Chairman Peter Dixon ($90.2 million) to cover losses of PCW members that refuse settlement



Hall litigation discussing a settlement, though an duled to answer the complaint by Underwriters Inc, a Kansas City- agreement, Omaha ceded 95% of
Omaha spokesman confirmed that May 1, an Insurance Department based MGA, and retroceded to this business to Union

Conttnued from page 1 discussions have taken place How- spokesman said Union The Omaha complaint charges,

Hall-which approached Omaha ever, the Omaha spokesman de- Omaha's suit aga-nst Hall was World American had approached however, that during and after ne-
to act as a fronting insurer on busl- clined to discuss other details of originally filed in May 1986 in U S Hall Managers with the plan, and gotiation of these agreements, Hall
ness to be written by one of the the litigation District Court for the Western Dis- Hall Managers had enlisted the failed to disclose
MGAs and reinsured by Union- Hall's allegations against Omaha trict of Missouri in Kansas City help of Hall Re in finding a front- • That Union retained little of

also is charged with breaches of come as the brokerage faces other and sought $18 million in dam- ing company, said John P Iacono, the MGA business, but instead
duty and contract and with negh- legal problems related to ltS de- ages Hall's assistant general counsel acted as a front, retroceding the

gence in handling the business funct insurance subsidiary, Union The suit-amended last month to Hall Re-which participated in bulk to Ocaso SA,a Spanish rein-
John F McCaffrey, Hall's chair- Indemnity seek $150 million in damages- drafting Omaha's MGA agreement surer, and other non-admitted

man and chief executive officer, The New York Insurance De- names Hall, Frank B Hall Re of with World American-repre- reinsurers -that did not have the
said the Hall counterclaim was a partment sued Hall and auditor New York Inc, a reinsurance bro- sented that World American had capacity to fulfill their respective
necessary procedural step in re- Touche Ross & Co for $140 million kering unit, and Frank B Hall Un- the underwriting skills and experi- reinsurance obligations "
sponding to Omaha's suit last month, charging that Hall derVriting Managers Ltd, a Ber- ence necessary to produce a profit- Union ceded about 90% of the

"It's a confusing matter for both "neglected and abused" Union in muda-based unit that acted as able book, and that Union would business to Ocaso and the remain-
of us, and both of us are working furtherance of ltS brokerage busi- underwriting manager for Union monitor World American's writ- ing 10% to a pool in which Union
very hard to bring it to a satisfac- ness, and that Touche Ross know- In early 1982, Hall Re proposed ings on Omaha's behalf, Omaha's itself was a 4% participant, Mr Ia-
tory conclusion," he said ingly approved false financial to Omaha that lt act as fronting complaint says cono said

Mr McCaffrey declined to say statements (BI, March 16) reinsurer for business that was to In June 1982, according to court • That Ocaso refused to replace

whether the two companies are Hall and Touche Ross are sche- be produced by World American papers, Omaha signed a manage- an expired letter of credit securing
ment agreement with World ltS obligations to Union, though it
American, giving the MGA au- was contractually obligated to do
thority to write SO

insurance services guide
• Treaty reinsurance with limits • That the Omaha fronting ar-

of $150,000 per program per com- rangement -involved so many bro-
pany excess of a ceding company's kerage, management and fronting

. minimum $100,000 net retention fees that the business would be un-

• Facultative reinsurance with likely to be profitable" to the ulti-

ESTIMATING SOFTWARE 'C CONSULTING & TRAININGI CASUALTY ACTUARIES, INC. limits of $500,000 per program per mate reinsurers
FOR SALE RoberlFLowe FCAS,MAAA,FCA company Hall Re received a 1% commis-

GENERAL INSURANCE · Loss Reserve and Rate Evaluations for • Surplus lines risks with a sion on premiums ceded from
Computenzed Estimating Software now

RISK MANAGEMENT Insurance Companies and Self-Insireds $500,000 limit per program per Omaha to Union, while Hall Man-
being used by major companies is avail- AGENCIES • Statutory letters of opinon on loss and

company agers received additional commis-
able for license to those Insurance - loss expense reserves
Companies who desire to set up a na- NICHE SYSTEMS, INC. 12115 Lackland Road, Suite 370 Under a separate retrocessional Continued on next page

tionwide in-house Computenzed Prop- 274 Madison Ave , NY, NY 10016 St Louis, Missoun 63146-4012

erty Damage Estimating System with (212) 686-4408
(314) 878-5002 Texaco appeal

the ability to maintain and regulate data-
base This Software is available for a GREENE & ASSOCIATES, INC. Continued frompage 2
one-time license fee of less than ENVIRONMENTAL CLAIM AUDITS Consulting Engineering Services ing the company to post a $12 billion bond would force Texaco to seek
$100,000 & Related to Energy and Chemicals protection under Chapter 11 of the Federal Bankruptcy Act

For Additional Information RISK ASSESSMENTS • Facilities Apprmsals

contact Stephen J Vedder • Loss Settlement Assistance Claim "A $12 billion bond simply could not be purchased anywhere for any

Allen Dahle & Co 914694-1222
ACTUARIAL CONSULTING Preparation and Analysis PO & 81 price," Texaco said in its petition

• Accident Investigation
65 West Red Oak Ln 212 994-9400 Financial Evaluation o! Envifonmental Losses • Expert Testimony and Representation Surety experts agree They say capacity in the surety market lS nowhere
White Plains, NY 10604 203 869-5566 TILLER CONSU[[ING GROUP INC 1130 One Energy Square, Dallas, TX 75206 near $12 billion And, they doubt if any surety insurers would be in-

214/691-3500
5094 Goldened An / Corona de Mar CA 92625 714/73·7089

terested in this risk

Houston-based Pennzoil won an $11 1 billion judgment against Tex-
ENVIRONMENTAL STRATEGIES CORPORATION aco in December 1985, after a Texas jury found that Texaco induced Getty

WORKERS' Use the Insurance Specialists in Oil Co to break a binding merger agreement with Pennzoil A Texas

COMPENSATION
Risk Assessments appeals court upheld the decision, but reduced the award by $2 billion

Services Guide to Remedial Investigations With interest, that award has grown to $10 53 billion
CLAIMS Regulatory Analyses Under Texas law, Pennzoil is entitled to place liens on Texaco s prop-

SYSTEM reach your best A full service environmental erty unless Texaco posts a bond or other security m the full amount of the

consulting irm 1985 judgment, plus interest and legal fees, while Texaco appeals the
FOR IBM PC AT prospects. 8521 Leesburg Pike, Suite 650

award Texaco attempted to block Pennzoil from enforcing the bond re-
quirement or placing liens on its property by filing suit in the U S Dis-

IDEAL FOR SELF INSUREDS, INSURANCE Viennia, VA 22180
trict Court in New York in 1985, charging that the Texas law requiring the

Cs, AND TPAs SINGLE AND MULTI-USER Lynne M Miller Michael J Murphy
PTS Comp-Pac company to post the appeal bond is unconstitutional

VERSIONS AVAILABLE HANDLES UP TO President CEO
The District Court agreed with Texaco and excused the company

100,000 ON LINE CLAIMS Workers' Compensation from posting the $10 billion bond But the Supreme Court ruled 9-0 last

INSTALATIONS COAST TO COAST
Claims Software The Risk Manager's week that the District Court was wrong and dismissed the case

#1 Reference The Supreme Court said Texaco should have brought the question of
ALL FUNCTIONS AND STATE FORMS Full Function Yet Flexible [ the constitutionality of the appeal bond before the Texas courts before

INSURANCE SOFTWARE Single or Multi-User seeking a ruling in federal court

Practical Risk Frantic after the Supreme Court ruling, Texaco quickly assembled a

PACKAGES, INC. Pacific Technical Services Management team of lawyers in Houston and filed the petition the next day seeking an
inJunction against Pennzoil The appeals court granted Texaco a tem-

5118 NORTH 56™ STREET 2974 Montevideo Dr. "The Professional's Handbook" porary injunction that blocks Pennzoil from enforcing the bond require-
TAMPA, FLORIDA 33610 San Ramon, CA 94583 Send $275 ($10 more if we bill ment and set a hearing for today

(813) 621-6069 (FL) (415) 895-0832
add postage overseas) A spokeswoman for Texaco said the company hopes to convince the

(800) 237-8133 (U.S.) -SAr To Practical Risk court to "set appropriate security arrangements" between the two com-
Easy-Link 5101008113 Management panies while Texaco appeals the award

P O Box 10093

4 70/ Oakland CA 94610
"If we were forced to post a bond of that magnitude, we would

have no alternative but to seek Chapter 11 proceedings," the spokeswo-
- Telephone (415) 653-3687 rnan said

TEMPORARY CLAIMS ADJUSTING SERVICES A Warren MIVeigh 8 Gr,Min publ,calion Surety experts explain that, in most cases, surety underwriters require
companies buying appeal bonds to put up the full amount of the bond asServicing Claims Interstate In:

RISKMASTER collateral This lS done because when an appeal bond is required, "the
Workers' Compensation company has already lost the case and if they lose again they're going to

Longshore and Harbor Workers' Act SOFTWARE have to write a check," explained one surety broker who asked not

Properly/Casualty to be namedC Inside and Field Adjusters GENERAL CLAIMS Only a few of the very largest Fortune 500 companies can even hope to
obtain an appeal bond without putting up the full amount of the bond as

Claim Net Is not an employment agency, so there is NO FEE WORKER'S COMP
FOR PERMANENT HIRING

collateral, several surety underwriters said
VEHICLE ACCIDENTS However, because of the perceived risk involved in the Texaco case and

Claim Net 4330 Barranca Pkwy., Suite 220, Irvine, CA 92714 CHECK WRITING the magnitude of the bond, if it were possible for Texaco to obtain an

(800) 55-CLAIM-CA. Res. 714/857-1232 appeal bond, the company would likely be required to put up the full $12
FOR: PC/MINI/MAINF billion as collateral, surety underwriters agree

(313) 261-4440 "The obligation is so onerous that any underwriter would likely require

Temporary Claims Examiners the full amount of the bond be posted as collateral," a spokeswoman
for Fireman's Fund Insurance Cos ' surety department said

Qualified, experienced medical & dental claims examiners are available Surety underwriters can demand such collateral because many states
nationwide to assist you with claims processing ONSITE TRAINING

Z   ONGOING SUPPORT will only allow a surety bond as a means of fulfilling the appeal bond re-
On-site or off-site staff is available 4uring regular hours, after hours and
on weekends Employee skills are exactly matched to your requirements

quirement This is because a surety bond is "an easy instrument to deal
with," said another surety broker, who also asked not to be named

16---#* 1*in either group or Individual claims on both manual and on-line pro- "Cash or securities create a fiduciary obligation that many courts don't
cessing systems

i

want," the broker added

The premium for appeals bonds typically runs between 2% to 4% of the
As the leading national firm devoted exclusively to temporary assistance
in claims processing, we have been the proven answer to claim backlog SOFTECNC face value of the bond In the Texaco cases, that would equate to a

premium of $240 million
problems for over 300 companies Call us to find out about how we can be

As to whether the worldwide surety market could muster the resources
a part of your solution

INSTALLED IN OVER to write a $12 billion bond, surety experts explain that most states
Claim Services Resource Group, Inc. follow rules set by the U S Treasury Department that limit the size of any

800-331-5039 • 214-701-0606 (In Texas) 32 STATES & CANADA one surety bond to 10% or less of the surety company's capital and sur-
plus Following this rule would mean to write a $ 12 billion surety bond
would require the participation of surety companies with at least $120
billion in capital and surplus

For advertising information in the INSURANCE SERVICES GUIDE Contact: Margaret Hikido, By contrast, the surplus of the entire U S property/casualty industry
740 N. Rush Street, Chicago, Illinois 60611. Telephone (312) 649-5340 was $94 6 billion at year-end 1986, according to the Insurance Ser-

vices Office .



Continued from previous page
sions for acting as Union's MGA, the complaint says. man declined to confirm details of the settlement

• That Union "did not have the financial capacity, under- 'It's a confusing matter for both of us, Also, in August 1983, Dependable Insurance Co Inc pro-
writing capacity or management skills to be an adequate and both of us are working very hard to posed that Omaha provide 100% reinsurance on a book of its
retnsurer " business, the Hall complaint says World American, Financial

Union canceled its reinsurance agreement with Omaha on bring it to a satisfactory conclusion,' Guardian and Messrs Wining and Schonacher knew that the
Jan 31, 1984 In July 1984, Omaha asked Hall Re to supply it says John McCaffrey of Hall's Dependable policies not only exceeded the authority of De-
with a letter of credit from Union securing the runoff of pendable's own agents, but that they also exceeded World
Union's reinsurance obligations counterclaim to Omaha's suit. American's binding authority, the complaint charges

Hall Re refused the request but said that "Union Indemnity Dependable initially requested the reinsurance be bound
was financially able to meet it obligations and that Hall by Omaha itself Omaha refused, but did not prevent World
would stand behind Union Indemnity," the complaint says breach of contract and conspiracy American from binding the coverage on its behalf, Hall

In May 1985, however, knowing that the New York depart- charges
Although the complaint does not specify Omaha's losses on World American and Financial Guardian also agreed toment had discovered Union's insolvency, Hall Managers no- the business, a lawsuit the insurer filed against RAM, World indemnify and hold Dependable harmless for losses arisingtified Omaha that Union was rescinding its reinsurance American and related parties last April claimed incurred from Omaha's denial of liability on the grounds that Worldagreement from inception, according to Omaha's suit, which losses totaling $169 million on the RAM/World American American exceeded its authority, the complaint sayscharges that this was a "bad-faith" effort by Union to avoid book (BI, April 28, 1986) That suit also charged RAM failed World American also exceeded ltS authority in binding re-its obligations

to report $67 million of $118 million in premiums writtenOmaha's lawsuit levels other charges, including that insurance covering a taxi and limousine program written byPremiums ceded to Union totaled about $13 million, ac- Balboa Insurance Co, and in writing num@rous other risks• Hall Re failed to provide Omaha with adequate excess cording to Mr Iacono, who added that Hall has not been able including professional liability, medical malpractice and fi-reinsurance coverage for risks written under a "rated excess to audit the MGAs' records and therefore lS uncertain how nancial guarantee coverages, all of which were excludedagreement " Under the agreement, World American and accurate this number is
Royal American Managers Inc, a successor MGA, were to under the MGA agreement, Hall chargesIn its answer, Hall denies Omaha's allegations In an inter- Omaha Indemnity and Mutual of Omaha continued towIlte specific nsks in layers between $500,000 and $1 mil- view, Mr Iacono also specifically denied Hall ever told allow World American to violate the terms of its MGA agree-lion Omaha was to cede 100% of this business to reinsurers Omaha it would stand behind Union
proposed by Hall Re ment long after they knew or should have known of theHall's counterclaim and third-party complaint names violations, Hall allegesWhile Hall Re said that the MGA would write a "small Omaha Indemnity and Mutual of Omaha, World American, In October 1983, for example, Omaha Indemnity received anumber" of these risks, World American actually wrote RAM, James R Wining and William A Schonacher, officers letter from a senior vp of Booth, Potter, Seal & Co -a Phila-"hundreds of $1 million risks," the complaint says and directors of World American and RAM, and Financial delphia-based reinsurance broker now known as Cole, Booth,The excess reinsurance arranged by Hall Re failed to pro- Guardian Group
vide the coverage Omaha needed, and some of Omaha's rein- Potter & Co -warning it about an especially risky taxiThe Hall complaint charges Omaha Indemnity and the program written by Omahasiarers "lacked the capacity necessary to protect Omaha," MGAs were negligent in handling the business ceded tosaid the complaint, which does not name the reinsurers The letter warned that "the particular arrangement couldUnion, and that World American and Messrs Wining and possibly 'blow up' and that the flow of money' would be• Hall Re recommended in 1982 that Omaha sign an MGA Schonacher fraudulently misrepresented the business they affected and that some of the participants of the programsagreement with New York-based Chartrex Re Inc, with rein- planned to write and concealed information about risks ac- could be 'crooks,' " according to the complaint, which doessurance of the Chartrex business to be arranged by Hall Re tually bound
u ith several reinsurers, including Union not identify the program

"From the very inception of the Omaha/(World American) "Because Union Indemnity bore the ultimate risk, OmahaUnion stopped paying claims on the Chartrex book in Jan- underwriting program ln the fall of 1982, (World American), Indemnity simply collected its fees and conveniently closeduary 1985, while other reinsurers selected by Hall Re have Wining, Schonacher, Omaha Indemnity and Mutual of its eyes to the misconduct" of World American, Hall chargesfailed or refused to honor their obligations, the complaint Omaha knowingly participated in the writing of businesssays Dunng late 1984, Hall Managers became suspicious thatwhich was either excluded under the (MC]A) agreement or much of the business ceded to Union was unauthorized, and a• Hall Re also recommended Omaha sign an MGA agree- which exceeded the limitations set forth therein," the com- May 1985 audit of World American confirmed the suspicion,ment with Royal American Managers,, which was formed in plaint says
1983 by employees of World American and which acquired Hall says, noting that Union then notified Omaha that it wasIn June 1983, for example, World American bound Omaha voiding the treaty from inceptionWorld American's reinsurance business from the MGA's par- to reinsure 100% of the risks written by Central National Hall Re had repeatedly urged Omaha to audit its MGA, butent, Financial Guardian Group

Insurance Co , a St Regis Group unit, on several transporta- Omaha refused until June 1984 This audit, however, wasHall Re advised Omaha to allow RAM to cede ltS business tion programs, the suit says
to two syndicates on the Insurance Exchange of the Americas "conducted in a negligent fashion that failed to reveal theOmaha reinsured $900,000 excess of $100,000 per occur- gross improprieties" alleged in the suitin Miami-AMS Syndicate Inc and RAM Syndicate Inc - renee per policyholder, a violation of the MGA agreement'swhich did not have adequate capital to handle the business, provision on treaty limits, Hall charges Mutual of Omaha actually encouraged the improper under-
the complaint says RAM Syndicate is now in rehabilitation writing practices of its subsidiary and World American byAlso, Omaha and World American wrote the business "de- providing letters guaranteeing Omaha's solvency, the com-In addition, Hall Re knew or should have known that spite their knowledge that the programs would be unprofit- plaint chargesWorld American, RAM and Chartrex were writing business able for Union Indemnity," the complaint adds
outside the scope of their MGA agreements, said the com- Mutual of Omaha Chairman Thomas J Skutt signed suchOmaha was warned about the programs' unprofitability in guarantee letters in blank and allowed Omaha and Worldplaint, which adds that Hall Re actually aided and abetted a letter from Central National President Frank Barrett, who American to fill in the names of ceding companies andthe MGAs in violating their agreements said Central National previously refused to write the risks forward the guarantees as they saw fit, Hall allegesIn some cases, Hall Re, acting as an intermediary for other because of their poor loss experience Central National ulti- Separately, one of Omaha's ceding companies-Occidentalceding companies, placed Omaha on the same reinsurance mately agreed to accept the business only with 100% rein- Fire & Casualty Co of North Carolina-recently commutedrisk simultaneously through World American or RAM and surance with Omaha backed by a guarantee from Mutual of 12 reinsurance treaties with Omaha for a cash payment ofChartrex, the complaint charges Omaha, the complaint quotes Mr Barrett's letter as sayingHall Re also persuaded Omaha to get a letter from Mutual $26 million

In addition to insisting that Mutual of Omaha guarantee Occidental now is completing an actual'ial review to deter-of Omaha pledging it would maintain adequate surplus in its Omaha Indemnity's solvency, Central National also required mine the extent to which eventual liabilities will exceed thesubsidiary, the complaint says Although Hall Re said the a hold-harmless agreement from Omaha Indemnity that re- $26 million payment, according to Chairman Jack Quaritius,letter would be used only in ' limited circumstances" to at- lieved Central National of any responsibility on the programs who said the result may affect the operating results of Oc-tract business, "Hall Re then used the letters obtained to other than issuing the policies
further the wrongdoing" described in the complaint cidental's parent, McM Corp

Omaha and Central National since have settled litigation, Occidental had "good and substantial reasons" for com-Hall, Hall Re and Hall Managers are accused variously in agreeing to allocate losses under the contract Omaha has muting the treaties despite having a guarantee from Mutualthe complaint of negligence, misrepresentation, breach of fi- agreed to assume about 86% of the losses, with Central Na- of Omaha, though Mr Quaritius would not specify those rea-duciary duty, breach of duty of good faith and fair dealing, tional paying about 14%, one source said The Omaha spokes- sons
.
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Sears Roebuck & Co. (Allstate) NYSE 54.13 2.1 15.0 2.00 3.7 NYSE 24.50 -3.0 0.0 0.76 3.1 25.25 24.50 152.4

55.38• 54.00 5,938.2 Protective Corp OTC

Transamerka Corp (Occidental) NYSE 33 88 1.5 9.5 1.76 5.2 34.25 33.38 1.205.5
17.25 0.0 11.1 0.70 4.1 17.25 17.00 The Business insurance stock index closed at277.8

..... 500.1 on April 9, down 3.9 points from 504.0 on
INGLOMERATES/HOLDING 005. AVERAGE 87 7 0.2 Prov,dent Llf. 4 Acc Ins Co OTC 24.25 3 7 it.3 0.84 3.5 24.63 23.75 131 0 April 2. Of 63 insurance industry stocks moni-St Paul Cos Inc OTC 45.25 -3.5 13.1 1.76 3.9

SAFECO Corp 48.00 45.25 1.998.9

Insurers Scor U S Corp OTC 96.00 2.8 11.6 1.70 3 0 56.75 55.25 577.7 tored, 23 posted gains, 28 declined and 12 re-OTC 14.75 0.0 23.4 0.00 0.0
Selbils Bruce Group Inc

14.75 14.75
OTC 17.50 -7.9 0.0 0.80 4.6 19 00 17.50 ls: mained unchanged at the end of the period.

Aetna Llfe & Cas Co NYSE 62.13 0.0 10.1 2.76 4.4 64.38 62.13 4,547 8 Selective Ins Group Inc OTCAmerican General Corp 24.SO 2.1 11.3 0.92 3.8 24.75• 24.00 Leading advances were posted by: Tokio Ma-NYSE 38 38 -4.1 10.7 1.25 3.3 40.SO 38.38 2,003.8 Statesman Group Inc 59.7

OTC 5.00 2.6 5.7 0.05 1.0 5 00 4.88 231.9 rine & Fire Insurance Ltd., up 7.696; HarleysvilleAmsrn Heritage Llfe Init Co NYSE 42.75 0.1 14.8 1.32 3.1 42.75 42.50 0.8 Tokto Marlne & Flre Ins Co OTC 82.75 0.0 93.0 0.17 0.2 82.75 82.75 7.0 Group Inc., up 6.6%; Fireman's Fund Corp., upAmerican Indy Flnl Corp OTC 17.50 1.4 0.0 1.12 6.4 17.50 17.00
American Intl Group Inc 11.1 Torchmark Corp

NYSE 70.00 -2.9 17.3 0.25 0.4 74.50 70.00 1.787.8 Travelers Corp NYSE 30.38 4.7 11 2 1.20 4.0 30.50 29.50 469.2

NYSE 46.38 -2.9 10.4 2.28 4.9 48.25 46.38 2,388.9 5.296; and Torchmar* Corp., up 4.796. DecliningAneco Relns ltd OTC 3.25 0.0 4.1 0.00 0.0 3.25 3.25 9.0 Trenwick Group Inc OTC
Avemco Corp 15.50 -6.1 39.7 0.00 0.0

NYSE 41.25 1.9 18.3 0.50 1.2 16.38 15.50 95.7 stocks for the period were led by: Corroon &41.25 40.50 24.0 United Are & Cas 00 OTC 28.00 1.8 10.8 0.80 2.9 28.50 28.00 16.7 Black Corp., down 7.996; W.R. Berkley Corp.,Business Mens Assurn Co Amer OTC 28.25 0.9 0.0 1.10 3.9 28.25 27.50 29.4 United States Fld & Gty Co NYSE 41.50 -1.2 11.5 2.48 6.0 43.13 41.50 1.435.1Chubb Corp NYSE 61.13 -6.3 10.9 1.68 2.7 65.00 61.13 1.441 2 Unum Corp
Combined Intl Corp NYSE 55.00 2.1 10.0 2.40 4 4 56.13 55.00 450.4 Uslife Corp

NYSE 24.75 -1.0 9.9 0.40 1.6 25.50 24.SO 803.0 dOWn 6.890; Chubb Corp., down 6.3%, TrenwickNYSE 41.63 -0.6 10.6 1.20 2.9 42.SO 41.SO 269.2 Group Inc., down 6.1%; and Zenith National In-Continental Corp
Crown life Ins Co

NYSE 47.63 -1.6 13.2 2.60 5.5 Su.00 47.63 547.8 Washington Natl Corp
OTC 310.00 0.1 10.7 6.40 2.1 325.00 310.00 0.4 Zenith Natl Ins Gorp NYSE 27.88 -1.8 13.2 1.08 3.9 28.50 27.88 23.4 surance Corp., down 5.4%. The Business insur-

Durham Corp OTC
OTC 44.75 1.1 15.0 1.36 3.0

22.00 -5.4 16.8 0.80 3.6 23.25 22.00

Farmers Group Inc
44.75 44 25 22.7

OTC 44 25 -4.3 14.3 1.20 2.7 .....

45.75 44.25 1.314.1 INSURANCE COMPANIES AVERAGE
258.6 ance index fell 0.8% during the five-day period,

12.9 2.6 which was equal to the decline in the Dow
Jones 30 Industrials.
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You won't worry about that with Zurich-American.
Because as part of the worldwide Zurich Group,
with 550 offices in 31 countries and cooperating
partners in 40 more, Zurich-American can speak
fluent insurance in almost any language.

And insurance is our only concern. So you're
assured ofin-depth understanding, commitment
and professionalism, both for foreign branches of
American firms. and American subsidiaries of foreign
corporations.

Zurich-American. Creative, dependable insur-
ance that can make a world of difference for you.
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ZURICH-AMERICAN

American Creativit¥ Swiss Dependabilit¥
ZURICH-AMERICAN INSURANCE GROUP

Zurich Insurance Company · American Guarantee and Uaoility Insurance Company · Schaumburg, IL 60196

A MEMBER OF THE WORLDWIDE ZURICH INSURANCE GROUP


