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In 1974, the average

product liability jury award was
$345,000. Last year it was $1.07
million.

A shade behind came

the average medical malpractice
award: $950,000.

Big numbers. But not as
big as those expected this year.

The mounting wave of
losses, which last year cost
insurers more than $116 for every
$100 of premium taken in, has
forced insurers to act defensively.
Most have stopped offering
pollution insurance entirely and
have cut back severely on other
vitalliability coverages, such as
insurance for directors andofficers.

Nothing has done more to

create this ominous situation than

the field y p aintiffs are having
in court. Last y , one out of
every fifteen Americ s filed a
private civil suit-16.6 million
suits in state courts alone. Worse

yet, as juries hand out larger and
larger awards, judges keep ex-
panding the definition of liability.

In our view, the courts

have adopted a theory of entitle-
ment that has led to rampant
"judicial inflationJ spawning
some sad results. Insurers are

worried about survival. Corpora-
tions are stripped of the protec-
tion they need. And the public
pays the bill in the end.

Somethinghastobedone.
If that requires legislation, then so

f

r 1

be it The existence ofinsur ce

contracts shou d not be used to

justify extravag t awar
There is a 'fference

between award' da

reward. M g that distinction
can mean the difference between

an org zations having insurance
or having to go it alone.

Clear y, it is time for
corporations to speak out in
their own defense.

JOHNSON
.m_IGGINS

Consulting on a lot more than insurance. 6
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Asbestos class action

settled for $130 million
MARSHALL, Texas-In the largest

asbestos settlement ever, 13 asbestos
producers have settled the claims of
751 asbestos plaintiffs for a total of ap-
proximately $130 million.

The settlement, which was an-
nounced last week, came during the
fourth week of trial in U.S. District
Court in Marshall in the nation's first
asbestos class-action suit.

The $130 million settlement is "ac-
Continued on next page

Tort reform gains momentum
?rospects improving on Hill
Or federal product liability law

By JERRY GEISEL

IWASHINGTON-Senate Commerce Committee Chairman John
bnforth, R-Mo., is directing his staff to draft a new, streamlined prod-
it liability reform bill.
The new bill will replace a controversial and complex proposal, S.
99, introduced just three months ago.
1 Sen. Danforth's new bill, coupled with the federal product liability
fl that the Reagan administration is expected to release later this
onth, suggests chances are improving that Congress will enact a fed-
al product liability reform statute.
The drive to enact a federal product liability reform measure to pre-
ipt state product liability laws began nearly five years ago.
"We want a bill that will be more limited in scope, but still will
lance the rights of consumers and manufacturers," a congressional
iffer said, adding that the original bill tried to do too much (see story,
:ge 2)

The stripped-down Danforth bill is expected to drop controversial
d complex provisions in the current bill that give plaintiffs quick but
nited compensation in exchange for waiving their right to sue.
In their place will be still unspecified provisions to encourage plain-
fs and defendants to settle product liability suits quickly, before they
to trial.

Sen. Danforth's new bill-which will be proposed as a substitute for
i earlier bill-also is expected to include some of the product liability
bommendations made recently by the administration.
1 Continued on page 137

Midland consents

to liquidation order
By STEPHEN TARNOFF

NEW YORK-New York-based Midland Insurance Co., with a
$34.6 million insolvency at year-end 1985, is now being liquidated.

The New York Insurance Department filed a petition April 3 in
New York State Supreme Court for the liquidation of the Katy In-
dustries Inc. subsidiary, and Midland consented to the order.

Katy Industries, based in Elgin, Ill., already had written off its
investment in the 50-state-licensed insurer, and efforts to find a
buyer for the company had failed.

Midland, which had a policyholder surplus at year-end 1984 of $23
million, was a victim of the competitive insurance market, said
Richard Karpin, assistant chief examiner of the New York Insur-
ance Department.

Midland had underpriced its products and had underreserved for
losses, he said. In addition, the company suffered from "severe staff-
ing problems," leading to a deterioration in internal control, he
added.

Midland, which wrote $137.8 million in direct premiums in 1984,
specialized in excess and umbrella liability insurance. However, in
1985, the company discontinued these products and announced that
it would specialize in workers compensation and short-tail insurance
products.

In 1985, Midland wrote $87.7 million in direct premiums, more
than one-third of which was related to workers compensation insur-
ance.

Continued on page 140
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Maryland passes legislation
to cap non-economic awards

By MEG FLETCHER

ANNAPOLIS, Md.-Maryland is expected to become the third state
to try and solve rising liability award problems by capping non-eco-
nomic damage awards for personal injuries.

The bill, S.B. 558, proposed by Gov. Harry R. Hughes to cap all non-
economic damages in all personal injury tort cases at $350,000, sailed
through the Maryland Legislature last week. When signed, it will go
into effect July 1.

The Legislature's action is viewed as another signal that the drive for
tort reform in state capitals around the country is succeeding.

Supporters in both houses of the Maryland Legislature outnumbered
opponents by at least 4-to-1 in the final vote to cap all non-economic
damages in the state.

Non-economic damages are awarded for intangible injuries such as
pain and suffering, emotional distress and embarrassment. In contrast,
economic damages are awarded for more quantifiable items like lost
wages and medical and rehabilitation expenses.

"There is no guarantee that insurance rates will be reduced because
of this, but in the long run, it will stabilize them," said a spokeswoman
for the governor.

"This will probably be looked at also as a good economic development
piece of legislation for industry that might think of locating in Mary-
land," said Gov. Hughes.

The Legislature also approved giving judges the authority to decide
whether to structure payments for future economic damages rather

Continued on page 137

Discount pact won't affect
new business, CIGNA says

By JUDY GREENWALD

PHILADELPHIA-CIGNA Corp. says its ability to
write new business will not be affected by an agree-
ment reached with state regulators to discount a
smaller portion of its previously announced $1.2 billion
addition to property/casualty reserves.

Under the agreement with the Pennsylvania and
Connecticut insurance departments, CIGNA will dis-
count only $360 million of the reserve addition for stat-
utory accounting purposes, compared with its original
intention to discount $587 million of the addition.

Regulators staunchly opposed CIGNA's original dis-
count proposal, and at least one state rejected the com-
pany's 1985 convention statement because of the dis-
counting.

CIGNA, under the agreement, will only discount re-
serve contributions for workers compensation and
some reinsurance losses for long-tail claims. Originally,
CIGNA had wanted to discount reserve additions for
long-term liability lines like professional liability and
excess casualty (BI, Feb. 24).

Additional contributions to reserves necessitated by
the agreement will be taken from CIGNA's surplus, re-
ducing it by $228 million to $1.249 billion as of Dec. 31,
1985. The surplus decline means the insurer's net pre-
mium-to-surplus ratio at year-end 1985 will increase to
3.2-to-1 from the 2.7-to-1 ratio originally reported.

The reduced surplus will not "cramp our style," said
a CIGNA spokesman, who added the insurer had not
planned any "massive" increase in its premium volume
this year.

The spokesman noted that CIGNA has no plans to
raise capital through an equity offering to offset the
$228 million drain on surplus, although he said CIGNA
plans to raise long-term capital in the stock market to
replace the $600 million in short-term funding used to

boost CIGNA's reserves

under the original dis-
counting arrangement.

CIGNA just a little bit. We don't
"We'11 let ratios ride up

need to raise additional

capital," he said, noting
that CIGNA's 3.2-to-1

premium-to surplus ratio is not "widely out of line"
with the insurer's "peer group."

However, some analysts believe CIGNA will have to
raise more than just $600 million, and some say the
company's rising premium-to-surplus ratio could hin-
der its operations.

June I. Hoffer, a securities analyst with Pruden-
tial/Bache Securities Inc. in New York, said CIGNA
will have to bolster surplus, "even if they don't do it
initially, if they want to continue to grow."

Continued on page 141
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update Judge says tort overhaul
Largest asbestos settlement
Continued from preutous page will not solve liability crisis
tual cash dollars," said Rex Houston, lead plaintiffs' counsel in the
litigation Half will be paid July 1, 30% will be paid the second year, By ROBERT A. FINLAYSON will likely consider a limited and "pragmatic approach

and 20% will be paid the third year by enacting legislation capping some tort awards

U S District Court Judge Robert Parker will apportion payments, LOS ANGELES-A drastic overhaul of the tort sys- And a Washington attorney maintained that court

which will range from $75,000 to $700,000, Mr Houston added tem is not the answer to manufacturers' complaints are awarding enormous Judgments in cases that neve

While punitive damages will not be sought by plaintiffs, the pro- about rising product liability awards, a federal Judge would have gone to court in the 1960s

ducers agree to admit liability, Mr Houston added says "In 1962 you couldn't recover money for simp.

Participating producers are Combustion Engineering, GAF Corp, U S District Judge Jack B Weinstem of New York watching somebody else get hurt by a product Tod:
told viewers of last week's four-hour, coast-to-coast te- you can in some states,Nicolet Inc, Raymark Industries Inc, Armstrong World Industries remarked Victor E Schwarti

Inc, Celotex Corp, Eagle-Picher Industres Inc, Fibreboard Corp, leconference on product liability issues that lawsuits counsel for The Product Liability Alliance, a Washing

Keene Corp, Owens-Corning Fiberglas Corp, Owens-Illinois Inc, cited by the business community as proof that tort re- ton-based business lobbying group that favors enact

Pittsburgh-Corning Corp and Standard Insulators Inc form is needed are not typical of the vast majority of ment of federal product liability legislation
cases He noted courts have awarded damages even thougl

"It is important from the outset to put into context a product, such as a handgun, performs exactly in thWarnings protect tobacco firms what we are dealing with," said Judge Weinstein, who manner in which it was Intended And some court
presided over class-action litigation that resulted m a have held that plaintiffs can recover damages in prodPHILADELPHIA-Federally required health warnings on ciga-

rette packages protect the tobacco Industry from product liability $180 million settlement between Vietnam veterans and uct liability cases in which they allege they may b
manufacturers of the herbicide Agent Orange injured at some point in the future, he saidclaims from smokers charging they were not warned that smoking

is dangerous, a federal appeals court ruled last week "In most cases we are not dealing with outlandish "So you have people that are not directly hurt, prod

A threeludge panel of the 3rd U S Circuit Court of Appeals situations We are dealing with real people who have ucts without defects, manufacturers who are innocer

overturned a lower-court ruling that plaintiffs could argue that cig- been innocently injured and are going to other real all entering into the money till And at some point som
arette advertising negated the warning, exposing tobacco companies people in the community for redress " line has to be drawn," Mr Schwartz said

to suits However, a congressman and various business repre- The current tort system is "open ended," he sal.

U S District Court Judge H Lee Sarokin earlier had ruled that sentatives appearing during the teleconference, spon- contending that plaintiffs play the system "like it wa:

the federal warnings, required by a 1966 law, did not protect tobacco sored by the Public Broadcasting Service and APCO lottery "

companies from claims that they failed to warn consumers Associates of Washington, disagreed with Judge Wein- "Until some restraints are placed so that an injure

The case involves a suit filed by the estate of Rose Cipollone stein party that is hurt by a defective product is paid an ad:

against Liggett Group Inc, Philip Morris Inc and Loews Corp She Rep Thomas A Luken, D-Ohio, said legislators now quate award but not more, we're going to have prot

died at age 58 from lung cancer allegedly caused by smoking believe tort laws must be changed and that Congress Cont:nued on page I<

New Jersey attorney Marc Edell, who represents the estate, plans
to appeal last week's ruling to the full 12iudge appeals court

USF&G reports loss in 1985 Cameron-Webb agrees to pay
BALTIMORE-United States Fidelity & Guaranty Corp's de-

layed and restated results for 1984 and 1985 reveal a 1985 net operat-
ing loss of $258 1 million compared with a $40 9 million loss in 1984 $1.5 million to Richard Becketl

USF&G had delayed reporting its year-end 1985 results because
of a disagreement with its accounting firm, Coopers & Lybrand,
over how its investment income should be reported (BI, Feb 10) As By STACY SHAPIRO Under British law, the agreement has been filed I

a result, part of the insurer'S investment income has been reclassi- the Chancery Division of the High Court in Lond.

fied as realized gains, and its results for the first three quarters of LONDON-Former Lloyd's of London underwriter and must be ratified by the court before lt takes effec
Peter Cameron-Webb has agreed to pay $1 5 million to This may take three to six months, Mr Kennedy says1985 and for 1984 have been restated

Had USF&G's 1985 and 1984 operating income not been restated, Richard Beckett Underwriting Agencies Ltd, which About $1 million of the money will come from tt

it would have reported a $104 5 million loss in 1985, compared with a from 1983-85 managed syndicates previously managed sale of Mr Cameron-Webb's home in London Islan
$93 3 million profit in 1984, the spokesman said by PCW Underwriting Agencies Ltd N Y, Mr Kennedy said The house was in the name c

In other 1985 results, net written premiums totaled $3 15 billion, Lloyd's has charged Mr Cameron-Webb with misap- Mr Cameron-Webb's wife, who also has agreed to tt
propriating syndicate funds for his own useup from $2 32 billion in 1984 The restated investment income was payrnent

$347 8 million in 1985, up 4 4% from $333 1 million in 1984 However, apparently the members of the PCW syn- Mr Cameron-Webb and former PCW Chairma
The company's combined ratio before dividends was 1219% in dicates will not receive any of the $15 million, because Peter Dixon were accused by Lloyd's in Novembe

1985, compared with 120 7% in 1984 Policyholder surplus increased the first 13 million pounds ($18 8 million) of any of 1982 of conspiring to misappropriate at least 39 millie
39 9% in 1985 to $913 3 million from $652 6 million in 1984 PCW funds recovered must go to PCW parent Minet pounds ($56 5 million) from PCW syndicates for the

USF&G's restatement only affects results compiled according to Holdings PLC and Alexander & Alexander Services own benefit Lloyd's claims that Mr Cameron-Wet
generally accepted accounting principles, statutory financial state- Inc, whose subsidiary brokered reinsurance for PCW derived 65 million pounds ($9 4 million) in person

(BI, March 10) benefits from the misappropriationments, filed with insurance regulators, were not changed
The money will go to Mmet and A&A under terms of Lloyd's expelled Mr Dixon last year and fined him

Tentative Protective settlement an 1984 agreement by which Minet and A&A reim- million pounds ($1 45 million) for his role in the misal
bursed the syndicate members 38.17 million pounds propriation from the PCW syndicates (BI, Nov 1

OMAHA, Neb -Nebraska Insurance Commissioner Michael J. The brokers contributed 13 million pounds of the set- 1985)
tlement, and the remainder came from recovered funds However, Mr Cameron-Webb was not disciplined tDugan says Protective National Insurance Co of Omaha, Frank B

Hall & Co Inc and others have reached what amounts to a "tenta- (BI, July 30, 1984) the Lloyd's council because he already had resigned,
The agreement with Mr Cameron-Webb, who did a member of Lloyd'stive dea-" to save the insurer from liquidation

Protective, a member of the St Regis Group, which is owned by not admit to any wrongdoing, has been accepted by After leaving London, he was employed as an ui
Champion International Corp in New York, placed itself under vol- Jufcrest Ltd, which was formed in 1984 to represent derwriter by Lincoln Underwriting Management Inc
untary supervision of the Nebraska Insurance Department in Jan- Beckett and PCW members, said Horton Kennedy, which manages the Usher Syndicate on the Insuranc
uary after failing to recover an undetermined amount from about Jufcrest general manager Continued on page 1·

100 reinsurers on losses connected to business written by managing
general agent Global Surplus Services Inc, a Hall unit (BI, Jan 27)

Mr Dugan would not release any details of the discussions con- Self-insuring to save Illinois $20 millior
cerning Protective, but said Hall "would be a participant" in the
tentative agreement to keep Protective from being hquidated

Hall reported last month lt has reserved $64 million with respect By DONNA DiBLASE million annually under the self-insured program
to Protective's dispute with Global, which is no longer in business Mr Tristano said the state began considering chan,

John Iacono, Hall's acting secretary and general counsel, con- CHICAGO-The state of Illinois expects to save $20 ing the current benefit plan two years ago
firmed the parties are close to an agreement m principle Protective million in the first year by switching from its group After conducting a cost analysis of potential saving
officials could not be reached health plan underwritten by Blue Cross/Blue Shield to under a self-insured plan, the state determined that

a self-insured plan that Includes a preferred provider could save about $4 7 million as a result of the PP

Reagan signs PBGC increase option network alone, said Mr Tristano
The state is ending a 13-year relationship with The Continued on page 1 4

Blues when its current contract expires on June 30WASHINGTON-President Reagan last week signed H R 3128,
which boosts pension costs and requires extending group health in- Currently, 157,000 state employees and 94,000 depen-
surance to employees' divorced and widowed spouses dents are covered under that plan, which costs the state errors & omissions

The new law boosts the annual termination insurance premium about $184 million a year, said Michael Tristano, direc-

employers with defined benefit plans must pay the Pension Benefit tor of the state's Department of Central Management
Guaranty Corp to $8 50 per plan participant from the current $2 60 Services in Springfield • The Royal York hotel, one of the Toronto

The increase is retroactive to Jan 1, the PBGC is mailing new The savings under the new plan will come from im- hotels at which Risk & Insurance Management So-
Continued on page 140 proved cash flow, reduced administrative costs and the ciety conference participants will be staying, is 10-

PPO network, Mr Tristano said cated at 100 Front St West An incorrect location

The state will take some of the $20 million in savings was indicated on the map that appeared in last

index and invest it in a new prepaid dental plan to be imple- week's special RIMS preview section
mented in October Employees do not currently have a • Employee Benefit Plans Inc, a subsidiary Gf
dental plan, Mr Tristano said Summit Ventures of Boston, lS negotiating to at-

"The dental plan will cost $8 million (a year), so we quire the third-party administration business of
Classifieds 138 Ill 60611 Second-class postage is will be saving money and enriching benefits at the 3Pa Corp of Seattle, according to Frederick J
Insurance services guide 140 paid at Chicago, Ill, and at addi- same time," he said The dental plan will be fully Rahn, vp of 3Pa Corp Due to incorrect information
Letters 8 tional mailing offices Postmaster funded by the state, with no contributions from em- provided to Business Insurance, an article in the
Opinions 8 Send address changes to Business ployees Jan 27 issue of BI said EBP had purchased 3Pa
Spotlight report 3 Insurance, Circulation Depart- The state also plans to use some of the savings to add Corp
Ticker 141 ment, 965 E Jefferson Ave, De- or enrich other benefit areas, such as adding to psychi- (When the article was published, EBP was a sub-

Vol 20, No 15-Business Insur- troit, Mich, 48207, 313-446-1611 atric care benefits and reducing the employee's out-of- sidiary of Employee Benefit Claims Inc of Minne-
ance (ISSN 0007-6864) 15 published Copyright 1986 by Crain Commu- pocket costs for medical coverage apolis, but both were acquired by Summit last
weekly at 740 Rush St , Chicago, nication: Inc Even after the added costs for these benefit enrich- month)

ments, Mr Tristano said, the state expects to save $7
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The sunshine on Hamilton Harbor is reflective of the bright business picture in Bermuda's center for international insurance.

Rocky commercial market waters
spawn surge in captive formations

By DOUGLAS McLEOD

HAMILTON, Bermuda-A new wave of offshore
insurance company growth is building in Bermuda as
corporations in the United States and abroad react to
the high cost or unavailability of commercial insur-
ance coverage.

Although this increased development is not ex-
pected to equal the crest of growth reached in the
1970s, Bermuda last year reversed a four-year slide
in the rate of new captive insurance company forma-
tions.

Several captive managers confirm seeing a rising
tide of new incorporations and inquiries within the
last six months.

The renewed interest relates not only to associa-
tion and group captives-long expected to be the pre-
dominant area of new growth in the offshore insur-
ance industry-but also to single-parent companies,
some managers say.

Anticipating larger premium volume from the as-
sumption of greater risk, many of these new captives
are being formed with increased start-up capital.

Along with increasing numbers of new formations,

Captives grow around the world
Captive insurance companies are back in vogue-more

lopular than ever before.
Not only in Bermuda (see story above), but elsewhere

around the world, businesses, institutions and profes-
sionals are capitalizing new insurance companies to fund

managers report expansion in the business written
by existing captives.

Several association captives, for example, have
dramatically increased the ranks of their policyhold-
ers, while association and single-parent captives are
expanding into new lines of coverage or assuming
greater levels of risk, managers say.

Some single-parent captives are also being used to
fill holes in their parents' commercial insurance pro-
grams, managers add.

"We are seeing just a tremendous amount of activ-
ity generally," said Stuart H. Grayston, president of
Hanna Insurance Management Ltd.

"We're very, very busy, and I don't see it letting
up," added David A. Brown, president of Insurance
Managers Ltd., a unit of Alexander & Alexander Inc.

Mr. Brown noted, though, that the current phase of
captive growth will develop more gradually than the
initial boom of a decade ago.

"It isn't coming in a great avalanche. It did in the
1970s, but not now," Mr. Brown observed, adding
that Bermuda's growth will come from larger cap-
tives rather than larger numbers of captives.

Continued on nezt page

their risks. And existing captives are writing larger limits
and new types of insurance for their owners.

It's the insurance buyers' response to the unavailability
of commercial liability insurance and gigantic premium in-
creases.

In this annual report on captive insurance companies,
1 Business /nsurance delves into the new growth of cap-

Tight market brews
golden opportunity

By KATHRYN J. McINTYRE

HAMILTON, Bermuda-The worldwide reinsurance
capacity crunch is creating a new variety of "Bermuda
Gold" savored by Bermuda-based commercial rein-
surers:

Good business at high rates is pouring into Bermuda,
seeking reinsurance protection.

Submissions to Bermuda-based reinsurers increased

as much as 50% in the last year, including those from
London-based ceding markets that in the past made no
secret they considered Bermuda-based companies sus-
pect at best and, at worst, capacity to be shunned.

But, the dozen Bermuda-based reinsurance com-

panies regularly writing commercial reinsurance for
brokers aren't getting intoxicated on their brand of
Bermuda Gold, unlike those who overindulge on Ber-
muda's famous liqueur.

These reinsurers seldom commit their maximum ca-

pacity to a contract. And, to accommodate new and bet-
ter underwriting opportunities, they are culling their
books of less desirable business and generally budget-
ing for modest growth.

Continued on page 28

tives and other developments in the last year in leading
captive domiciles offshore and in the United States.

Reports on the 10th Annual Captive Insurance & Rein-
surance Forum in Bermuda and the Captive Insurance
Cos. Assn. meeting also are included.

This special report continues through page 104, fol-
lowed by a directory of captive management specialists.
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Bermuda captives
Continued from previous page

While the hard make: is pro-
ducing significantly greater inter-
est in alternative risk financing,
other managers say they are still
waiting for much of this interest to
translate into action.

"There's a lot of sm,ke out

there" but "not enough" fire yet,
observed Robert C. Whiting, man-
aging director of Pinehurst Man-
agement Co., a unit of Emett &
Chandler Cos. Inc.

One area that has seen plenty of
action in the last year has been the
development of new mu_tiowner
insurance companies to provide
high excess casualty coverage una-
vailable from commercial markets

(see story, page 18).
These new companies may offer

coverage either to a broac base of
shareholder/policyholders-like
A.C.E. Insurance Co. Ltd.-or to

specific industry groups, like

banks, railroads or chemical and
pharmaceutical companies.

In the past year, Bermida has
alsc seer.:

• Ar- explosion in commissions
earned by the brokerage arms of
the top captive managers, all re-
lated to placement of business with
A.C.E.

• Substantial growth in she op-
eration of several rent-a-captive fa-
cilities {see story, page 26).

• Mergers of several captive
management operations, -n some
cases following the merger of the
managers' brokerage parent com-
panies.

• Inereasing concern over corn-
petition from Barbados, which has
signed a tax treaty with the United
States that eliminates federal excise

taxes on premiums paid to Bar-
bados captives:

• Improvements in application
procedures for new captive forma-
tions-.·ecommended by the Ber-
muda Insurance Managers Assn.-

designed to speed government ap-
proval of new incorporations.

Seventy-two new insurance
companies formed in Berm ida .n
1985, up from 66 in 1984, according
to A. Verbena Daniels, Bermud:'s
registrar of companies.

This reversed four years of de-
cline in new formations: 85 com-

panies incorporated in 1983: 89 :n
1982 and 118 in 1981.

In the first quarter of 1586,22
companies were incorporated, com-
pared with 15 in the first quarter of
1985, Ms. Daniels said.

Since January, the government
has received an average of five to
six applications a week. Among
these are an average of two appli-
cations a week from ex:sting com-
panies that want to expand their
underwriting into new lines of
business, like directors and officers
liability insurance.

The remaining applications are
for new captive company incor-
porations.

The government says most of the
new applications are from U.S. cor-
porations seeking to form pure cap-
tives, though some are association
calitives. Also, two new rent-a-cap-
tives have been formed.

About half the captives forming
are writing insurance directly; the
other half use fronting companies,
Ms Daniels said.

Most of the captives are forming
to write general liability insurance
on an occurrence form. Many of
the new association captives will
wr:te D&0 risks, though some pure
captives are also being formed to
wr-te D&0 coverage, she said.

Overall, the captives are being
formed with higher capitalization
than in the past, Ms. Daniels said,
because the captives are funding
larger retentions of $500,000 or
nnore

Capital contributions to the new
companies ranged from $2 million
to $1CO million.

Meanwhile, 41 Bermuda insurers

Call today fora brochure: (305) 593-1881
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8685 NW 53rd Terrace
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Visit our booth no 325 at the RIMS show

were dissolved in 1985, compared
with 35 in 1984 and 29 in 1983. Four

other companies were lost to amal·
gamations. An additional 25 com-
panies were in various forms 01
winding up last year.

Eleven of these were undergoins
court-ordered windings up, includ·
ing two that were ordered liquid.
ated last year: Cambridge Reinsur
ance Ltd. and Mentor Insuranci

Ltd.

One company-Bercanus Insur
ance Co. Ltd.-underwent credi

tors' voluntary winding up, a pro·
ce,lure under which the companj
cannot prove its solvency and cred
itors-as opposed to a court-exer·
cise control over its operations.

The remaining 13 companies un
derwent members' voluntarr

windings up, under which the com
panies are declared solvent anc
shareholders retain control.

In all, the number of interna
tional insurance companies regis
tered in Bermuda stands at 1,221

up from 1,219 a year ago. However
about 108 of these companies arc
inactive, leaving a total of 1,113 ac
tive Bermuda insurers, Ms. Danielt

said, compared with 1,135 last year.
While 1985 figures aren't ye

available, Bermuda insurers re

ported writing gross premiums o
$7.58 billion in 1984, up 16.3% fron
$6.52 billion in 1983. Net writter
premiums were $5.45 billion, ul
15.8% from $4.71 billion in 1983.

Total assets of Bermuda insuren

jumped 30% to $22.19 billion fron
$17.09 billion in 1983, while tota

capital and surplus rose 18.8% tc
$9.93 billion from $8.36 billion i
1983.

The 10 largest Bermuda cap
tive management companie
managed 698, or 57%, of Ber
muda's total of 1,221 insurers ir
1985. The top managers' client
also accounted for $2.92 billion
or 39% of Bermuda's total 198,

gross premium volume of $7.59
billion.

Some Bermuda managers repor
continuing interest in the forma
tion of new single-parent captive
despite the gradual loss of tax bene
fits in recent years (see story, pag,
66).

"You find out when you get ,
hard market that the tax problem
are the least of their worries," ob
served IML's Mr. Brown.

Of the five new captives Jame
(Bermuda) Ltd. hopes to incorpo
rate this year, two will be owned b
single parents, according to Warrei
D. Sproule, president and manag
ing director.

"The single-parent interest di,
come as a bit of a surprise," Mi
Sproule said.

James has targeted associatio
and group captive business fo
growth, however, and several othe
managers agree that multiowne
captives are where the action is.

"We are seeing quite a bit o
group business-not association-
but multiowner," said Mr. Grays
ton, adding that "virtually all" o
the growth in Hanna's business wi
come from multiowner captives.

Lack of fronting and reinsuranc
capacity continues to hinder th
formation of some association an

group captives, managers note.
While captives can issue man

types of property and liability polj
cies directly without using frontin
companies, this isn't possible fo
workers compensation coverag
since state laws require the use c
authorized insurers.

And, the lack of reinsurance h:

forced several new captives t
write business on a net-line basi

adds Andrew D. Carr, president c
Marsh & McLennan (Bermud:
Ltd.

"Association captives work th:
way often," taking a net line on
"modest" primary layer, Mr. Car
explained.

While these factors are slowin

some captive formations, howevei
the hardening commercial insur

Continued on page
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10 depression-weary older Americans
worrjed about living their retirement years
iii poverts Social Security was an offer of
hope.

And for the most part, Social Security
hits delivered on that promise for fifty years.

But toda>: the ranks of older Americans
are growing like never before. By the year
2030,55 million people will be age 65 or
older. And some are wondering if programs
like Social Security will be enough to meet
the future health and filialicial needs of

this rapidly expanding group.
Clearls new ideas are needed to help

supplement programs like Social Securit>,
Medicare and Medicaid.

At NWNL Group, wete working on
a solution. Its a program called I.ifeScope:
Its designed to provide hegilth :11 1d
financial security for apersons working
and retirement years by sharing financial
responsibility among participating
individuals, employers and health care
providers.

LifeScopesM will be implemented
through traditional employee benefit
channels. But its comprehensive approach
to retirement care is unequalled iii the
historv of employee benefits.

Obviously for an idea of this magnitude
to succeed, it will require the help of
government legislation, the participation of

health care providers andthesupportof
business in making I.ifeScopesM available to
employees.

NWNL Group invites each of these
institutions to join us in shaping our plan.
Contact Ginny Patrick, NWNL Group, Box 20,
Minneapolis, MN 55440 or call 612-372-
5784 for a detailed report on the problem
and how we can solve it together.

Quite obviousls our task is enormous.
But so is the need.

THE FASTER THINGS CHANGE,
THEMOREYOUNEED NWNE

MI NWNL GROUP
A division of Northwestern National Life Insurance (kimpam. ,\]inneapolis. \IN C not ,[dmitted in the Stite of Ne\, 32)rk ). The Nonli Allantic I.ife Insuratice (:c,mpany of,America. Jeric]10, M (A member of the Al\NL Companies).
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spotlight report

Bermuda captives last year, according to Mr Whiting manage the company cess of at least $25 million brokerage revenues this year from
IML's Mr Brown sees association About 10 rallrcads have commit- • X L Insurance Co Ltd , ACE

Continued from page 4 captives expanding not from ted to the facill:y and several more which will provide a $25 million While Bermuda captive manag
ance market is applying pressure in growth of membership but from are expected to -0-n, Mr Chilvers hmit underlying ACE as part of a ers are enjoying a business boom
the opposite direction increasing premiums Property said line slip of U S insurance com- because of the new formations, lin

From everything we see here, premiums among the association • Bankers Insurance Co Ltd, panies or will write coverage er- creased premium volume and the
there are many association groups captives managed by IML, for ex- which will Ar.te bankers blanket cess of ACE new brokerage revenue, the num

talking to our branches about the ample, are up 40% over last year, he bonds and d.rectors and officers h- One byproduct of ACE's iorma- ber of managers in Bermuda U
captive alternative," said Brian R noted ability coverage N.th a primary or tion has been a sudden Jump in the being reduced by mergers and ac
Hall, president and chief operating Meanwhile, premiums totaling excess limis of $10 million. Mr brokerage commissions earned by quisitions These include
officer of J&H Ltd, a unit of bro- hundreds of millions of dollars are Chilvers sa d The facility hopes several Bermuda managers U S • The merger of Alexander In

ker Johnson & Higgins expected to flow into the several eventually -0 offer a $25 million business submitted to ACE must ternational Ltd and IML, the for
Roger Gillett, vp with J&H Ltd, multiowner casualty insurance limit, he added be placed through a Bermuda bro- mer captive management unit oj

adds that the "gestation period" for companies that have been formed Bankers Insurance tas already ker Reed Stenhouse Cos Ltd A&A

association captives has been re- since last year or are in the process been incorporated oy 28 banks, Mr Brokerage will account for 10% Alexander International's parent
duced by tie hard market of formation Chilvers said of Pinehurst's revenues this year, acquired Reed Stenhouse last year

"Non-availability of coverage These include • Casualty Excess Assurance compared with 1% last year, be- though a physical merger of thE
speeds the decision-making process • Railroad Association Insur- Ltd,an assessable mutual that will cause of ACE, Mr Whiting Bermuda operations isn't yet com
considerably," Mr Gillett ob- ance Ltd, or RAIL, which will pro- provide liability limits of $50 mil- pointed out plete, according to Alan C Cossar
served vide hability limits of $50 million lion excess of 550 million to a group "It's the greatest thing to come Alexander International's presi

Several existing association cap- excess of $50 milhon to U S and of chemical companies down the pike in a long time," he dent
tives have also benefited from the Canadian railroads The insurer • ACE, which started issuing said • The merger of James (Ber

tightening commercial insurance has already received preliminary policies last year to a broad spec- "It's the only game in town and muda) and Sedgwick Group Over
marketplace, managers say approval from the Bermuda gov- trum of in iestor/ policyholders it'S a hell of a good one," added seas Management Services Ltd

One captive managed by Pine- ernment, according to Alan E ACE proudes general liability John J Lorhan, president of Rol- following last year's acquisition o
hurst is now insuring 176 members Chilvers, group vp of International hmits of $100 million exiess of $100 lins Burdick Hunter Co (Bermuda) James by Sedgwick Group PLC
of an association, compared with 94 Risk Management Ltd, which will milhon and varymg D&O hmits ex- Ltd, which will draw 98% of its The physical merger of these Ber

muda operations is still being stud
ied, according to Mr Sproule

1111 7 f • The acquisition of S H Grays
Z 1 /1 ton Management Ltd and Corroor

i«THEREALLYBIG lil ff>
& Black Corp s Bermuda manage
ment business by Hanna

i MANIJFACTURING --*-1
1,-t • The acquisition of H&H Man

agement Services Ltd by Interna
COMRANY It .11 YER ITWAS tional Advisory Services Ltd Com

bined, the two operations managi

f EASY WITH HARTFORD 34 captives with premium volum
of $114 million

YOU DIDA BREAKOUT 0 8 El :: SPECIALIYAND OSCAR Several managers say that the
don't expect much more merger ac

OF CLAIM COSTS BEHIND ME. tivity this year
"I don't think there can be to·

BY PROFIT CENTER
many more because there aren'

IN JUST MINUTES?
that many independents left," saic
Hal Forkush, president of Atlanti
Security Ltd , an independen
management company with 25 cap
tive clients

As Bermuda managers work t,

r -=57«fbes form new captives or expand exist
ing companies, several are eyein
Barbados as a potential threat t,

--- their island's business

& 1-4 /9. . Few managers expect many ex
isting captives to move from Ber
muda to Barbados, but Barbado

could attract new captive forma
X tions away from Bermuda Th

F t.
Barbados tax treaty, exemptin
premiums from U S excise tax
would be especially attractive to di

r rect-writing captives with hig]
. premium volumes and high reten

tons, managers note
e '

I. , While Barbados hasn't develope
a

. 5-:# 1 - the range of support services tha
Bermuda has, Bermuda manager

4, say they should not be complacent
"I don't think Bermuda shoul

underestimate Barbados as a com

-t petitor," said Mr Grayston, addin

54 , that Hanna is considering openin.V 'av
a Barbados office

4-'_ L. t.
Ir ./ Meanwhile, managers are tryin

pil: - to streamline the process of form
¢ 4 ing new captives in Bermuda Th
. , *i Bermuda Insurance Manager

1% ..,L-' 2 - Assn has recommended that mar

agers include in their submissior
to the govei nment several pieces c
information that are not specifi

:e: I . \ cally requested in the applicatio
1

l
forms

. The purpose of the additional ir
formation is to head off delays 1
new formations that result whe

government has to ask manager
for additional Information after a

„.3 application is submitted, accordin
to Mr Chilvers

Q. Is OscarsM the name of The Hartford Q. Fantastic. By the way, what does The "If all of these procedures ar

moose?
followed, there iS a reasonabl

Really Big Manufacturing Company make? chance of getting an applicatio

A. You mean The Hartford sta4. And no, A. A little bi. of everything. through and approved within thre
weeks, Mr Chilvers said

OSCAR's the name of Hartford Specialty's While some captive manager
Year after year, you'll like doing business with

amazing on-line claim reporting system. busy with new formations, re
Hartford Specialty. the insurance people of ITI ported significant growth last ye:

Q. Does OSCAR help you spot problems in premium volume or the numbc
of captives managed, others reand prepare custom reports?

A. You bet I can break out claim data on HARTFORD 99 ported little or no growth
At J&H Ltd, the largest BeI

the spot-using criteria I pick on the spot. SPECIALTY muda captive manager, premiur
volume of managed compank

Q. How often is the claim data updated? jumped to $750 million last yea

A. Every 24 hours-every business day.
lhe Inurance People of ITT /,j from $651 million in 1984, not ir

*liu cluding premiums written by Fin

Hartford Specialty Company An atfillate of The Hanford Insurance Group, Hartford Conn. 06115 Pmducts and services underwnt ng and nsi financing prof;lams Clainl loss control and captive service<.. Continued on page 1
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OURCOMMITMENTTOSERVICE
HAS LED US TO THIS

TECHNOLOGICAL BREAKTH ROUGH.
, 4 4/...

We call it an Account Executive.

Not exactly a revolutionary term. But our approach
certainly is.

At INA Special Risk Facilitiesr we don'tjust assign
you some rookie and wish you luck. We assign you one of
our line managers. Someone who will work as an
Account Executive almost exclusively on your business.
Someone who has specialized in his or her field for
about as long as you have in yours. Someone who will
have the additional support of a backup team.

So chances are, they will understand the risks
inherent in your business the way you do. And they can
apply creative solutions that someone less experienced
might never have considered.

Ifs a working relationship. The Account Executive is

INA Special Risk Facilities

*INA Special Risk Facilities is the marketing organization for products
under\written by the CIGNA Properly and Casualty Insurance Companies.

your personal contact. The one who stays on top of your
business on a daily basis. Anticipating, expediting and
coordinating. Working with you and other specialists
throughout the CIGNA companies, including our senior
managers, to make sure you get the most effective risk
management program we have to offer.

And it doesn't stop with property and casually
programs. Because now you have the contact that can
link you to any other specialist within the CIGNA
companies. From health care to pensions.

All it takes is one phone call from you and your
Account Executive will organize whatever is necessary
Internally Exfernally Whetheryou wantaction oran answer.

That's a lot of power to wield.
And you'll find you get used to it very quickly

CIGNA
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Shifting waters won't sink ship
TT|HE NEW SURGE OF GROWTH in captive insur-
1 ance companies resembles passengers fleeing from

a sinking ship.

But, unlike the fate likely to greet leaky lifeboats and

an abandoned ship, we expect both captives and the
commercial insurance marketplace to survive.

Indeed, we believe the massive change in risk fi-

nancing taking place today is to the good of insurance

buyers and the insurance industry alike, over both the
short and long term.

For the short term, the development of new captive

insurers by individual businesses and groups of busi-
nesses is providing the capacity desperately needed
now to fund risks.

It is both creating capacity for the owners of these
captives and reducing demand on commercial insurers

for capacity.
For the long term, we are not in the camp with those

who contend that commercial insurers will someday
regret forcing businesses to self-insure, form captives
or invest in multiowner insurers. The insurance indus-

try will experience, but will not suffer from, some loss
of market share.

Once commercial insurers recover from past under-
writing losses and again charge reasonable prices, they
will regain many clients that are turning to self-insur-
ance, wholly owned captives or rent-a-captive plans to
fund their own risks.

These businesses will be perfectly happy to again pay
insurers for real insurance-if the price beats the risks
of funding their own losses.

Those hundreds of businesses and institutions that

never again will turn to the commercial insurance

business to fulfill their most vital risk financing needs
-the businesses forming multiowner captives-will be
doing the industry, as well as themselves, a favor.

Clearly, experience shows most commercial insurers

are incapable of properly underwriting these risks.

We are reasonably sure that the businesses investing
in multiowner captives, which are incorporating at
breakneck speed, will not return en masse to the com-
mercial insurance market (see story, page 3). These
multiowner insurance companies are structured to

letters

make it difficult, if not impossible, for their investors to

ever withdraw their capital.

This forced loyalty, however, will not be the sole

reason that investor/policyholders stick with the insur-

ance companies they are creating today out of need.

Instead, we think that the well-designed and well-
managed multiowner insurance companies will prove

to be so profitable over time that their investor/policy-

holders will remain with the program to reap their re-
wards.

By well-designed we mean adequately funded, and

by well-managed we mean enforcing prudent under-
writing and providing sophisticated claims handling.
These multiowner insurers will require specialized un-

derwriters and specialized claims personnel, but we ex-
pect them to commit the required resources to develop
and maintain the specialized expertise needed to be

successful, something that too many multiline insurers
have been unwilling or unable to do.

The reward these multiowner companies will bestow
will be profits, plowed into surplus, providing more ca-

pacity to underwrite more investors' risks.
In the long run, this is good news-not bad news-

for today's commercial insurers.

It will remove a highly competitive faction from the
commercial insurance marketplace.

The investor/policyholders will not seek or engage
in the sort of suicidal rate cutting that has character-
ized the conventional large-risk commercial market-
place. These investors/policyholders will not risk los-
ing their investments in the heat of competition.

Ultimately, this could reduce the dramatic pricing
swings in the commercial insurance marketplace and
stabilize rates, which will benefit both insurance

buyers and insurance company investors.

Of course, there is no question that these multiowner
insurance companies also run the risk of losing all the
capital their investors have contributed, and even more
money if the investor/policyholders are subject to calls
for additional capital.

As a result, managers of-and investors in-these
multiowner insurance companies should keep a keen
eye on exactly who is jumping into these lifeboats.

Controlling health care costs starts with providers
To the editor: Your endorsement of

"managed" health care and utilization re-
view as welcomed trends (BI, March 31) is

well-founded, but I believe you and your
readers still demonstrate an inhibition to

accept the notion that meaningful, long-
term control of health care costs must be

implemented at the provider level.
The vehicle(s) to achieve that objective

can take several forms, but once achieved

and coupled with an effective, compre-
hensive utilization review program, the
magnitude of savings in health care costs
will be dramatic.

I am surprised that the linkage, intel-
lectually and pragmatically, has still
escaped so many practitioners, plan spon-
sors and observers.

I would applaud B. Marc Allen, whose
letter on the same page points out the
value of utilization review programs for
controlling the stop-loss reinsurer's costs,
but we know from experience over the
past two years that the ultimate savings to
the reinsurer comes from two sources: ne-

gotiated fees with providers and utiliza-

Business Insurance welcomes let-

tera from its readers. Please keep
your comments as brief as possible.
We reseive the right to edit. letters
for darity or space. We witt not'
publish unsigned letters: Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush St.,

Chicago, Ill 60611.

tion review.

The former is far more valuable than

the latter to the reinsurer. That is what

makes reinsurers with which we work so

delighted to offer substantial reductions

in stop-loss premiums.
Ralph N. Galascione

Principal
The Benefits Consulting Group

San Diego, Calif.

Illinois Insurance Exchange is growing
To the editor: As counsel to the oldest

active syndicate at the Illinois Insurance
Exchange, I would like to comment on
your article "Illinois Exchange Gains
New Member" (BI, March 31).

After noting approval of the Cal Fed
Syndicate, you reported the withdrawal
of the LWB Syndicate, which had written
42% of the exchange's 1985 volume.

However, the article did not note that

the other syndicates have more than

taken up the slack. The present pace of
writings by active syndicates should in-
crease 1986 writings by at least 40% to 50%
over 1985's volume, even without LWB
Syndicates's help.

The exchange has grown and diversi-
fied enormously with new syndicates and
the hard market.

Randall Kleinman

Malloy & Kleinman
Des Plaines, Ill.

Marketing ends don't justify creative means
To the editor: A letter on March 31 crit-

icized a Delta Dental ad for its "blatant

sexist approach." The subsequent reply
from a spokesperson for the advertiser
said, in part:

"We feel the ad is appropriate in the
context of the campaign, which features
different parts of the body that people in-
sure. Sometimes the more striking the
campaign, the stronger the reaction to it."

Without arguing whether or not the ad
was blatantly sexy, or questioning the dis-
tinction between one ad and a "cam-

paign," I would take extreme issue with
any statement that suggests marketing
ends justify creative means. And, I'm

using the word "creative" advisedly.
If you just want a strong reaction to an

ad, I suggest running a colorful picture of
a dog that's just been flattened by an 18-
wheeler. You'll get a strong reaction, but
does that make it a strong ad?

While I personally don't think the
Delta Dental ad was all that bad, I'd hate
to see somebody really make ads on the
premise "the more striking the campaign
the stronger the reaction to it."

Tom Butters

Director of Communications

Packaged Automated Life/Liability
Management Inc.

Indianapolis

. business
msurance®
Reporting weekly for corporate risk,

employee benefit and financial executives

Publisher. Alfred Malecki (New York)

Editor Kathryn J. Mcintyre, A. R M (Chicago)

Deputy Editor: Mark S. Rosati (Chicago)

Managing Editor: James M. Burcke (Chicago)

Assistant Managing Editor. Dave Lenckus (Chicago)

CHICAGO: Alison Kittrell (Copy Editor)
Joanne Wojcik O'Hare (Assistant Copy Editor)

Carol Cain (Associate Editor)

Meg Fletcher, ARM (Associate Editor)
Stephen Tamoff (Associate Editor)

Linda J. Collins (Agent/Broker Topics

Associate Editor)

Donna DiBIase (Staff Reporter)

Marilou Jones (Directo,y Editor)

Holly E. Seguine (Graphics Editor)
Amy Palmer (Graphic Artist)

Paul Winston (Proo#eader)
Call Sangalis (Assistant to the Editor)

DALLAS: Michael Bradford (Associate Editor)

LONDON: Stacy Shapiro (London Editor)

LOS ANGELES: Robert A. Finlayson (Bureau ChieO
Steve Taravella (Associate Editor)

NEW YORK: Douglas Mci.eod (Bureau ChieO

Judy Greenwald (Associate Editor)

WASHINGTON: Jerry Geisel (Washington Editor)

Corporate: H.L. Stevenson (Corporate Editor)

Adverlising Director: Donald A. Walsh (New Yom)

Midwest Sales Manager. Robert L Niesse (Chicago)

CHICAGO: Deborah D. Neale (Dist,ict Manager)
Margaret Hikido (Distnct Manager/

Classified Sales)

Fran Prybylo (Production Manager)

LOS ANGELES Michael J. Sharpe (District ManageO

NEW YORK: Charles A. Horvath (District Manager)

Jack Forrest (District Manager)
Martin J. Ross (District Manager)
Courtney Bauer (District Manager)

Director of Communications: Ronnie l. Drachman

(New York)

EDITORIAL: Chicago: 312-649-5398
Dallas: 214-363-1066

London: 01-404-4228

Los Angeles: 213-6514710
New York: 212-210-0100

Washington: 202-662-7200

ADVERTISING: New York: 212-210-0133

Chicago: 312-649-5276
Los Angeles: 213·651-3710

COMMUNICATIONS: New York: 212-210-0132

CIRCULATION: Detroit 313-446-1611

Published by Crain Communications Inc. Chicago
G.D. CRAIN JR. f

Founder (1885-1973)

MRS. G.0. CRAIN

Chairman

KEITH E. CRAIN 8

Vice chairman

S.R. BERNSTEIN
Chairman-executive committee

RANCE CRAIN

President

MARY UY CRAIN

Treasurer

MERRILEE P. CRAIN

Secretary

WILLIAM A MORROW

Senior Vp-operations

Published weekdy at 740 Rush St., Chicago, 111. 60611, Telex 254248, Cable
CRAINCOM. Offices: 220 E. 42nd St., New York, N.Y. 10017. Telex 604207
CRAIN COM NYK: 1 Northpark. East Suite 114. 8950 N. Central
Expressway, Dallas, Texas, 75231: Suite 814, National Press Building,
Washington, D.C. 20045: 6404 Wilshire Blvd., Los Angeles. Calif. 90048;,
20-22 Bedford RoN. London Wel A 4EB. England. $1.50 a copy. $60 a year '
in U.S. Canada and all other foreign add$16 forsurface mail. Europe and
Middle Eat only add $45 for air delivery. FIrst-dass mail to U. S. and Canada i
only, add $48. Bermuda only, $105 per year expedited delivery. WILUAM
STRONG, vp-circulation. NICK CAVNAR. circulation manager. JOHN '
HUFFMAN, Adm/ment diec¢or. Four weeks' notice requked for change of
address. Send subscription correspondence to Circulation Department.
Business Insurance, 965 E. Jefferson Ave; Devoit. Mich.. 48207. or phone
3134*1611. Microfilm copies are avallable from University Micromms, 300
Zeeb Road, Ann Arbor. Mich. 48013. Microfiche copies available: Bett &
Howell, Micro Photo Division. Old Mansfield Road, Wooster, Ohio 44691.
Portions of the editorial content of this issue are available for reprint or
reproduction in other media. For Information and rates to reproduce in
general circulation media, contact: ART MERTZ, The Crain Syndicate, 740
Rush St., Chicago, W. 60611, 312-649-5303. For reprints or reprint
permission contact Rep,Int Depanment, Business Insurance, 220 E. 42nd
St. New York. N.Y. 10017,212-2100229.

Member of Business

Publications Audit of Circulation NW



i

R

E
i

don't have

data from any source to generate the information you need
That' s any source, be it another aisurer, your own files
or an independent claim service

What makes our risk management service the cream
of the industry?

"(DEIT . vater.:-k- ..3.3* vou the fle,ib{11.13.=--al-Mi freedum-fo
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-manive.1#te rt: 1 Drof-{Ace=p), 061:,-·219 Lhe d.ata boti want. And.A I

if needed, we can develop customized proamming
specifica}ly (66.... ::., 1.

- I

- - Ouz pig<.ess.:20:-taf-risk-management team-delivers
lifetitiae support with comprehensive i_si« ing> ongoing
customer assistance and continuous system enhancements.

We try to solve our customers' problems before they
begin by regularly soliciting their input on system design.

1 But, if problems do come up, our hotline handl., them fast.
So get a taste of The Travefers Risk Management

Information Services.

Youll discover we're one peach of a team.
Call Linda Sundram at (203) 277-6943. Or write to her

at The Travelers, RMIS-9CR, One Tower Square,
Hartford, CT 06183.
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spotlight report

Bermuda captives
Continued from page 6
Island Reinsurance Assn., a captive
reinsurance pool.

The number of captives managed
also climbed to 140 last year from
135 the previous year.

Several factors account for the

growth in premium volume, ac-
cording to Thomas A. Clark Jr., as-
sistant vp with J&H Ltd.

The company has seen "a signifi-
cant amount of activity" in the for-
mation of captives to write fully
funded directors and officers liabil-

ity programs, Mr. Clark said. In
such programs-which typically
operate without reinsurance-poli-
cyholders fund their captive's ag-
gregate limit of liability with cash
or letters of credit.

Along with the addition of new
captive clients, the casualty premi-
ums of existing clients have in-
creased, he noted.

J&H has added more captives

since the beginning of the year and
currently manages about 143, ac-
cording to Mr. Hall. In all, since the
beginning of 1985, J&H has added
about 13 captive clients and lost
five others for a net gain of eight,
he said.

"A couple" of captive clients
were lost when their parent com-
panies were acquired by other cor-
porations that already had their
own captives, he said, adding that
in one case, the acquiring corpora-
tion already had a self-managed in-
surance subsidiary.

One association captive that was
formed five years ago and never
became very active went into vol-
untary liquidation after its partici-
pants "lost confidence" in the cap-
tive's usefulness, Mr. Hall said.

However, the tightening of com-
mercial property/casualty markets
may change the association mem-
ben' minds, he added. Two other

single-parent captives that were in
the process of being wound down

have decided to resume operations
because of the hard market, Mr.
Hall noted.

Last September, J&H arranged a
new program to provide invest-
ment management and banking
services to captive clients through
Schroder Investment Management
Services Ltd., a unit of J. Henry
Schroder Wagg & Co. Ltd., a Lon-
don merchant banking firm.

These services include:

• Investment of short-term

funds in Eurodollar floating rate
notes issued by sovereign entities,
government agencies or interna-
tional banks rated AA or better by
Standard & Poor's Corp., Moody's
Investor Services Inc. or other

agencies, and in Eurodollar certifi-
cates of deposit issued by banks.

• Securing letters of credit in
amounts greater than $100,000
from J. Henry Schroder Bank &
Trust Co. of New York at a pre-
ferred rate of 0.25% of the amount

of the letter of credit.

About 10 J&H-managed captives
participate in the investment man-
agement program.

International Risk Management,
the Reiss Organization unit, re-
ported 80 captives under manage-
ment last year, up from 72 in 1984.

Premium volume, however, re-
mained flat at about $514 million,

not including about $86 million in
captive reinsurance premiums
ceded to Hopewell International
Insurance Ltd., a property and ma-
rine pool.

Mr. Chilvers said he has seen lit-

tle change so far in the way exist-
ing captives are being used, though
he added that there will be some

change as captives start to partici-
pate in facilities like Tortuga Casu-
alty Co., an excess casualty insurer
whose shareholders are Reiss cap-
tive management clients.

IRM has added about 10 new cap-
tive clients in the last six months

and doubled the number of mul-

tiowner captives it manages, Mr.
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Chilvers says.
Half of the new captives are

multiowner companies and half are
single parent captives, he said.

Of IRM's total of 90 captives cur-
rently, nine are now multiowner
companies, Mr. Chilvers said.

"We have seen a lot more activ-

ity in the last six to nine months,"
he observed. "Basically, it's been
very active."

Business at Parker & Co. Intero-

cean Ltd., the captive management
unit of Frank B. Hall & Co. Inc..

remained flat last year.
Parker & Co. manages 55 cap-

tives with premium volume oi
about $450 million, unchanged
from 1984, according to Geoffrey
A. Hunt, vp and controller.

The premium volume figures in-
clude premiums written by Pau-
manock Insurance Co. Ltd., net of

premiums ceded to Paumanock by
other Parker & Co. captive man-
agement clients, Mr. Hunt said.

Frank B. Hall (UnderwritinE
Managers) Ltd. writes unrelated re-
insurance risks for Paumanock, a

unit of Grumman Corp.
Mr. Hunt said that Parker & Co

has three or four new captives ir
various stages of formation, addins
that most new clients will probabll
not be single parent captives.

"Recently there has been mor:
interest in the way captives ari
being used, for obvious reasons," h:
said, referring to the tight commer
cial property/casualty market "W:
are expecting to see very few sin·
gle-parent captives, but probabll
more groups and associations beina
formed."

Captives managed by M&3'
(Bermuda) produced premiums o
$266 million last year, according t,
Mr. Carr, up from an estimatec
$225 million in 1984. At year-end
M&M (Bermuda) managed 80 cap·
tives, up from 78 in 1984.

Captives now under manage
ment number 82, four or five o'
which were formed in the last si:

months, Mr. Carr said. Anothe

three captives are in various stage
of formation, he added.

Recently formed captives hav,
included both single-parent anc
group or association companies, h,
said. Twelve of M&M's 82 captive
are association-owned entities, h,
said.

Premium volume growth is com
ing not only from new captives bu
from expansion of established ones
Mr. Carr reported.

Membership in Attorney Liabil
ity Assurance Society Ltd., a law
yers' professional liability grou]
captive, has jumped to 200 lav
firms from 50 a year ago, he said.

Other parent companies o
groups are considering using cap
tives to write new lines of cover

age, to assume higher retentiot
levels, or to fill holes in commer

cially insured primary layers.
"The areas where we have seei

big growth are product liability an,
professional liability," he said. "W,
have seen captives writing produc
liability that were never intereste,
in writing it before."

Other new lines being consider·e,
by some captives are directors ant
officers liability and credit risks, h
said. Satellite manufacturers ar

also thinking about insuring sate]
lite risks with captive insurers, Mi
Carr said.

Rollins Burdick Hunter (Ber
muda) Ltd., a unit of Combined In

ternational Corp., reported pre
mium volume of $260 million fror.
40 managed companies last year, u
from $222 million in premium
from 30 managed companies i}
1984.

RBH added five new multiowne

captives to its stable in 1985, ac
cording to Mr. Lorhan. The fiv
new captives-like eight other
that RBH incorporated in 1984-
reinsure auto risks written b

Globe Life Insurance Co. and Vi

ginia Surety Co. Inc., both Com
bined International units. The cap

Continued on page 1
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Bermuda captives
Continued from page 10
tives' shareholders are agents pro-
ducing business for the two com-
panies, Mr. Lorhan explained.

"Last year was a big year for the
car business," Mr. Lorhan ob-
served, explaining the increase in
premium volume.

RBH is also talking with "a num-
ber of groups" unrelated to the car
business about forming captive
companies, he added. One of these
is a group of construction contrac-
tors for which RBH hopes to have a
captive capitalized at $50 million
operating by May, Mr. Lorhan said.
RBH had planned to have this cap-
tive running by last June, but prob-
lems between reinsurers and the

fronting company have delayed its
start-up, he explained.

Mr. Lorhan added that several

parent companies or groups are ex-
panding their use of captive facili-
ties. Four RBH-managed captives,
for example, are now writing ex-
cess casualty layers on which they
hadn't participated before. Another
company has added foreign prop-
erty exposures to its captive cover-
ages, he said.

Hanna Insurance Management
became Bermuda's sixth-largest
captive manager based on premium
volume last year-up from the No.
9 spot in 1984-mainly on the
strength of its acquisition of S.H.
Grayston Management and Cor-
roon & Black's captive manage-
ment business.

Hanna reported volume of $250
million from 71 managed captives
last year, compared with $150 mil-
lion from 32 managed captives in
1984. The premium figures include
premiums written by Corporate In-
surance & Reinsurance Co. Ltd.

and the Risk Exchange Assn; two
pools managed by Hanna.

However, Mr. Grayston said in-
clusion of the pools' premiums re-
sults in very little double-counting
of premiums, since most of the
pools' participants are not Hanna-
managed captives.

Mr. Grayston says he brought 25
to 28 clients with him when he sold

Grayston Management to Hanna.
Corroon & Black added another 12

to 14 clients, he said.

"A couple" of the Corroon &
Black-managed captives did not
move over to Hanna, one because it
was running off its book after its
parent company merged with an-
other corporation, Mr. Grayston
said.

Hanna expects to have eight to 15
new captives on board by the end
of this year, two or three of which
will be single-parent captives and
the rest of which will be mul-

tiowner captives, he said.
Hanna is now putting together a

series of joint-venture captives to
cover the workers compensation
risks of groups of employers repre-
sented by various agents or insur-
ance companies. In some of these
arrangements, the U.S. insurance
company will provide fronting ser-
vices, own shares in the captive
and act as the captive's reinsurer,
Mr. Grayston explained.

About 40% of Hanna's captives
are multiowner entities, he added.

Mr. Grayston said he eliminated
three jobs in combining the staffs of
Grayston Management, Corroon &
Black and Hanna, and now has a
total staff of 23.

Pinehurst, the management sub-
sidiary of Emett & Chandler,
jumped to the No. 7 spot among
Bermuda's top managers last year
from No. 8 in 1984, reporting pre-
mium volume of $250 million from
65 managed captives in 1985. com-
pared with $180 million in premi-
ums from 56 captives the previous
year.

Mr. Whiting said he hopes to add
another dozen captives to the roster
by year-end, several of which will
be former clients of Jardine Risk

Services Ltd. The Jardine captives
are currently under the manage-
ment of Continental Risk Services

Ltd.

Pinehurst has submitted applica-
tions for three new captives so far
thisyear, one an association captive
and the other two single-parent
captives that will write workers
compensation and general liability
coverage, Mr. Whiting said.

1
1

Manager
Parent

Bermuda captive managers

J&H Ltd.

Johnson -Higgins
International Risk Management Ltd.

The Reiss Organization
parker &c6.16rodean Lid.

Frank B. Hall & Co. Inc.

Marsh & McLennan (Bermuda) Ltd.
Marsh & McLennan Cos. Inc.

Rollins Burdick Hunter t6e;i*Jaa) Ltd.
Combined International Corpl

Hanna Insurance Management Ltd.
M.A. Hanna Co.

Pinehurst Management Co. Ltd.
Emett & Chandler Cos. Inc.

Alexander International Ltd.2
Alexander & Alexander Inc.

James (Bermuda) Ltd.3
Fred S. James & Co. Inc.

Insurance Managers Ltd.
Alexander & Alexander Inc.

1 9/estimate 2 Not including Insurance Managers Ltd.
4 Restated 5 8/estimate, restated

Overall, 20% to 25% of Pine-
hurst's clients are association cap-
tives, he added.

About half of Pinehurst's busi-

ness is produced by Risk Manage-
ment Inc., a Los Angeles-based af-
filiate, while a third comes from
Emett & Chandler offices and the

remainder from Pinehurst itself,

Mr. Whiting said.
Alexander International, A&A's

management unit, dropped to the
No. 8 spot last year with the expan-
sion of Hanna and Pinehurst.

Premium volume of captives
managed by Alexander Interna-
tional last year remained flat at
$200 million and the number of
captive clients stood at 65-includ-
ing rent-a-captive programs-un-
changed from 1984.

However, these figures do not in-
clude the business of Insurance

Managers Ltd., the Reed Stenhouse
unit acquired when A&A merged
with Reed Stenhouse last year.

IML reports managing 57 cap-

Could your employee

benefit plans be more

cost effective?

Premium volume

1985 1984

$750 million $651 million

514 million 514 million#

450 million 450 million

266 million 225 millions

Captives Staff

1985 1984 1985 1984

140 135 99 95

80 72 65 65

55 55 40 37

80 78 55 53

260 million -222 million 40 30 15 10

250 million 150 million 71 32 23 17

250 million 180 million 65 56 17 17

200 million 200 millions 65 65 28 28

200 million 200 millionl 45 45 22 23

150 million 130 million 57 53 35 32

3 Not including Sedgwick Group Overseas Management
Chart: Holly Seguine. Amy Palmer

tives last year with estimated total
premium volume of $150 million.
Combined, the two operations
would have 103 captive clients-
not including rent-a-captive pro-
grams-with total premiums of
$350 million, making it Bermuda's
fourth-largest captive manager.

The two management units had
planned to merge their operations
by last December, but office reno-
vation problems have delayed the
physical merger until early May,
according to Mr. Cossar.

While Alexander International's

clients write primarily casualty
business-especially U.S. casualty
-most of IML's clients write prop-
erty risks, Mr. Cossar added.

"I think we are going to see more
interest on the property side be-
cause we have the reinsurance fa-

cility," he noted, referring to IML's
non-marine property reinsurance
program, available to all A&A cap-
tive clients. -

James (Bermuda) Ltd. also

The EBPR Research Reports can help.

This weekly loose-leaf service concentrates

on plan design and administration, using numerous examples of

actual plans in operation.
Charles D. Spencer & Associates, Inc.

Find out how your benefit 222 W. Adams Street

Chicago, IL 60606 Bl/86

operation can be more cost efficient-
Please send me information about

read the EBPR Research Reports. the EBPR Research Reports

just send us the coupon at
right to receive more information
about the comprehensive services
available in the EBPR Research Reports.

Name
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Company
Address

City

dropped to the No. 9 spot among
Bermuda managers from No. 7 in
1984 because of Hanna's and Pine-

hurst's expansion.
James reported managing 45 cap-

tives with total premiums of $200
million last year, unchanged from
the year before.

Again, however, these numbers
do not include Sedgwick Group
Overseas Management Services
Ltd., the Bermuda management
arm of Sedgwick Group P.L.C.,
which acquired James last year.

Sedgwick reported managing 21
captives with total premiums of $70
million last year. Combined, the
two operations managed 66 cap-
tives with premiums of $270 mil-
lion in 1985, making it the
fifth-largest Bermuda manager be-
hind the combined Alexander In-

ternational/IML operation.
A preliminary integration report

covering the James and Sedgwick
operations was finished last De-
cember, though it is "unclear"
when the two firms will actually
merge, according to Mr. Sproule.

James' business comes almost ex-

clusively from the United States, is
casualty-oriented and includes al
large number of association pro-
grams. Sedgwick's business, on the
other hand, is mainly European,
mainly property and is often writ-
ten directly rather than through
fronting insurers, Mr. Sproule said.

The two operations have also
evolved different data processing
systems, and Sedgwick's business is'
more labor-intensive than James',1
he added.

"That's not to suggest that that s
incompatible with an integration of
the two operations," he explained,'

Ni:MNS bsZrfelayreth.at there are hur-One additional hurdle, he noted,

is that both firms are tied into long-1
term leases on their current office

space and will have to decide if the'
savings from greater efficiency will

be worth the cost of the merger. 
James last year added two cap-

tives-one association and one sin-

gle-parent-but lost two others, one
of which was liquidated and the
other of which became dormant. 1

Mr. Sproule said he hopes to add
five new clients this year: three as-
sociation and two single-parents
captives.

American International Co. Ltd.,

the Bermuda management arm of
American International Group
Inc., was bumped from the No. 10
spot last year by A&A's IML.

American International had 25

captives under management pro-
ducing $130 million in total premi-
ums, unchanged from 1984.

American International hopes to
add three or four new captives this
year, according to Dennis J. Hig-
ginbottom, vp and director of cap-
tive operations. i
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Bermuda captive pools yield mixed results
By DOUGLAS McLEOD

HAMILTON, Bermuda-The
most recent results of Bermuda's

property and casualty reinsurance
pools are as varied as the pools
themselves.

While the relatively new Risk
Exchange Assn. reported growth in
membership and premium volume,
other more-established pools-in-
cluding Hopewell International In-
surance Ltd. and First Island Rein-

surance Assn.-reported little or no
growth.

The Risk Exchange. formed in
1983 and managed by Hanna Insur-
ance Management Ltd., recorded
$5.25 million in earned premiums
in 1985, up from $1 million in 1984.

The number of captive insurance
company participants in the ex-
change increased to 25 with the ad-
dition of eight new members, ac-
cording to Robert J. Rosser, assis-
tant vp of Hudson Underwriting
Ltd. and manager of underwriting
services for the exchange.

The new members' parent com-
panies are Weyerhaeuser Co., Lou-
isiana General Services Inc., Ber-
wind Corp., Dome Petroleum Ltd.,
Reveo D.S. Inc., Gulf Resources &

Chemical Corp, Brunswick Corp.
and Kellogg Co.

In addition, a captive owned by
E&J Gallo Winery is expected to
join the exchange soon, Mr. Rosser
added. This would bring total par-
ticipation to 26 captive companies
with a combined net worth of $225
million.

Interest in the exchange "is
higher than it's ever been and I can
only see it going higher," Mr.
Rosser said.

The exchange-which reinsures
the property, casualty and marine
risks of its members-has had in-

quiries from an additional 15 com-
panies, according to Mr. Rosser,
who expects to see more than 30
captive members by the end of this
year.

With the increase in membership
has come an increase in per-risk ca-
pacity. Exchange capacity for prop-
erty risks increased to $3.2 million
from $2.25 million in 1984. Capacity
for casualty risks rose to $1.5 mil-
lion last year from $1 million the
previous year, and marine risk ca-
pacity climbed to $2 million from
$1.58 million.

Each risk submitted to the ex-

change is individually under-
written and ceded to members

based on underwriting guidelines
set for each captive by the captive
member itself, according to Mr.
Rosser, who has binding authority
for all but three of the captive par-
ticipants.

The exchange underwrites prop-
erty, casualty and marine "capac-
ity" risks, which consist of pro-rata
shares of large limits or a layer of
risk between working and catastro-
phe levels.

It also offers a property reinsur-
ance, or "swapping," program, in
which members reinsure one an-

other's working-layer exposures
with expected losses of predictable
frequency.

Mr. Rosser said that the ex-

change's earned premium volume
probably will increase to $8.75 mil-
lion this year from the $5.25 million
recorded last year.

About $4.5 million of the 1986
volume is expected to come from
casualty risks, about $2 million
from property, $500,000 from ma-
rine and $1.75 million from the
swapping program, he said-

The growth in volume is coming
not only from increased member-
ship, Mr. Rosser indicated, but also
from increased premiums on exist-
ing business.

"Most of the business we've seen

on renewal has been placed at in-
creased premiums," he observed,

adding that no renewals have been
bound at lower premiums.

Most of the exchange's property
business consists of highly pro-
tected risks, while casualty busi-
ness is "straight vanilla," with n D
high-risk lines like directors and
officers liability, errors and omis-
sic ns or environmental impairment
liability, he said.

Nevertheless, property rates
have jumped an average of 25% in
the last year, while casualty rates
also have risen, he noted, although

he would not give a figure for the
average casualty rate increase.

The exchange is writing most
new casualty business on a claims-
made form, Mr. Rosser added.

"Just like the commercial mar-

ket, tne exchange is tenefiting
from tightening terms," he ob-
servec.

Excnange members have held
"some discussions" about writing
D&0. E&0 and EIL business, Mr.

Rosser sai,i, though the exchange
has no cur-ent plans to expand into

these lines.

If it did expand, he added, this
coverage would be written in a sep-
arate pool.

"It wouldn't pass through the
mainstream mechanism of the ex-

change," he explained.
The exchange's Ioss ratio on 1985

business was 80%, including provi-
sion for incurred-but-not-reported
losses, compared with 83% includ-
ing IBNR for 1984.

The 1985 loss ratio is probably in-
flated by conservative IBNR

projections, Mr, Rosser said, ex-
plaining that reserves for the ex-
change's 12 pieces of casualty busi-
ness were set assuming a 100% loss
ratio.

The exchange's expense ratic
was less than 5% in 1985, and is ex-

pected to drop in 1986 as volume
increases.

Another facility reporting
growth is the non-marine property
reinsurance facility managed by
Insurance Managers Ltd., a unit of

Continued on next page
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Continued from previous page
Alexander & Alexander Inc.

The IML facility, which has been
operating for 12 years, provides a
$10 million primary property rein-
surance layer to captive clients. If
the maximum foreseeable loss on a

property risk exceeds $10 million,
the facility can provide additional
limits to the extent that it can ar-

range internal facultative excess or
automatic excess reinsurance to

cover that risk.

The IML facility's reinsurers in-
clude two lead London un-

derwriters and 50 following inter-
national reinsurance markets: said
IML President David A. Brown.

Reinsurance for the facillty is

brokered by Alexander Howden
Reinsurance Brokers Ltd., a Lon-
don-based A&A unit.

The facility is limited to captive
management clients of IML, the
former management unit of Reed
Stenhouse Cos., which A&A ac-
quired last year, and Alexander In-
ternational Ltd., A&A's own man-
agement subsidiary.

About 16 of IML's 57 captive
management clients cede business
to the facility, though none of
Alexander International's captive
clients has yet ceded any risks, ac-
cording to Alan C. Cossar, Alex-
ander International's president.

Premiums ceded to the facility
are expected to total more than $50

a

million for the year ending June
30, 1986, compared with just more
than $20 million in ceded premi-
ums for the year ending June 30,
1985, according to Bernard S.Y.
Fung, executive vp of IML.

"A significant piece" of the in-
crease in volume has come from

rising property insurance rates, Mr.
Fung said.

Meanwhile, premium growth
was marginal for Hopewell, man-
aged by The Reiss Organization's
International Risk Management
Ltd. and owned by 36 captive in-
surance company shareholders.

Hopewell reinsures the property
and marine hull and cargo risks of
about 50 Reiss-managed captives

To the master violin craftsman, there is no
room for mediocrity. The restoration of a
fine instrument is an art that demands

experience, hard work, and an unwavering
commitment to excellence.

IRA has a 15-year experience base and the
rehabilitation expertise to restore disabled
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medical service delivery and providing
vocational rehabilitation services, IRA has
proven its commitment to excellence.

Today, we're building on that commitment.
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.

When it comes to the art of restoration, IRA
agrees with the master craftsman. There is
no room for mediocrity.

For more information, contact your local
International Rehabilitation Associates office
or call toll-free 800-IRA-HELR In Alaska or

Hawaii, call collect 215-687-9450. Or write:
Intracorp, Mr. Daniel H. Davis, Senior
Vice President, 985 Old Eagle School Road,
Wayne, PA 19087.

IRA. Rehabilitation that works.

international rehabilitation associates inc.

An Intracorp Company

under a series of quota-share and
excess-of-loss treaties.

Under its quota-share treaty ar-
rangements, Hopewell and its
shareholders retain about 30% of

the business written, while the re-
maining 70% is reinsured with
about 250 professional reinsurance
companies.

Hopewell's earned premiums for
the fiscal year ended June 30, 1985,
rose slightly to $86.2 million from
$85.6 million in 1984. In its annual
report, IRM explains that the slight
change "reflects the tail-end of the
soft market conditions which his-

torically provide little incentive for
increasing the volume of exposures
at the risk of rate adequacy."

business insurance, April 14, 1986/ 17

Net earned premiums after ceded
reinsurance premiums remained
basically flat at $1.76 million in
1985, compared with $1.77 million
in 1984.

After ceding and other commis-
sions earned, Hopewell's total un-
derwriting income amounted to
$21.4 million, down slightly from
$21.7 million in 1984.

Underwriting expenses, mean-
while, also dropped slightly to $20
million from $20.5 million in 1984.
Net incurred losses-one compo-
nent of underwriting expenses-
declined to $502,864 last year from
$719,911 in 1984.

The result was an increase in net

underwriting profits, which
amounted to $1.4 million last year,
compared with $1.2 million the
year before. Net income after ad-
ministrative expenses and invest-
ment gains, however, declined to
$3.2 million from $3.3 million in
1984, mainly because of declining
yields on Hopewell's bond portfo-
lio, the annual report says.

First Island, owned by nine cap-
tive insurers and managed by
Johnson & Higgins (Bermuda) Ltd.
reported a slight drop in premiums
last year.

First Island reinsures the first

$25,000 per occurrence of members
workers compensation, general lia-
bility and automobile liability risks,
making it a facility for insuring ex-
posures with a high frequency 01
losses rather than high severity.

All reinsurance assumed by the
pool is retroceded to participating
companies in varying percentages
Three of the captive participants-
not identified by name in First Is-
land's annual report-assume a lit-
tle more than 70% of the facility'.
total retrocessions.

Parent companies of the nine
shareholders are Clark Equipment
Co., Continental Can Co., Bundy
Corp., GTE Corp., Burlington Mills,
Dexter Corp., Chesebrough-Pond's
Inc., Reynolds Metals Co. and Rei-
chold Chemical Co.

A 10th captive, Beryl Insurance
Co. Ltd., owned by Acme Stores,
stopped ceding and accepting rein-
surance premiums through First Is-
land last June.

Reinsurance premiums assumed
through the facility amounted to
$58 million for the year ended June
30, 1985, down from $61 million in
assumed premiums in 1984, accord-
ing to First Island's annual report.

Losses paid and outstanding
losses, meanwhile, rose to $52.5
million last year from $52 million
in 1984. After management fees
and expenses, total underwriting
expenses amounted to $52.9 million
in 1985, compared with $52.5 the
previous year.

First Island participants divided
net underwriting income of $5.1
million last year, compared with
net underwriting income of $8.4
million in 1984.

The 1985 underwriting results
for Corporate Insurance & Reinsur-
ance Co. Ltd., managed by Hanna
Insurance Management Ltd.
weren't available at press time.

CIRCL reinsures the workers

compensation, general and prod-
ucts liability, automobile, umbrella
liability and patent infringement
risks of its 15 captive participants
retroceding the risks back to the
captives under a quota-share excess
casualty treaty.

Business assumed under the ex-

cess casualty treaty relates to losses
in excess of $250,000 up to a maxi-
mum of $5.5 million per occur·
renee.

CIRCL retains 10% of the rein-

surance ceded to it and retrocedes

the rest to participating captive in-
surance companies.

The facility discontinued a pri-
mary casualty treaty program in
November 1984.

In 1984, the facility recorded
gross premiums of $22.7 million.
$14.3 million in the primary casu-
alty program and $8.4 million in
the excess casualty program. .



18 / business insurance, April 14, 1986

spotlight report

AIG seeking sponsors for excess facility
By DOUGLAS McLEOD cess of at least $25 million. and director of captive operations hopes to raise a minimum of $10C The new company, Excess Lia- for American International Co. million from corporate sponsors tc bermuda

HAMILTON, Bermuda-Ameri- biliy Insurance Ltd., was incor- Ltd. in Bermuda, AIG's captive begin underwriting.
c:n International Group Inc. is try- pora:ed in Bermuda earlier this management subsidiary. AIG itself will invest $10 million

ing to line up corporate sponsors in year, and a holding company, Ex- Excess Liability Insurance is nos in the company and is looking for
the United States for a new off- cess Liability Holdings Ltd., was yet capitalized, Mr. Higginbottorr- other sponsors :o contribute $1C
shore insurance company that incorporated in Barbados, accord- said. million each, though contributions

would provide liability limits ex- ing to Dennis :. Higginbottom, vp However, the holding company may be smaller, Mr. Higginbottom

Ttrmnek

Get Off it
A runaway ride on the underwriting cycle s not Inevita1515- ,:,* Knowing a reinsi, rer

with both feet on the ground is a greatway,O begin to get off the cycle in fact a partnership witha creative reinsurer IS the smartest {and safest) dictance
betneen two po,ntsAt T*enw,ck, w€ offer substantial reinsurance capacity forcasuaity anti proKerty risks and programsR,y(?,lf" utthe cycgiZen iTcl5and'-renw

id

said.

"We are trying to get together a
fairly small group of sponsors that
are prepared to put up substantial
capital," he explained. "That will
make it easier to organize."

John G. Gantz Jr., a vp with AIG
Risk Management in New York,
declined to comment on whether

the facility has received any spon-
sor commitments, citing legal con-
straints connected with the private
offering of the holding company's
stock.

"I don't want to suggest to you
that we have $98 million in our hid
pocket and only need $2 millior
more. That's not where we are,'
Mr. Gantz said. "We have had dis-

cussions with a number of com-

panies that are very interested ir.
the program."

American International Co. ir

Bermuda has sent prospectuses tc
about 100 potential investors, in·
cluding chemical and pharmaceuti·
cal companies, according to Mr
Higginbottom.

A meeting of Excess Liability In,
surance organizers has been sched
uled for the end of April, at whick
time the new company will have :
better idea how much capital it wil
raise, Mr. Gantz said.

The new company will write tw(
separate policies: one covering um
brella liability, including general li
ability, product liability and auto li
ability, and another for sudden anc
non-sudden pollution liability. Pol
icyholders must buy the umbrelli
coverage to obtain the pollutior
coverage, which will be "subject tc
very stringent underwriting," Mr
Gantz said.

The coverage will be written on ;
claims-made form excess of $21
million or the amount of underly
ing commercial coverage, which
ever is higher, Mr. Higginbotton
said. The company also will pro
vide coverage excess of self-insurec
retentions of $25 million or more
he added.

Limits available from Excess Li

ability Insurance will depend oi
the amount of capital raised anc
the amount of reinsurance it is abl

to obtain, though the insurer's ne
line on a single policy will not ex
ceed 10% of the company's capita
base, Mr. Higginbottom said.

For example, if Excess Liabilit
Insurance is capitalized with $10,
million, its maximum net line pe
policy would be $10 million.

The facility hopes eventually t
raise a total of $500 million in capi
tal, which would allow it to write
maximum net line of $50 millio

per risk, Mr. Gantz said.
The insurer's gross line per ris.

will rise with the amount of rein

surance it lines up, according to Mi
Gantz, who said that AIG affiliate

-possibly American Home Assur
ance Co. and National Union Fir

Insurance Co. of Pittsburgh, Pa.-
will reinsure Excess Liability In
surance.

He stressed, however, that th

AIG companies will simply emplo
underutilized capacity in their re
insurance of the new facility.

"It won't take away from the c:
pacity we devote to the commerci:
market now," Mr. Gantz said. "W

are not reallocating capacity, w
are dedicating additional capacit
to this facility."

The new insurer will write cop

erage for both sponsor and non
sponsor corporations, and may als
reinsure captive insurers rathe
than issuing direct policies to par
ent companies in the United State
Mr. Higginbottom said.

Like A.C.E. Insurance Co. Ltd.-

the Cayman-domiciled excess lia
Continued on page 2



HOTEL/MOTEL CATASTROPHIC
ACCIDENT LIABILITY INSURANCE.

0 NO PER ACCIDENT LIMIT. 0 NO AGGREGATE LIMI.

0 LIMIT OF $100,000 OR MORE PER REGISTERED GUEST, FOR PENNIES A DAY.
0 FOR DEATH AND OTHER SPECIFIED SERIOUS INJURIES.

0 FIRST DOLLAR COVERAGE. 0 THIS INSURANCE IS PRIMARY.

0 ALL OTHER INSURANCE OR SELF INSURANCE PROGRAMS ARE EXCESS.

0 PROTECTS SELF-INSURED RETENTION OR INSURED'S DEDUCTIBLE.

0 THIS COVERAGE SHOULD REDUCE THE COST OF ALL PRESENT

PROGRAMS - PRIMARY - EXCESS - UMBRELLA. .
0 WRITTEN ON A WORLDWIDE BASIS.

PIA Hotel/Motel Catastrophic Accident Liability
Insurance available only through youragent or broker.

I The Broker's Broker.

Professional Indemnity Agency, Inc.
,=.:.6. 409 Manville Road

'a=*1: pO.Box 130
i{**4 5-- Pleasantville, NY 10570

--'- (914) 747-1818
Facsimile: (914) 241-2052
Dom. Telex: 646929 TWX: 710-572-2197
Intl. Telex: 620129
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Operations of rent-a-captives changing
By DOUGLAS McLEOD

HAMILTON, Bermuda-The
lack of fronting insurers and scar-
city of reinsurance capacity is
changing the way some rent-a-cap-
tive programs operate, managers
report.

While traditional rent-a-captive
programs have used authorized
fronting insurers in the United
States to issue policies, the with-
drawal of several fronting com-
panies during the last two years has
led some Bermuda rent-a-captives
to issue policies directly for new
programs that involve coverages
other than workers compensation.

The simultaneous withdrawal of

reinsurance capacity also has pro-
duced more "fully funded pro-
grams," which operate without re-

insurance, managers say. In these
programs, policyholders fund their
aggregate limits of liability with
cash or letters of credit.

Despite these constraints-which
a year ago produced gloomy pre-
dictions of a decline in rent-a-cap-
tive operations-some managers
have seen significant growth in
their programs during the last year
and are predicting further growth
this year.

Other rent-a-captives, mean-
while, have for various reasons
grown very little, while still others
have become dormant since last

year.

It's hard to make general predic-
tions about the growth of rent-a-
captives, said Robert A. Mulderig
Jr., executive vp of Mutual Indem-
nity Ltd., formerly known as

Escalating prescription drug costs are
today's greatest problem in employee benefit
plans.

MEDCO's Total Approach is a unique
solution. Here's how it works.

THE SOLUTION

A mail service prescription drug program
administered by National Pharmacies, Inc.
combined with a total package of program
quality control, superior customer service,
flexibility in plan design and educational
programs are offered to our clients who
benefit from:

• lower prescription drug costs
• improved drug plan benefits

But what about emergency medication
needs which require immediate attention?

PAID Prescriptions, an affiliate of MEDCO,
provides a plastic prescription drug card to
obtain emergency medication-all within
MEDCO's cost containment guidelines.

t

Aneco Mutual Ltd.

While established, well-struc-
tured rent-a-captive programs will
do well in the next year, "some of
the more marginal rent-a-captives I
think you will see fall by the way-
side," Mr. Mulderig said.

The number of participants in
Mutual Indemnity's rent-a-captive
program, Insurance Profit Center,
has grown to 105, up from 78 in
1984 and more than double the 50

programs written in 1983, accord-
ing to Mr. Mulderig.

Written premiums jumped to S73
million last year from $49 million
in 1984, and annualized written
premiums hit $110 million in 1985
from $68 million in the previous
year.

Income from operations grew to
$7.4 million last year from $6.9 mil-

RO,4 ./

lion in 1984, while assets climbed to
$93.4 million from $61.9 million,
Mr. Mulderig said.

Single-insured programs-as op-
posed to association or agency pro-
grams-account for the largest
block "by far" of Mutual Indem-
nity's business, he noted. About
63% of Mutual Indemnity's written
premiums were produced by sin-
gle-insured programs at the end of
1984, and those programs now ac-
count for closer to 70% of written

premiums, he said.
The remaining 30% of written

premiums come from association
programs and "very few" agency
programs, he added.

"With the tightening in the in-
surance marketplace, agency pro-
grams became virtually impossible
and association programs are very

"THE TOTAL APPROACH" IS THE BEST.

MEDCO has been No. 1 in the mail service

business since its inception 16 years ago, and
is the only company to offer an integrated
emergency medication alternative.

MEDCO provides prescription drug cost
containment programs to nearly 500 major
corporations, health and welfare funds, third
party administrators and retirement plans.
It can help you contain your prescription
drug costs.

Write or call Gary Sekulski, Senior Vice
President, The MEDCO Group Marketing
Department for details today.

-

THE MEDCO GROUP

1900 Pollitt Drive, Fair Lawn, NJ 07410-2801 1-800-272-7243
See us at Booth 116-117

difficult," Mr. Mulderig explained:
noting that fronting insurers and
reinsurers would rather deal with

single insureds.
"Single-insured programs, while

not easy, are the easiest of the three
to put together," he said.

Because of difficulties finding
fronting insurers, Mutual Indem-
nity is now issuing policies direct to
five or six of its 105 rent-a-captive
clients, Mr. Mulderig said.

While direct writing isn't possi-
ble for workers compensation cov-
erage-which state laws require to
be written by authorized insurers-
it is possible for other non-statutory
liability lines like errors and omis-
sions, directors and officers liabil-
ity, environmental impairment lia-
bility, product liability and munici-
pal liability, he explained.

Workers compensation and U.S.
life and health insurance programs
account for about 70% of Mutual In-

demnity's written premiums,
though this percentage probably
will decline as premiums for other
liability lines rise, Mr. Mulderig
said.

Meanwhile, most of the reinsur-
ance available to rent-a-captive
programs is offered by only a few
large direct-writing reinsurers, in-
cluding General Reinsurance
Corp., Employers Reinsurance
Corp. and American Re-Insurance
Co., he added.

"That whole market has gone
completely to the large direct writ-
ers," he said.

To get around the shortage of re-
insurance support, seven or eight of
Mutual Indemnity's 105 programs
also are being written on a fully
funded basis, with the policyholder
funding the aggregate limit of its
policy with premiums and with the
purchase of preferred shares in
Mutual Indemnity, according to
Mr. Mulderig.

"They are doing that because
coverage is generally not available
or because the cost is so prohibitive
that they might as well fund it
themselves," he explained.

Companies that cannot buy com-
mercial primary coverage for such
risks as asbestos removal liability
may also opt for fully funded pro-
grams rather than self-insurance
because they need to show proof of
insurance to their own customers

or because commercial excess in-

surers need proof of primary cover-
age, he said.

Mr. Mulderig predicted an in-
crease in direct written and fully
funded programs, though he said
that these routes will be taken

mainly by new rent-a-captive eli-
ents.

Established Mutual Indemnity
programs have had "pretty good"
loss experience and probably will
be able to maintain their fronting
and reinsurance arrangements, he
said.

Mutual Indemnity has added six
new clients since the beginning oj
the year, and written premiums
should top $100 million in 1986
with annualized written premiums
topping $150 million, Mr, MulderiE
said.

While most of the insurer' s

growth in 1985 came from neu
rent-a-captive clients, Mr. Mul,
derig said that growth in 1986 wil}
come mainly from expansion of ex·
isting programs.

This growth will come in twc
ways, he noted:

• Workers compensation premi·
ums will increase with the im

provement in the U.S. econom)
and the acquisition of new subsi
diaries by rent-a-captive clients.

• Programs for other liabilitj
lines will expand with the "explo
sive growth" in premiums brough
about by the hardening of the com
mercial insurance market.

Continued on next pag,
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'Rent-a-captives
have suddenly

started blossoming
again,' says
Mr. Forkush.

Continued from previous page
1 Universal Reinsurance Ltd., a
privately held rent-a-captive facil-
ity managed by Atlantic Security
Ltd., also has seen growth in the
last year, according to Hal Forkush,

>·Atlantic Security's president.
Universal-whose stable of rent-

a-captive clients dropped to six in
 1984 from 10 in 1983-is now writ-
ing 15 programs, Mr. Forkush said.

Written premiums increased to
$15.8 million last year from $11.2
million in 1984, and Mr. Forkush

predicted that premiums will rise
again in 1986 to more than $20 mil-

I lion.

"It's been very, very active in the
hard market," he said. "Rent-a-

captives have suddenly started
blossoming again."

Mr. Forkush acknowledged,
however, that fronting and rein-
surance continue to be major hur-
dles for these programs.

"The most difficult problem
today is finding fronting paper," he
said.

General Re is expected to begin
using ·the recently acquired Mon-
arch Insurance Co. of Ohio. as a.

fronting insurer by midyear, Mr.
Forkush noted.

While this may help ease the
fronting problem, it still falls far
short of a complete solution, he ob-
served.

"We still need half a dozen major
companies coming back into the
 market before things become eas-
ier," he said. "I think it's going to
be this way for at least two years."

Mr. Forkush added that rein-

surers are supporting only those
programs with good loss experi-
'ence.

"It has to be a tremendously good
program before you can get a Gen
Re, an Employers Re, an American
Re interested," he noted.

The fronting problem, Mr. For-
kush o as spawned a
growin
tional"
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year to a newly formed, wholly
bwned captive, Mr. Hall added.

Vista Life Insurance Co. Ltd.,

another rent-a-captive capitalized
by J&H, has five policyholders, un-
changed from 1984, according to
Mr. Hall. Vista Life writes em-

ployee benefit-related coverages.
• Hemisphere Marine & Gen-

eral Assurance (Bermuda) Ltd.,

owned by Alexander & Alexander
Services Inc. and managed by its
captive management unit, Alex-
ander International Ltd.

A&A contributed $15 million in
capital to Hemisphere Marine &
General last November, bringing
the insurer's total capital to $21
million from $6 million at the end
of 1984, according to Alan C. Cos-
sar, president of Alexander Inter-
national.

The capital increase is intended
to finance· future growth for the
rent-a-captive operation, Mr. Cos-
sar said.

"If you want to have fronting
companies, you have to be able to
show a commitment," he observed.

• Bermuda Fire & Marine In-

surance Co. Ltd., which started a

rent-a-captive programlast year.
Written premium volume last

year was small, but BF&M Man-
agement Ltd. expects the facility to
write $25 million in premiums this

Continued on next page
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L/Cean AND ancl TYlarine
FACILITIES AVAILABLE

TO AGENTS & BROKERS OF MEMBER COMPANIES

MUTUAL MARINE OFFICE, INC.
100 PARK AVENUE, NEW YORK, N.Y. 10017 • 212-953-0580

Pacific Mutual Marine Office, Inc.
100 Pine Street, San Francisco, CA 94111 • 415-421-8972

Mutual Marine Office of the Midwest, Inc.
20 N. Wacker Drive, Chicago, Illinois 60606 • 312-368-1120

General Managers
NEW YORK MARINE AND GENERAL INSURANCE COMPANY

-Marine Managers-

ARKWRIGHT-BOSTON INSURANCE CO. NEW YORK MARINE AND GENERAL
ARKWRIGHT-BOSTON MANUFACTURERS INSURANCE CO.

MUTUAL INSURANCE CO. PENNSYLVANIA NATIONAL MUTUAL

GRAPHIC ARTS MUTUAL INSURANCE CO. CASUALTY INSURANCE CO.
LUMBER MUTUAL INSURANCE CO. REPUBLIC-FRANKLIN INSURANCE CO.

UTICA MUTUAL INSURANCE CO.

66,1 train with FlightSafety as long
as rm flying • John Duckworth, M.D.

President, Laboratory Mgt. Corp.
Memphis, Tennessee

the specific emergency procedures and
systems training in the Navajo course
keeps me sharp in the airplane. I'rn not
one of those people who jumps from one
airplane type to another The pressurized
Navajo was a big step up from the Aztec
I flew for 15 years and FlightSafety made
me comfortable with the airplane.
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Instrument/MumeinB-- resher and
Pressurized Navajo courses

"The 1/ME course is intensive on

multiengine instrument procedures. And

A matter of safety

"The simulator is a particularly important
part of FlightSafety training. Fou can
practice situations you would never try to
set up in an actual airplane-especially
one with high performance engines. It's
both a matter of safety and of not
abusing the airplane.

"Every pilot should make a
disciplined effort to stay proficient-and
that means regular refresher training. As
a former FAA pathologist, I've personally
seen the results of negligence in aviation.
Neglecting your training is probably just
as bad as skipping your preflight"

FlightSalety offers Initial and Refresher training programs
for all models of the Piper Navajo and Mojave, and for most
300- and 400-series Cessna twins. We also have Refresher
programs for the Aerostar and Beech Baron 58 series.
For other piston twins, a general Instrument/Multiengine
Rehesher course is offered. A primary multiengine rating
course ts also available. For more information, send coupon
or call the numbers below, collect.

(PIPER) (CESSNA)
FlightSafety International FlightSafety International
2949 Old Medulla Road RO. Box 12304

Lakeland, Florida 33803 Wichita, Kansas 67277

(813) 646-5037 (316) 943-2140

NAAAF

ADDRFRS

CITY STATF 7IP

AIRCRAFT

Type Registration

FlightSafety
international
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Rent-a-captives 'Bermu(la Gold'

Continued from previous page

year from its five current clients,
according to General Manager W.
Allen Taft.

BF&M Management-now writ-
ing mainly work comp programs-
also hopes to add five additional
clients by year-end, he added.

The rent-a-captive has "been
under a fair amount of pressure" to
issue direct policies, especially on
product liability risks, but has not
done so, according to Mr. Taft

"Third-party coverages in the
U.S. where BF&M is issuing the
paper are out," he said.

BF&M has considered some fully
collateralized programs, but has not
written any as yet, he added.

None of BF&M's five current cli-

ents is using the rent-a-captive fa-
eility to build up surplus so that
their risks can be transferred to a

wholly-owned captive, Mr. Taft
noted.

"We are looking for long-term
relationships. We aren't looking for
clients who are using this as a stop-
gap measure," he said.

While some Bermuda rent-a-cap-
tives expand, others report no
growth or shrinking business, and
others have ceased operating alto-
gether. These include:

• Trenwick Guaranty Insurance
Co., which now has 15 clients com-
pared with 23 last year, according
to Mark W. Hinckley, executive vp
of Trenwick Reinsurance Group.
rGIC had 14 clients in 1983.

Written premiums totaled about
$25 million last year, down from
$46.5 million in 1984. Written pre-
miums in 1983 totaled $23.5 million.

Part of the premium increase in
1984 related to a transfer of prior
period loss reserves for one client
for one year only, Mr. Hinckley ex-
plained.

He said that TGIC probably will
stay the same size or grow slightly
in 1986, though growth will not be
substantial either in the number of

programs written or in premium
volurne.

"We are not putting as much be-
hind the marketing of that product
as we did in 1984," he said. "I look

at it as a stable product that will be-
come increasingly useful as market
constraints lead clients to that al-

ternative."

TGIC is interested mainly in sin-
gle-insured programs, preferably
work comp programs with at least
$2 million in annual premiums.

About two-thirds of TGIC's eli-

ents are now single insureds, while
the remaining one-third are asso-
eiations, Mr. Hinckley said.

• Hurst Holme Insurance Co.,

formed in 1983 and managed by
H&H Group. Although H&H was
looking for possible rent-a-captive
clients last year. it has since given
up the search and Hurst Holme is
now dormant, according to Trea-
surer David Pickering.

"We aren't convinced that rent-

a-captives have a long-term fu-
ture," Mr. Pickering said. "If any-
body is serious about a captive, they
ean do it themselves."

• Old Dominion Insurance Co.,
formerly a unit of Combined Inter-
national Corp, managed by Rollins
Burdick Hunter (Bermuda) Ltd.

RBH (Bermuda) had planned last
year to use the dormant Old Do-

minion as a rent-a-captive, but the
insurer has since been sold to an

automobile dealer that will use it as

a single-parent captive, according
to John J. Lorhan, president of
RBH (Bermuda).

Meanwhile, RBH is acquiring an-
other Bermuda company that may
be used as a rent-a-captive. The
company-tentatively named
Dreadnought Insurance Co. Ltd.-
has not yet been capitalized, Mr,
Lorhan said.

"We aren't really pushing the
thing, he said, explaining that
RBH wants to have a rent-a-cap-
tive facility available if clients need
one. .

Continued from page 3
"No one here is going mad writ-

.rig huge amounts of premiums,"
reports one broker.

Even though total capacity
among Bermuda's reinsurers writ-
ing commercial reinsurance is
small-anywhere from 550,000 to
$0 million per treaty depending on
the type of business offered and the
security requirements of the ceding
ccmpany-it is prized by brokers.

The capacity was especially valu-
able in the difficult January re-
r.e wal season.

"I have never been so happy
w-th half a point," declared Robert

J. Hedges, senior vp of Intere (Ber-
muda) Ltd., referring to an un-
derwriter agreeing to assume 0.5%
of a treaty-a $25.000 to $50,000
line. "It was the hardest renewal

I've been involved in as a broker."

Smaller insurers, which include

some captive insurers venturing
conservatively into unrelated busi-
ness, generally write $30,000 to
$50,000 treaty line:. Larger Ber-
muda-based reinsurers offer maxi-

mum treaty capacity of as much as
$500,000, although more often they
offer $100,000 to $200,000 lings.

How Bermuda-based reinsurers

use this capacity,' however, has
changed dramatically in the last
several years, especially for risks in

the United States.

"It used to be a large percentage
were writing casualty and long-tai_
business. The emphasis now is or.
property and short-tail business,'

says broker Woleott H. Outer-
bridge, vp of Fairway Bermuda
Ltd. "The only exception to that is
the captive market" (see story, page
46).

And. except for normal catastro-
phe prctecticr.s, most reinsurers
are writing a net account, not the
gross-line accounts favored by
those reinsurer: no longer in busi-
ness in Bermula.

Bermuda is the only captive in-
surance 2ompany domicile that also
is home to reinsurers offering their

capacity to unrelated risks.
Corraling capacity from about 12

to 18 active markets, and supple-
menting it with lines from captives
writing a few treaties, brokers
marketing risks in Bermuda can
find:

0 Capacity of ip to $750,000 for
international excess-of-loss casu-

alty treaties.
• Capacity )f up to $2 million

and perhaps $3 million for U.S. and
international excess-of-loss prop-
erty treaties.

• Capacity for a marine whole
account, such as a treaty for a
Lloyd's of London syndicate or
good London company, of about

Contir.ued on next page
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$500,000 to $750,000.

Less capacity generally is avail-
able for proportional treaties. And
any U.S. casualty treaties, unless
they are reinsurance for captive ac-
counts, are much more difficult to
place and have to carry extremely
favorable terms to the reinsurers
before brokers will even take the
time to show the business.

Capacity for facultative reinsur-
ance placements, meanwhile, is ba-
sically limited to two regular mar-
kets: Zurich International Ltd. for

U.S., Canadian and British prop-
erty and casualty risks and the new
-and much smaller-Victoria Un-

derwriting Agency for U.S. and in-

ternational property risks only.
Zurich International writes in

layers only excess of $20 million,
offering up to $2.5 million in casu-
alty limits and $6.8 million in prop-
erty limits. Victoria has current ca-
pacity of $750,000.

While grateful for the current
capacity, brokers nostalgically re-
call the halcyon early 1980s when
capacity was much larger, provided
by the insurance subsidiaries of
four U.S. oil companies that diver-
sified into commercial reinsurance.

"It's a pity the oil people came in
and went out at the wrong time,"
says Mr. Hedges of Intere.

The oil company captives grew
substantially in the early 19805

when prices were depressed by
worldwide marketplace competi-
tion. Mounting underwriting losses
or the propect of little profit caused
each to stop underwriting:

• Phillip's Petroleum Co.'s Wal-
ton Insurance Co. Ltd., shocked by
mounting losses, withdrew in 1983
(BI, Jan, 31, 1983).

• Exxon Corp.'s Ancon Insur-
ance Co. Ltd., unimpressed with
the profit protential, stopped writ-
ing in 1984 (BI, Oct. 8, 1984).

• Gulf Corp.'s Insco Ltd., after
suffering its first operating loss in
1983 and the Gulf merger with
Standard Oil Co. of California,
withdrew in 1984 (BI Nov. 26,
1984).

The time to question hospi-
talizations is not when

they're over. It's before they
begin.

That's why Intracorp offers you a
way to verify the need for hospi-
talizations before they take place.
By identifying unnecessary hospi-
tal stays in advance, you'll be
able to save your precious health
care dollars for when they're
really needed... without sacri-
ficing quality of care.

We'11 also review each hospitaliza-
tion request and pre-set the
number of days of inpatient care
actually required. Then well
monitor the stay to make sure

Whsthis that the approved period of hospi-
talization is not exceeded.

But we don't stop there

$000 trip ... Intracorp has
other ways to save
your health care dol-

really Second Surgical Opinions that
lars. From providing

prevent unnecessary surgery, to

necessary?
programs that ex-
pedite patient dis-
charge to less

expensive--and
more comfortable-settings.

And, after discharge we'll review
the utilization of all hospital ser-
vices... and the accuracy of all
charges, so you'll know exactly
what you should pay for. And
what you shouldn't.

Intracorp Medical Review Ser-
vices are provided promptly and
professionally by our staff of
trained medical specialists,
backed by a nationwide network
of board certified physicians.

• Ocean Drilling & Exploration
Co.'s Mentor Insurance Ltd., wal-
loped with losses, stopped writing
in 1985 (BI, Feb. 4, 1985).

Except for Mentor, which is now
in court-ordered liquidation and
not yet paying any claims, the oil
company captives are running off
their business in an orderly and
professional manner, brokers re-
port.

Even in the last year, more ca-
pacity has disappeared from Ber-
muda:

• Dana Corp.'s Fairway Ber-
muda Ltd. stopped underwriting in
Bermuda on behalf of Dana's Solar
Insurance Co. Ltd. and Summit Fi-

delity & Surety Co. in March 1985.

Now in our fifteenth year, Intra-
corp is the oldest and largest
provider of disability management
services, offering you the conve-
nience of 135 offices nationwide

... the experience of over
210,000 cases... and the most
comprehensive medical review
services program available any-
where. The bottom line...a

healthy 20% or more reduction in
medical costs.

We'll make sure your company's
medical claims dollars don't get
taken for a ride.

To learn more about Intraco*
Medical Review Sen)ices call us

toll free at 1-800-345-1075 (In PA,
HI and AK call 215-687-9450),
or return the coupon below and
we'11 send you a complete set of
our brochures.

InTracorp

Innovators :n cost containment.

Mr. Daniel H. Davis,

Director of Marketing, Intracorp,
985 Old Eagle School Road,
Wayne, PA 19087

Please send me your complete
Medical Review brochure package.

Name

Title

Company

Street

City

State Zip
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• INA International Insurance

Co. Ltd. stopped even renewing in·
ternational treaty business in May

writing guidelines earlier in the
year calling for the cancellation of
U.S. risk business and prohibiting
new international treaty under-
writing.

• Berrnuda Fire & Marine In-

surance Co. Ltd.'s subsidiary, Ber-
muda London Underwritinil
Agency, stopped writing in June
1985.

• Trenwick Reinsurance Grour
stopped underwriting in Bermuda
July 1, 1985, and moved all its un-
derwriting to the United States.
Trenwick is conducting "virtually
no underwriting in Bermuda," says
an executive, and is renewing a
very limited amount of the busi-
ness it had written there.

Trenwick's office is, however
managing its rent-a-captive pro-
gram, Trenwick Guaranty Insur-
ance Co., and captives.

• Cargill Inc.'s Horizon Insur-
ance Co. Ltd. decided last Septem-
ber to stop writing international
treaty reinsurance. It had decided
in April 1985 to stop writing U.S
treaty reinsurance.

• General Reinsurance Corp
closed its contact office in October

although its underwriter had al-
ready moved to New York.

The capacity offered by these
companies, however, was either
relatively small or very specialized,
so that the reduction in capacity in
Bermuda was much less than when

the oil company captives stopped
writing.

And, new capacity is emerging in
Bermuda, most notably the crea-
tion of Victoria Underwriting
Agency in October, which is sup-
ported by its seven Bermuda-based
company owners and two other
Bermuda reinsurers.

Other captives also are selecti-
vply expanding their unrelated risk
underwriting now that business ap-
pears to be profitable, including
Tate & Lyle Reinsurance Ltd., a
subsidiary of British-based con-
glomerate Tate & Lyle, and, on an
even more select basis, General In-
ternational Ltd., a reinsurance sub-
sidiary of General Motors Corp.

But while capacity has changed
little, higher prices and new attrac-
tive business opportunities are
driving up the gross premiums
written for commercial reinsur-

ance by the remaining Bermuda-
based companies. Gross premiums
written for this business will ex-

ceed $300 million this year, up from
about $260 million in premiums
written in 1983 by a larger number
of insurers.

And, the $300 million estimate
excludes the hundreds of millions

of dollars in premiums ceded to
Bermuda-based subsidiaries of in-

ternational insurance companies
for various management reasons.

With basically the same capacity
as last year and increasing premi-
ums, brokers declare that market
conditions in Bermuda have stab-
lized.

"Any broker who doesn't use
Bermuda is not doing his client a
service," contends Mr. Hedges of
Intere.

The reinsurers writing commer-
cial reinsurance in Bermuda in-

clude insurance subsidiaries of

U.S., Canadian, British and Belgian
industrial corporations and con-
glomerates, affiliates of major in-
surance companies based else-
where, private-investor-owned
companies and one publicly traded
company.

They have varying reasons for
operating from Bermuda. Some
started as Bermuda captive insur-
ers, writing only related risks, and
are now growing into conventional
reinsurers. Others, structured so
that they are exempt from taxation
in other jurisdicitions, freely admit
they benefit from operating in a
tax-free environment.

Continued on nezt page
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Financial reinsurer of
The leading financial reinsurance specialist is offering

new capacity to needy ceding companies.
Pinnacle Reinsurance Co. Ltd., known as an underwriter

of runoff reinsurance, is responding to "great demand for
filling coverage gaps," says President Alan D. Kilby.

Pinnacle is providing capacity by writing "prospective
timing risk" contracts, under which Pinnacle guarantees to
pay losses up to an aggregate limit as claims covered by the
contract arise. Pinnacle prices the contract expecting to pay
the aggregate limit. If it does not, the ceding company re-
ceives a commutation with a profit commission.

An actuary hired earlier in the year is :he timing risk
underwriter, bringing Pinnacle's staff to eight.

Pinnacle's runoff reinsurance contracts also are in high
demand, both by U.S. companies and now a growing num-
ber of companies in other countries, Mr. Kilby says.

Competition from U.S. insurers in the past year didn't
develop as expected, Mr. Kilby says.

"The domestic companies were hurt by the AICPA
guidelines and Regulation 108," he says. The guidelines

fers new capacit
from the American Institute of Certified Public Accoun-

tants and New York Regulation 108 say runoff contracts
must transfer the risk of when claims will be paid to qualify
as reinsurance for financial and statutory reporting.

Pinnacle writes contracts passing these tests, but also can
write contracts without accepting the timing risk at the re-
quest of a client and when regulations don't prohibit it.
Writing contracts that promise to pay a certain amount at
certain times decreases the premium charged. But, Pinna-
cle prefers contracts that pass the tests, notes director Ste-
phen Lawrence, because they have more profit potential.

U.S. insurers and reinsurers also hesitated to get into fi-
nancial reinsurance as they devoted more time to their own
financial problems and raising rates on conventional busi-
ness, Mr. Kilby adds. So, 1985 was a good year for Pinnacle,
with a record number of contracts written, he says.

Pinnacle's 1985 financial statements are not yet available,
but Mr. Kilby said that the company is expected to show
good growth. At year-end 1984, Pinnacle reported capital
and surplus of $42.6 million, up from $34.1 million in 1983.

WECOVERMORETHANONETHIRD
OFALL CORPORATEJErS.

Raise your sights to the elite Fortune 500 and AAU's marketshare is even
wider- approximately 40%. That's one measure of our industrywide impact

over the past 56 years. Reasons? Under AAU's protection, companiescan move
forward confidently in their corporate aviation programs. They respect our

professional underwriting, our superior claims handling, and our contributions
to aviation safety - such as our exclusive VISTA program and Flight Department

Operations Surveys. AAU underwrites on behalf of over 30 participating

and affiliated insurance companies, worldwide. Ask your own insurance agent or broker. Ask around. Come
under AAU's protection and youll be in /M/-Il I

very ood company. FLYING FIRST LASS

Another Pinnacle venture intended to provide new ca-
pacity is not writing business yet. Apex Reinsurance, which
Pinnacle capitalized last year at $5 million to provide rent-
a-captive programs, has yet to accept a client. Finance &
Risk Services Ltd. in Bermuda is Apex's producing agent.

Among several other reinsurers in Bermuda specializing
in runoff reinsurance is a new competitor. Forum Reinsur-
ance Co. Ltd., formed in July with $30 million in capital.

The company has four staffers in Bermuda, and sources
say it is writing business, but newly appointed Insurance
Manager Richard Thompson would not comment.

T.J. Marett, who formerly was with Pinnacle, was
Forum's first president. He resigned in January.

A one-time competitor, Shippan International Insurance
Co., is currently dormant.

Bacardi Capital Ltd.: which purchased 75% of Shippan
from several original shareholders, is now analyzing the
financial reinsurance business Shippan had written and is
looking for a manager, said an executive. The other 25% of
Shippan is still owned by General Reinsurance Corp.

ASSOCIATED AVIATION UNDERWRITERS'*) John Strect.New York, New Yofk 10038 · ATLANTA · CHICAGO · DALLAS · DETROIT · KANSAS CITY · LOS ANGELES · SAN FRANCISCO · SEATTLE

Bermuda Gold'
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And most say that Bermuda's
geographic location offers them the
best of what all international mar-

kets have to offer, especially now
that capacity is scarce worldwide.

Reports on the largest of these
reinsurance companies and several
others representing the various
types of reinsurance business writ-
ten in Bermuda follow:

GTE Reinsurance Co. Ltd.

Treaty reinsurer GTE Reinsur-
ance Co. Ltd. is preparing to be-
come "a first-class international re-

insurance company," says newly
appointed Managing Director Jens
Juul, who joined GTE Re in March.

Mr. Juul succeeds retiring Vp
and General Manager Kenneth
Biersack and Managing Director
Albert Lawton, who had retired.

"This is a fantastic challenge,"
Mr. Juul says. "The company has
been operating for close to 10 years.
It's a survivor among the many fel-
low captives."

GTE Re, the
Bermuda-based

 subsidiary of
/P'-1 GTE Corp., al-

ready is the most
active conven-

tional treaty re-
insurance un-

derwriter in

Bermuda.

1 - Gross premi-
Mr. Juul ums written

grew 6.6% in
1985 to $188.8 million and net pre-
miums written grew 16.2% to $166.9
million. Less than 30% of its busi-

ness is related to GTE risks.

Net income was $5.1 million,

compared with $200,000 in 1984,
despite a 1985 operating loss of $8.3
million that far exceeded 1984's op-
erating loss of $2.3 million. Rea-
lized investment gains of $13.3 mil-
lion in 1985 made the difference.

GTE Re reported an under-
writing loss in 1985 of $25.7 million,
compared with $16.1 million in
1984. However, the company also
increased its loss reserves 49% in

1985 to $271.3 million from $182
million.

Investment income before rea-

lized investment gains totaled $18.4
million in 1985.

Shareholders equity at year-end
1985 was $61.9 million, up from
$55.2 million in 1984.

"We completed what we set out
to do in 1985-reviewed the entire

book. Our decks are clear and we

are dealing with problems," said
Mr. Biersack in mid-March before

leaving for an extended vacation
preceding his July 1 official retire-
ment.

GTE Re "made significant in-
creases in non-U.S. source business,

up to about 15% of its book," Mr.
Biersack noted. One method used:

It exchanged with a European rein-
Continued on nezt page



You want flexi ble funding
in your group health plan.
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You get it with General Americant
unique Minimum Premium advantage.

Our Minimum Premium plan, noted for its
strong contract guarantees, combines the
best features of conventionally-funded and
self-funded plans to help you reduce premi-
ums without sacrificing high-risk coverage.
It is just one of the many funding arrange-
ments that have helped General American
triple the number of new large group poli-
cyholders in the past two years.

We recently commissioned a national
research studytodetermine what factors bro-
kers consider important in the selection of
a large group health carrier.* Seventy-five
percentof those surveyed cite flexible fund-
ing arrangements as very important. You
probably agree.

This confirms our conviction that you
don't win business by making groups con-
form to your terms; you adjust your plans to

fit their needs. That's the General American

idea of service.

A FULL ARSENAL OF

FUNDING ARRANGEMENTS

In recent years our clients asked for im-
proved cash flow, low net cost, flexible mar-
gins, simplified administration, guaranteed
retention, and no carry-forward of deficits.
We responded with plans like Minimum Pre-
mium, ASO, Flex Funding, CONCEPI High
Deductible, and CAR

Each of these products has unique features
to meet specific needs. Together, they give
us a full arsenal of funding options to meet the
wide range of options large groups demand.

FREE LITERATURE AVAILABLE

For more information about our company
and ourgroup health products, contact your

consultant, broker, or agent. For a free bro-
chure on our Minimum Premium plan, call
your local General American group sales
office or mail the coupon below.

LIFE INSURANCE COMPANY *9:
-----

E- Bill Kuehl
Marketing Director-Large Group
General American

700 Market Street

St. Louis, MO 63101

Please send me your free brochure,

The Minimum Premium Advantage.
No obligation, of course.

Name

Company

Street

*Top of the Market" in employee benefits | City

My broker is
* Fleishman-Hillard, Inc. Opinion Research Division, November, 1985 ----

State

Phone

Zip

1

1

1

1

-----
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If there's one thing that can make a computer company hot under the collar, it's watching millions of dollars worth of high
technology products go up in smoke.

Fortunately, that's one experience Digital Equipment Corporation will probably never go through, thanks to two things.
A very innovative risk management department. And a very innovative insuren Arkwright-Boston.

RESPONSIVENESS WAS THE HOT BUTTON.

So, why does one of the world's largest computer companies pick an insurer like Arkwright-Boston to protect their computers
Well, look at it this way. Digital is a leading supplier of information management systems and network products for the office

and small business. With total revenues of more than $5 billion, from operations in 48 countries on five continents, Digital needs
an insurer that can react. And fast.

Which is precisely what we did when Digital asked us to help with a major challenge.
It seems that Digital, in an effort to protect their computers and peripheral equipment, packs them in foam plastic cushioning.
A very good idea as far as shipping is concerned. A very flammable one as far as storage and fire hazards are concerned.
So we're working with Digital's own risk management and distribution teams to put our knowledge of fire hazards to good use

We're testing fire-resistant packaging they developed, which will be called, logically enough, the-box-that-doesn't-burn. Using the
latest sprinkler technology and our years of fire research, the tests are rather extensive.

But in the end, we expect Digital's solution to be quite a breakthrough. For one thing, the new boxes will have low combusti-
bility and will be a lot less expensive to manufacture. And because the packaging materials are expected to be FDA approved,
there may be other applications outside the high tech industry.

Now, if you think the only thing Digital will end up with is a very effective way to protect their products from the ravages of a
catastrophic fire, think again.
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You see, when the company starts protecting their computers in the new containers not only will distribution costs of ware-
iousing be dramatically lower, insurance costs will be a lot less too.

Which just goes to prove what we\re been saying all along. Arkwright-Boston is not only a company that insures you. It's a
:ompany that protects you.
WHY OTHER INSURERS ARE FEELING THE HEAT.

Let's face it. Even a fire-resistant box like the one we're helping Digital create is no guarantee that the company will never
suffer losses in a fire.

But if they ever do, one thing is for sure. They'll never get burned by their insurance company. Because Arkwright-Boston
would be there to cover them every step of the way.

With blanket fire and extended coverage, boiler and machinery, and DIC. Coverages that Digital has worldwide.
 And if you think you wouldn't get the same level of dedication, think again. Because we put the same high standards to work
-or all our insureds.

But don't take our word for it. Ask French's mustard. American Greetings. Or Morton Thiokol. They're all our clients.
So if the idea of an insurance company with this sort of dedication and

rreativity intrigues you, call or write us. But do it soon. Because if a disas-
:er hits before we get together, your company could get burned.

Arkwright-Boston Insurance, Marketing Services, 225 Wyman St,
Waltham, MA 02154, 1-617-890-9300, Ext. 3295.

The Digital logo isa trademark Of the Dzkital Equipment /A BOSmN
Co*oration, Maynard, Massachusetts.
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INSURANCE
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We invite

your inquiry and
your business. Call
orwrite Ron Ruane
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have extensive experience w,ththis difficult·to-place ir,surance.We make it east:
you with a
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rfortty Bank Auto Leasing insurance program that Providesbroada
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• Lessors Excess Liabili*.y• Lessors Cont ngent L iatility• Lessors Contingent Phys,calDamage

• 'ntend· Car Covera• Residual Value InsurancePAIGE-RUANE, INC.
INSURANCE

The Irwin Building,460 N. Gulph Road King of P'ussia, PA 19406
(215) 265-4170
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surer GTE Re's $16 million in re-
trocessional premium from the
First Island reinsurance pool of
U.S. workers compensation, gen-
eral liability and auto liability risks

for an equal
. amount of non-

' 4 U.S. source busi-
iTt ness.

'6 GTE Re, a
I ... net-line un-

derwriter, "spar-
ingly" uses its
maximum ca-

pacity cf
c {f $500,000 for ex-

Mr. Biersack cess-of-loss rein-

surance,

$25C,000 for working excess- of-1-ss
and $125,000 for propor.ional rein-
surance, Mr. Biersack said.

GTE Re's business is aboit 6C%

casualty and 40% properry.
It is a market for captive reinsur-

Z

GTE Re is not an

enthusiastic market

for surplus lines
business, Mr.

Biersack observes.

ance on a specific excess basis only.
Its volume of captive business is
very small, Mr. Biersack says, be-
cause most programs have been
ceded to captives on a net basis.

GTE Re also continues to write

loss portfolio transfers, taking the
timing risk as is required for rein-
surers in the United States to ob-

tain credit for the reinsurance.

GTE Re is not an enthusiastic

market for surplus lines business,
Mr. Biersack observes. "A lot of it

has come through MGAs and we're
not enamored of MGA business."

Among risks GTE Re will not

Scor Reinsurance Company • 110 William Streel • New York, NY 10038 • 212-513-1777
Chicago 312-346-2189 • Dallas 214-869-6300 0 Hartford 203-525-2300

write are aviation, satellites, ma-
rine, errors and omissions, directors

and officers liability, financial
guarantees, accident and health
political risk, environmental im-
pairment liability, medical mal-
practice and railroads.

In the last year, GTE Re alsc,
stopped underwriting pure catas-
trophe reinsurance. But, if the ca-
tastrophe exposure is part of a pro-
gram, GTE Re will consider it.

The retrocessional cover needed

to underwrite the pure catastrophe
was too expensive, Mr. Biersack
said, considering that the business
did not generate that much in pre-
mium.

Assessing the company, Mr. Juul
says GTE Re has been through
Phase One of its development: "It
has established a skilled staff, a

name and a reputation. Now it's
entering Phase Two: to become a
truly international reinsurance
company-"

Between now and June, the com-
pany's strategic plan will be rewrit-
ten and some reorganization will
follow, Mr. Juul says.

There will not be a dramatic

change in underwriting approach
but a continuation of the conserva-

tive approach employed in the last
year, he said.

Noting that GTE Re eventually
will need a presence not only in the
United States but also in other parts
of the world, Mr. Juul says Ber-
muda's location is "very conve-
nient."

Mr. Juul, 37, had been a senior vp
for Chritiana General Insurance

Corp. of New York, part of Store-
brand-Norden Group in Norway,
where he was in charge of finance
and administration. At the same

time, he was vp and chief executive
officer of Storebrand-Norden Rein-
surance Co. Ltd. in Toronto.

Upon retirement, Mr. Biersack
will move to Savannah, Ga., and
will become a consultant with New

York-based Curtis International

Inc. "It's too good a time to leave
the business," Mr. Biersack says.

Belvedere Underwriting
Agents

Belvedere Insurance Co.'s capital
and surplus is now $20.1 million, up
from $17.5 million at year-end
- 1985.
li- "Hopefully
15' that will be the

*- magic number,"
..

I , -&, says President
I Francis J

Carter.

Belvedere's

increased capital
1 and surplus posi-

tion includes $1
Mr. Carter million in net in-

corne for 1985, a
turnaround from 1984 when it re-

ported a net loss of $3.7 million,
And, in 1985, Belvedere in-

creased its loss reserves 41% to $31.4
million, including additional re-
serves for uncollectable reinsur-
alice.

For Belvedere Insurance to pass
the often-cited security test of $20
million, Belvedere Holdings contri-
buted additional surplus of $2.6
million to the company on March
20. The parent company also repaid
intercompany advances and invest-
ments of $2.9 million, which nor-
mally had been excluded from the
company's capital account by ced-
ing company security committees.

Belvedere's insurance under-

writing is conducted by its subsidi-
ary Belvedere Underwriting
Agents Ltd., which also under-
writes for Brittany Insurance Co.
Ltd., a subsidiary of Petrofina S.A.

Both companies maintain a $1,5
million trust account for the pro-
tection of U.S. policyholders and
each is approved as an excess/sur-
plus lines insurer in 35 states.

Mr, Carter projects that Belve-
dere Agents will write about $35
million in premiums in 1986, 57% of
which will be written by Belvedere

Continued on page 39
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r Insurance and 43% Brittany,
S which had nearly $200 million
0 in capital and surplus at year-
k end 1985.

Brittany also entertains sub-
, missions outside of its agency

agreement with Belvedere, but
,., the business is essentially a Eu-
' ropean account.

1, Belvedere has dramatically
,* changed its underwriting since
' 1983, becoming a specialized un-
i derwriter.
. Its business is about 25% casu-

' alty; 25% surety, credit and
' h bonding; 17.5% workers com-

pensation; 12.5% major medical;
, 10% property catastrophe, and

7.5% marine.

, Its largest capacity is $975,000
excess of $25,000 for self-insured
health plans, created by propor-

4 tional reinsurance. Otherwise,
f Belvedere is writing on a net-
{ line basis following a review of

4 "We've lost money on the in-its reinsurance support.

-, solvency of retrocessionaires,"
." Mr. Carter commented, includ-
d ing Cherokee Insurance Co., a
4 Dana Corp. subsidiary that is in
L rehabilitation in Tennessee.
 Belvedere's 1984 net loss in-
h cluded a $1.9 million reserve for

uncollectable and doubtful reco-
veries from reinsurers.

Belvedere leads about 35% of
its business. And, on 90% of its

< business, Belvedere acts as
though it were a direct-writing
reinsurer, visiting the ceding
company and conducting claims
audits, Mr. Carter points out.

, Before underwriting casualty
' 1 risks, Belvedere conducts an ac-

' tuarial study of the business,
' using an in-house actuary and
i, the services of Tillinghast, Nelson
' & Warren Inc., Mr. Carter said.
C Belvedere is a market for cap-

tive reinsurance needs, but only
about 20% of its premiums will

; be generated by captive reinsur-
ance in 1986, compared with
45% in 1982. Fronting insurers

4 in the United States took much

 of Belvedere's captive reinsurance business at lower rates

than Belvedere would write,
Mr. Carter says.

Now, however, Mr. Carter ex-
pects to write reinsurance for

1 more association captives. Their
reinsurance programs are not as
controlled by a U.S. broker as
those of single-parent captives,

1 he notes.

 Belvedere is one of the few
, reinsurers in Bermuda willing
1 to underwrite U.S. casualty

risks, but about half of its casu-
alty business is related to cap-

dive reinsurance.

And, in addition to applying a

 itxrpoepulneerf CI:avlyderrestringent underwriting review,
Belvedere imposes terms to cap

insurance contracts.

writes a $250,000 excess of

 surance, it also imposes an ag-$25,000 layer of casualty rein-

gregate limit, such as $3 million.
Belvedere also writes finan-

cial reinsurance treaties, but it
does not assume the risk of

when the claims will be paid so
the premiums are not booked as
reinsurance premiums. "That
doesn't mean there is not a tim-

ing risk in the original treaty,"
Mr. Carter commented. Indeed,
Belvedere will only write those
treaties that have been ap-
proved by insurance commis-
sioners in the United States or

auditors at Lloyd's of London.
Belvedere's staff has grown to

18 and moved into new offices
on Church Street.

The new accommodations in-

clude "more electronic wi-

zardry," as Mr. Carter described
it. For exaMple, Belvedere now

 has access to on-line banking fa-
cilities.
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Frank B. Hall (Underwriting
Managers) Ltd.

Frank 3. Hall (Underwriting
Managers) Ltd. is increasing pre-
mium writings this year without
increasing its liabilities, says Vp
John C. Williams.

Huge increases in premiums
makes it possible, explains Robin
Spencer-Arscott, president of
Frank B. Hall (Bermuda) Ltd. and
its subsidiaries.

Hall Underwriting, which spe-
cializes in international short-tail
treaty business, expects to write $30
million to $35 million in premiums
in 1986, compared with $26 million
in 1985.

Since last year, it also has written
high-excess U.S. treaty business,
excluding casualty risks.

About 72% of its business is prop-
erty, 20% marine and only 8% casu-
alty. Abot-t 35% is related to U.S.
risks.

8

1

5

6

Hall underwrites on behalf of

Paumanock Insurance Co. Ltd., a
subsidiary of Grumman Corp.,
whose capital and surplus totaled
$34.6 million in 1984, the latest year
for which Paumanock's figures are
available.

Paumanock retains 25% of pre-
_. __, miums and cedes

/Ii- 1 the 75% to seven
qw) other captive in-
 39 surers.

Paumanock
r/ f'q/ wrote $34 mil-
A' Ldl lion in premi-

/1424./%* , cluding severaltreaties it has

supported in ad-
Mr. Williams dition to the

business written

by Hall Underwriting.
Submissions to Hall, which deals

regularly with only about 12 bro-
kers, have increased 50% in the last
year, Mr. Williams says.

"We've taken five years to get

known on non-U.S. business," com-
ments Mr. Williams.

"And we are certainly a lot better
known," adds Mr. Spencer-Arscott.

But, only about 30% of the in-
creased premium volume is related
to new business, Mr. Williams
notes.

Paumanock's capacity of
$500,000 is seldom used, with lines
of $200,000 to $300,000 more com-
mon.

National Underwriters
(Reinsurance) Ltd.

Property reinsurance could grow
to almost half of the $30 million in
gross premiums written by Na-
tional Underwriters (Reinsurance)
Ltd. this year, up from 40% of $29
million last year.

The marine and property treaty
reinsurer is seeing property rate in-
creases of 20% to 200%, with excess-
of-loss retrocessions rising the
most, said President James G. Par-
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kinson.

"Last renewal season was excel-
lent," he commented. "We had the
opportunity to look at absolutely
everything.

"Layers were freed up every-
where," Mr. Parkinson noted, be-
cause many reinsurers considered top
security withdrew from the market
due to poor results or mergers.

"There was space to come on old
established treaties, and that's what
we want," Mr. Parkinson pointed
out.

To accomodate the new opportu-
nities, especially on excess-of-loss
treaties, National Underwriters
withdrew from some large-income
proportional reinsurance contracts
that had broken even or developed
small losses.

National Underwriters, writing
at about a 3-1 premium-to-surplus
ratio, wrote gross premiums of $29
million in 1985, about the same as
1984. "Our current surplus would

Continued on next page

Evaluation of utilization review firms:

Firm Name MhlgiwieW 60¥mWie/&
Address 40 111*le Aue#146.111#utid*w* 919 07960
Contact/Title 1/bAL 146, 7-k Tele (201) 267-2233

Check those Health Care Cost Management services provided by your firm:

0 Pre-Admission Review e Second Surgical Opinion
2 Mental Health - Rehab. Review0 Length of Stay Management
r Others (Specify):

0 Concurrent lbilization Review

1·10*lot 'Bill Audd0 Retrospective Utilization Review

 Long Term Case Management 236 6&* Mi* ARd#*6
Geographical area serviced:  Nationwide C Other (Specify)

Any group size restrictions? [J Yes  No

Size range of groups currently servicing: From loo to'00,000

Type of clients currently servicing: Yoztwge 500 do*, 37*, 7704 *674

Year firm founded922. Total years executive staff actively involved in utilization review 000& 40 qw,6
Does your firm provide:

A Employee Education Programs

B. Employee Education Materials

C. Employee Information Line

D. COST BENEFIT GUARANTEE

E. No Charge Reports and Analysis

F. Re-Insurer Discounts

S

[F

Yes

Yes

Yes

Yes

Yes

Yes

No

No

No

No

NO

No

If your firm is selected, how long between execution of contract and implementation. 30 d*

THE WINNING RESPONSE.
(Se lu a UOO,do, *4 /3 -/8, 'Booth #230)
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' Catch afiithe play, on and
Atthe1986UnionmutuaISeniors

This September, Unionmutual will bring some of our top
insurance producers to our hometown of Portland, Maine for
an exciting, all expense paid vacation. Four days and three
nights filled with fine food, entertainment, great company,
and red carpet treatment. Not to mention some unforgettable
tennis and golf.

It's the Unionmutual Seniors Golf Classic, our way of
saying thanks to our top producers. You'll soon receive full
details on how to qualify. If you haven't heard from us by
April 10, 1986, contact your local Unionmutual office

Golf, tennis...

For the past two years, our top producers have walked
away from the Seniors Golf Classic Pro-Am with enough
memories to last a lifetime. This year, you could find yourself
practicing putts with Arnold Palmer or getting tips on your
game from one of 20 other golf legends.

Individual Disability Division Contest: Only submitted Unionmutual Stock
Life Insurance Co. of America individual disability policies will beconsidered in awarding
prizes in the Individual Disability Seniors Contest.

If you choose, you can stay on to watch the pros battle
each other in another exciting cliffhanger, as they compete
for $165,000 in Seniors Golf Classic prize money.

If golf's not your game, you can improve your skills with
another exciting legend, tennis great Rod Laver, in our 'Idnnis
Clinic and Challenge Cup.

And much more.

There's a lot more to the Unionmutual Seniors Golf

Classic than golf and tennis. You're welcome to say'the heck
with sports!' and have a lobster. Go shopping at L.L. Bean.
'Ihke in the magnificent foliage along the Maine coastline
Or team up with other insurance professionals for some good
conversation, terrific food, or a few laughs.

A special cause.
The Unionmutual Seniors Golf Classic is more than just

a good time It's a special event for a special cause Because

Individual Life Division Contest: Only paid premium received in conjunction
with the sale of Unionmutual Stock Life insurance Co. of America universal fife insurance

outside of Wisconsin will be considered in awarding prizes in the Individual Life
Seniors Contest.
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off the green
Golf Classic
the net proceeds from Unionmutual Seniors Golf Classic
ticket sales will be donated to the Maine State Chapter of
the March of Dimes, with a guaranteed minimum donation
of $10,000. We're proud to sponsor an event that will help
prevent birth defects and save young lives.

Unionmutual: The professional's choice.
The Unionmutual family of companies specializes in

providing group and individual disability, life health and
pension products and services that meet the needs of you,
the insurance professional, and your client.

Let us know if you don't receive an entry.
Keep an eye on your mailbox for full details on how

to qualify. We hope you'll be joining us this September for
the 1986 Unionmutual Seniors Golf Classic We know you'll
enjoy the Unionmutual style, as well as the lifestyle here
in Maine

Employee Benefits Division Contest: Unionmutual Stock Life Insurance Co.
of America group life insurance products sold in Wisconsin will not be considered in
awarding prizes in the Employee Benefits Seniors Contest.

Prizes are taxable as ordinary income
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The UNUM commitment to excellence. -

Unionmutual Stock Life Insurance Co. of America, Portland, Maine 04122 (All states except New York)



Small band of brokers tap island's capacity
By KATHRYN J. McINTYRE

HAMILTON, Bermuda-Ber-

muda-based reinsurers' capacity is
tapped by U.S. and London brokers
via telephone, telex and facsimile
machines, but a small corps of Ber-
muda-based brokers personally
corral capacity on the island for
captives and international reinsur-
ance programs.

About a half-dozen brokerage of-
fices are staffed in Bermuda to

market reinsurance programs on
the spot to Bermuda-based reinsur-
ance companies and to reinsurers
abroad.

They are a minority among Ber-
muda's 65 licensed brokers, most of

which are captive insurance com-
pany managers that use their li-
cense to market only reinsurance
for their captive clients.

And, the number of international
reinsurance brokers based in Ber-

muda continues to shrink as U.S.

and London operations decide that
the reduced capacity in Bermuda
cannot support a local staff (see
story, page 49).

However, the surviving interna-
tional reinsurance brokers in Ber-

muda say they are finding the ca-
pacity they need to service their
clients.

And, several of these brokers

spot big opportunities to share in
new brokerage income generated
by placing clients with A.C.E. In-
surance Ltd., which requires the
use of a local broker. A.C.E. pro-
vides for a maximum 12% commis-

sion, which may be shared by the
Bermuda broker with a U.S. bro-

ker, one-third, two-thirds.

Privately held Amberco Brokers
Ltd. maintains the largest bro-
kerage staff in Bermuda, with four
brokers out of its seven-person bro-
kerage staff based in Bermuda.
About half of the broker's $70 mil-
lion to $100 million in annual pre-
miums are placed with about 22
Bermuda-based markets, says Pres-
ident John K. MeGarrity.

Amberco also has brokerage of-
fices in New York, Miami and

Hartford, Conn., which employ 19
of its 27-person total staff.

The bulk of the business placed
in Bermuda by Amberco is reinsur-
ance for captives, Mr. MeGarrity
says. This includes reinsurance be-
hind specialty insurance programs
for such risks as errors and omis-

sions, municipal liability, pest con-
trol and asbestos abatement.

"We're specialty brokers bro-
kering specialty risks. Bermuda is
not for conventional reinsurance,

although there are some markets
here for it and we do place stan-
dard reinsurance in this market,"
he added.

Mr. MeGarrity pegs capacity for
captive reinsurance at $1 million to
$2 million.

Amberco's Hartford office con-

ducts captive feasibility studies,
helps organize captives and designs
specialty insurance programs for
which Amberco places the reinsur-
ance.

Amberco also is organizing a new
insurance company in the Cayman
Islands to underwrite errors and

omissions insurance for small to

medium-sized insurance agents and
brokers: Sherburne Insurance Co.

Amberco executives are big in-
vestors in the company, along with
others, Mr. McGarrity said.

Sherburne policyholders, pro-
jected at 25 to 30, will contribute to
the company's surplus and have the
opportunity to benefit from the
company's success, but policyhold-
ers will not be shareholders, Mr.

MeGarrity said. Sherburne is man-
aged in Cayman by Samuel Mon-
tagu & Co.

Sherburne will offer an initial

limit of $500,000, written on a
claims-made policy form, "but we

hope :o have $1 million by mid-
year," Mr. MeGarrity said.

Amberco's eight-person staff in
Bermuda also manages captives in
Bermuda. Mr. MeGarrity hopes to
build on the two "very active" cap-
tives under management ncw.

Also very active in Bermuda, but
offerimg a very different book of
reinsurance business to Bermuda-

based companies is Intere (Ber-
muda) Ltd., a subsidiary of Intere
Intermediaries Inc., the sixth-larg-
est U.S.-based reinsurance inter-

mediary.
Intere's two Bermuda-based bro-

kers regularly market shares of 4%
to 5% of about 200 Intere primarily
properry treaties to about a dozen
Bermuda-based companies. As
many as 30 markets are used by In-
tere in Bermuda, counting captive

bermuda

insurers that write just one or two
treaties.

Intere's philosofhy is tc show its
treaties to markets arcund the

world, not relying on one geogra-
phical market to provide all the
needed capacity.

And, Intere is finding the needed
capacity in Bermuda, says Senior
Vp Robert J. Hedges, completing
most of the January renewals of-
fered in Bermuda by mid-February
and the last one in March.

Intere can corral as mich as $3
million of capacity in Bermuda on
an excess-of-loss property treaty,
Mr. Hedges observes.

Casualty business, however, is

"very difficult," Mr. Hedges says,
admitting that generally it can't be
placed. Only if the treaty contained
very good terms would he show a
casualty treaty,
Mr. Hedges said,
such as a casu-

ally treaty for 34 7 6
million excess of

$1 million with
one free rein-

statement for a

$4 million pre-

mium. - + jill"That is the __'4_
sort of casualty Mr. Hedges
treaty that is in
the market at this time, not only in
Bermuda but in London and the

U.S.," Mr. Hedges said.
In the past year, Jeffrey L. Sirr,

formerly assistant manager in Ber-

muda, moved to E.W. Payne in
New York. Layton C. Outerbridge,
who had been underwriting assis-
tant at INA International Insurance

Co. Ltd., joined Intere in July as
the new assistant manager.

Intere's five-person staff is com-
mitted solely to serving Intere eli-
ents' reinsurance brokering needs.

At Arthur J. Gallagher (Ber-
muda) Ltd., three brokers place re-
insurance, including Managing
Director Jean-Francios Gelot.

Gallagher brokers primarily two
types of programs: reinsurance be-
hind retail property/casualty pro-
grams developed by its parent com-
pany, U.S. retail broker Arthur J.
Gallagher & Co., and reinsurance
for captives and rent-a-captive pro-
grams.

Continued on nezt page



Continued from previous
Virtually all the reinsurance for

Gallagher package programs is
placed in markets outside of Ber-
muda, Mr. Gelot

says, because /*26-4
Bermuda offers /pp- Ar
a "very limited 1 -
market for con-  "I*,» 
ventional rein- ' 4A:

m -'.f
surance pro- , + 3 -

grams," in his
-Il./., /...;

view.

"There is noaf.
consistency in
the Bermuda Mr. Gelot

market," Mr.

Gelot says. "It's an eclectic group of
companies." A broker could per-
haps find $500,000 to $1 million of
capacity for conventional reinsur-
ance, depending upon the security
requirements of ceding companies,
he says.

However, Gallagher places most
of the reinsurance for captives and
rent-a-captive programs with Ber-

a

muda-based companies. "Com-
panies here are more willing to
provide reinsurance of captives
and rent-a-captive programs," he
says, pegging capacity at $1 million
to $2 million, depending upon the
security restrictions adopted by the
broker. Gallagher's security re-
quirements limit available capacity
to around $1 million, Mr. Gelot
notes.

"We should have more Mutual

Indemnitys and more Crawleys,"
Mr. Gelot said, referring to the
rent-a-captive program offered by
Mutual Indemnity Ltd. and the ag-
gregate reinsurance market offered
by Jonathan J. Crawley at Aneco
Reinsurance Underwriting Ltd.

Gallagher's five-person Bermuda
staff also manages about 10 cap-
tives, including rent-a-captive pro-
grams that the office has brokered
to companies in Bermuda.

Montgomery & Collins Interna-
tional Ltd. in Bermuda, which had
three broker positions, in the last

It just makes sense for Risk Managers to put
GAB to work for them. First and foremost, GAB

cares. At GAB, caring has been a tradition for
over 100 years. What's more, GAB cares about
Client needs large and small. Every day, in
more than 650 offices from coast to coast, we

respond to our Clients' expressed needs, with
the kind of personal attention that each and
every one of you deserve.

Secondly, GAB has been, and always will be,
committed to keeping one step ahead of the
demands of the marketplace; offering the most
comprehensive array of superior services to
match the diversity of your Risk Management
responsibilities.

But that's not all. Behind the speed and
accuracy of highly sophisticated technology,
and the reliability of our highly trained profes-
sionals with broad based areas of multi-line ex-

pertise, lies something more.

An innovative spirit of progress and pride. GAB
offers you an inquiring mind, an ultra positive
attitude, one that seeks to solve today's pro-
blems with tomorrow's technology. A penchant
for new ideas, and an on-going enthusiasm to
meet the challenges they present.

For example, it is this spirit of problem-solving
innovation which led to the introduction of

"CENTURION", a rapid access information
management system. This provides you with
a convenient means of accessing GAB's IBM
3083 mainframe in order to satisfy your in-
quiries concerning basic claims information, as
well as serving as a decision support system;
in the formulation of specialized reports you
need, forecasting, or manipulation of your data
at will. This truly is a new and exciting dimen-

Progress • Pride • People

year redefined one of those brokers
on its 10-person staff as a secretar-
ial position.

The increased number of telexes

and phone calls
entailed in bro-

kering more business to mar-kets outside of

Bermuda neces-

sitated the

, *C3  plained Bernardchange, ex-

 / J. Cutts, vp and
- director of the

Mr. Cutts CIGNA Corp.
unit.

M&C International is the only
Bermuda-based reinsurance inter-

mediary to regularly broker pri-
marily facultative U.S. and inter-
national property programs in Ber-
muda and abroad for major U.S.,
London and European brokers.

Mr. Cutts could not estimate

what percent of M&C's $30 million
in annual premiums is placed in

sion in information management, an innovative
service which has been extremely well receiv-
ed in the industry.

This then is the spirit of GAB. Building on the
best of the past, responding with innovation to
the challenges of the future.

After you have considered the alternatives and
looked at all the facts, doesn't it make sense
to rely on a company that offers you so much
more? If you want GAB's totally responsible
leadership and time-tested capability work-
ing to solve your problems, doesn't it make
sense to call GAB now? Why wait . . contact
Al Peters, Vice President, Marketing and Sales,
at 201-993-3528.

Gordon Cantley,
Chairman

GAB
It Just Makes Sense

Bermuda, but he noted that the

broker's biggest markets are not in
Bermuda but in New York: CIGNA

Worldwide and INA International.

In Bermuda, M&C regularly
markets facultative reinsurance to

only three entities: Victoria Under-
writing Agency, National Un-
derwriters (Reinsurance) Ltd. and
Zurich International Ltd. For

treaty business, the broker uses
Hudson Reinsurance Co. Ltd., Na-
tional Underwriters and Arion In-

surance Co. Ltd., a Canadian Pa-

cific Group company.
But, Montgomery & Collins also

continues to do business with com-

panies that have left Bermuda,
such as London-based Pearson

Webb Springbett.
Premiums on M&C's business are

pretty evenly split between U.S.
and international business, but by
number of contracts, it's 75% inter-

national, reflecting the fact that in-
ternational risks tend to be smaller

than U.S. risks, notes Mr. Cutts.
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M&C International handles busi-

ness from 70 countries around the

world.

Only 20% of its businee by bro-
kerage income is treaty reinsur-
ance, a reversal from just four to
five years ago when 80% of its busi-
ness was treaty, with a large
amount of marine business, Mr.

Cutts notes. The change reflects the
reduction in capacity in Bermuda,
he says.

Frank B. Hall (Intermediaries)

Ltd., a subsidiary of Frank B. Hall
& Co. Inc., also has two brokers

marketing reinsurance in Ber-
muda, out of a staff of five.

The company places about 120
treaties and more than a dozen fa-

cultative accounts in Bermuda,

with an estimated premium vol-
ume of $10 million to $12 million.

"We placed virtually all our re-
newals, but it was a bit more of a

struggle," commented Vp Michael
T.W. Jenkins. The treaties are pri-

Continued on next page

Bermuda loses

2 familiar faces

Two once high-profile Bermuda-
based brokers are missing from the
marketplace today.

The Crump Cos. Inc. is not re-
placing the two reinsurance bro-
kers previously employed at Re-
gency Reinsurance Brokers Ltd.

And, London-based Pearson

Webb Springbett closed its Ber-
muda underwriting and brokering
operation at the end of May.

Former Regency brokers Phillip
Hancock and Steven J. Wriggles-
worth resigned in July and Decem-
ber, respectively, to move to Eng-
land.

But, while PWS left Bermuda

completely, Crump's Regency op-
eration still employs a staff of
seven, which is servicing the rein-
surance business that had been bro-

kered in Bermuda.

The staff also manages 10 insur-
ance companies, including the local
management service required by
Nobel Insurance Ltd; the Ber-

muda-based publicly traded rein-
surer specializing in reinsurance
for explosives industry risks.

"We're trying to retain what we
have, but we are not trying to ac-
quire new reinsurance business in
Bermuda," explained Donald
Thomas, executive vp in Crump's
Memphis, Tenn., headquarters.

Crump is not stationing new bro-
kers in Bermuda now because "we

have found that currently the mar-
ket in Bermuda for risk deals is

pretty limited. Couple that with the
problems of uncollectible reinsur-
ance and Best's stance on non-ad-

mitted reinsurance, and there is not

a lot of brokering to do there," Mr.
Thomas said.

"Loss ortfolio transfer markets
are available, but we can access
Bermuda from here," he added.

Crump originally incorporated in
Bermuda in 1975, contracting for
services from Risk Treatment Ser-

vices. E.H. Crump (Bermuda) Ltd.
was formed a few years later. In
the early 19805, Crump, then oper-
ating under the name Regency, had
four reinsurance brokers placing
business in Bermuda.

While always owning 100% of its
captive management company in
Bermuda, Crump had sold interests
in the brokerage company to others
at different times.

In July, Crump had re-acquired
full ownership of the brokerage op-
eration.

"We're keeping out options open
and our non-sales staff intact," Mr.
Thomas stressed.

"If we saw a revitalized market

that is acceptable, we would proba-
bly station brokers there again,"
Mr. Thomas said.

"But Bermuda is in a state of

change and no one knows what the
result will be," he observed. .
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Private sector may get regulatory role
By KATHRYN J. McINTYRE

and DOUGLAS McLEOD

International business in Ber·-

muda, including insurance, could
soon be regulated under a new stat-
utory corporation.

Loosely referred to as a
QUANGO-a British term for a
quasi-autonomous non-govern-

mental organization-the corpora-
tion's stock will be owned by the
government, and its board of direc-
tors will include private citizens in

international business appointed by
the government.

The QUANGO board. in turn,

hires a full-time managing director
and other staff needed to fulfill its

purpose.

Generally. the purpose of the
QUANGO "is to promote interna-
tional business, to further formalize

the partnership between govern-
ment and the private sector and to
have a regulatory responsibility,"

says Financial Secretary Mansfield
Brock.

"It makes no sense to have a

QUANGO that would be just a pro-
motional tool," Mr. Brock says.

The minister of finance hopes to
present legislation establishing the
QUANGO to the House before it

recesses at the end of July, Mr.
Brock said.

"We accept that that's a lot of
work to be done in that time," Mr.

Brock commented, but the Ministry
of Finance would like to see the

QUANGO operating by the end of
the year, he added.

How much regulatory authority
the QUANGO will have has not
been decided yet, Mr. Brock said.

Legal adviser
leaving Bermuda
to join law firm

HAMILTON, Bermuda-A fa-
miliar face in Bermuda insurance

company regulation is leaving Ber-
muda to join a Washington, D.C.,
law firm.

Bala Nadarajah, legal adviser to
the Registrar of Companies since
1979, is joining
Hanson, .4,2

O'Brien, Birney
& Butler on May , +im

1 as an expert on I -pl *. f
Bermuda law *

and the laws of

other offshore

domiciles for
-4 + # 'Wcaptive insur- ui'

ance companies. ELYA I . 51
The firm Mr. Nadarajah

brought the first
mutual insurer to Bermuda in 1961

-Mutal Insurance Co., formed to
insure the risks of members of the

American Newspaper Publishers
Assn. The firm has advised others

forming companies since then.
"It's a new challenge," said Mr.

Nadarajah. "And I will be able to
provide a useful service in Ber-
muda's most important market.
Seventy percent of Bermuda's 6,000
international companies have a
U.S. connection."

Mr. Nadarajah was instrumental
in the formulation of regulations to

implement the Bermuda Insurance
Act of 1978 and was associated with

the drafting of later amendments to
the act. He also was involved in the

consolidation of the Companies Act
of 1981 and in the formulation of

policy on international company
matters, including the committee
system to advise government on in-
surance matters.

Mr. Nadarajah, an attorney in Sri
Lanka and a barrister and attorney
of the Bermuda bar, holds a master

of law degree from Georgetown
University. .

The government wants to for-
malize the private sector's role in
the regulation of the insurance
business in Bermuda through the
QUANGO.

Currently, a committee of insur-
ance industry representatives sit-
ting as the Insurance Advisory
Committee advises government on

insurance issues and regulation and
an Insurance Admissions Commit-

tee advises government on applica-
tions for insurance company li-
censes.

bermuda

The Insurance Advisory Com-
mittee could be folded into :he

QUANGO board of directors, or

there may be a need for the Insur-
ance Advisory Committee to con-
tinue, reporting -0 the QUANGO,
Mr. Brock noted. And, the admis-

sions committee could report to the
QUANGO.

The insurance regulatory re-

4.

sponsibilities now handled by the
Registrar of Companies, including
the licensing of companies and
monitoring compliance with insur-
ance regulation, also could be as-
signed to the QUANGO.

"It seems to make sense for us to

do that, but it is difficult to say now
in some detail what the terms of

reference will be," Mr. Brock ex-

plained.
Noting that the insurance com-

pany managers were the driving
force behind an amendment to

HM®

Bermuda's insurance law to require
them to report any likely insol-
vency to the Registrar of Com-
panies, Mr. Brock said, "Since
that's the kind of people we have,
why not take advantage of it and
give them real responsibility in the
regulatory system?"

The QUANGO also is being de-

veloped to prevent government
regulation from becoming too un-
wieldy, commented Brian R. Hall,
chairman of the Insurance Advi-

Continued on next page

An HMO can cut health care costs by as much Compare. each patient has complete:ly free
as 30%. But so can Health<]are Compare. choice of fcilities.

Right there. the comparison ends. An HMO patient may not get a choice
HealthCare Compare is a utilization ofdoctors. With HealthCare Compare,

review company that works with doctors patients choose their own phvsicians just as
and patients to help them reduce hospital alwavs. Nothing gets in the wav of the
admissions and the length of hospital stavs. traditional relationship.
Without reducing the quality of care. An HMO means setting up special pap

An HMO does things cliff6rcrntlb. ment arrangements. HealthCare Compare
An HMO ties the patient's hands as to where is simply added on to existing arrangements
care can be received. But w ith HealthCare Health(:are Compare isa  holly
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sory Committee and president of
J&H Ltd.

"To avoid a bureaucracy being
developed, the private sector will
advise on what is now becoming
every day a more complex busi-
ness," Mr. Hall said.

The experience and knowledge
of the QUANGO's private sector
participants will ensure that gov-
ernment doesn't introduce "unreal-

istic" insurance regulation, he ex-
plained.

'It's the same as forming a min-
istry, I guess, except that it's more
controllable," he added.

But, Mr. Brock stressed, "We are

not surrendering to the

QUANGO." The Ministry of Fi-
nance will retain control of the

QUANGO's budget and provide
general di-
rection on all

 matters of pol-
£,I,&*b. icy.

In addition to

<gli/141 some regulatory

4 hope with the
»,f<' QUANGO to

F VW N look at possible
b ways of enhanc-

Mr. Brock ing our position
as an interna-

tional center," Mr. Brock noted.

"We want to react quickly and
flexibly," he said.

physician-directed company. Our reviewers
I are physicians and nurses, not business
l managers or administrators.

Our programs include: preadmission
certification, continued-stay review, fee re-
view, second surgical opinion, large claim
case management, mental-health services
review and short-term disability review.

HealthCare Compare is employee-
friendly. Employees welcome it. So do
employers. So do insurance companies

'We hope with the QUANGO to look at possible
ways of enhancing our position as an international
center. We want to react quickly and flexibly,' Mr.

Brock says.'Government, by nature, is less flexible
than a non-governmental organization.'

"Government, by nature, is less
flexible than a non-governmental
organization."

Mr. Brock expects the QUANGO
will detect trends and recommend

needed responses in Bermuda more
quickly than the government has
in the past.

For example, Mr. Brock noted
that the Bermuda government
acted at the "llth hour" to lower

the stamp duty on capitalization of
insurance companies, which for-
merly inhibited the incorporation
of highly capitalized companies in
Bermuda.

(more than a dozen of the nation's largest
are already participating).

For more details, and a chance to com-

pare HealthCare Compare for yourself, call
or write Mr. Lyn Fox, Director of Marketing,
HealthCare Compare, 730 Springer Drive,
Lombard, Illinois 60148. (312) 932-7070.

Hea/th@are
COMPARE
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The government did not recog-
nize quickly enough that the
worldwide insurance capacity
shortage was leading to the forma-
tion of highly capitalized group-
owned captives and that Bermuda's
former stamp duty deterred the
captives from forming in Bermuda.
Now, Bermuda's stamp duty is
capped at $25,000, effectively eli-
minating any tax on capital ex-
ceeding $10 million.

A QUANGO also will make it

easier to employ needed talent, Mr.
Brock said.

"Assume there are other changes
in the international company busi-
ness that require different exper-
tise in government. Now it is diffi-
cult for us to change a post and put
in a different person," Mr. Brock
said, referring to the civil service
system.

However, the QUANGO is not
under the same civil service con-

straints in hiring and firing.
Other QUANGOs in Bermuda

include the Bermuda Housing
Corp., the West End Development
Corp., the Bermuda Hospital Board,
the Public Transportation Board,
the Bermuda College and the Ber-
muda Monetary Authority.

Even before the QUANGO was
unveiled, the industry's role in ad-
vising government on insurance
issues was revamped this year for
greater efficiency.

The previous system involved 70
people in various committees; now
there are only 27 people involved
and fewer committees.

In practical terms, the number of
people working in international in-
surance has shrunk: to 1,378 in 1985
from 1,455 in 1984 and 1,577 in 1983
-nearly 200 fewer in two years.

But, the major reason for stream-
lining the committee system was to
accelerate response time to prob-
lems, said Hudson Reinsurance Co.
President Robert Baker, who had
been chairman of the advisory
committee for four years.

Mr. Baker resigned effective
Dec. 31 and was succeeded by Mr.
Hall.

"It's fitting to have a Bermudian
and someone in captive manage-
ment as chairman," Mr. Baker
commented.

Mr. Hall noted that the former

size of the advisory committee and
subcommittees was causing "signif-
icant delays in turnaround time"
for such pieces of committee busi-
ness as draft amendments to the in-
surance law.

Eight-member subcommittees
would discuss a draft proposal and
pass it on to an executive commit-
tee, which in turn would pass it on
to the advisory committee. If the
advisory committee wanted
changes, it would have to come
back up through the system again,
Mr. Hall explained.

Now, the executive committee
has been eliminated and the sub-

committees of underwriters, bro-
kers, managers and others consist
of four members each rather than

eight. Only the Insurance Admis-
sions Committee retains eight
members.

"When you had a meeting with
eight people, you could meet all
morning before you came to a deci-
sion," Mr. Hall said.

The Insurance Advisory Com-
mittee, which previously had 15
members, now has eight members.

"It's a trimmed-down, lean ma-

chine, and basically it's working
very well," according to Mr. Hall.

Other managers agree that the
new system is an improvement.

"That's a major step forward in
my view," said David A. Brown,
president of Insurance Managers
Ltd., a unit of Alexander & Alex-
ander Services Inc.

"The old committee system was
much too large and unnecessary,'
added Alan E. Chilvers, group vE
with International Risk Manage-
ment Ltd.

"It was a rather unwieldy way to
do things." •



spotlight report

By DOUGLAS McLEOD

HAMILTON, Bermuda-The

hard liability insurance market is
producing explosive growth for
MEDMARC Ltd., a medical indus-
try association captive that almost
shut down two years ago.

MEDMARC, a mutual insurer
formed in 1978 to write product lia-
bility coverage for medical equip-
ment manufacturers, followed
competitive insurance industry
pricing trends in the early 1980s,
according -0 President Jaxon A.
White.

"We learned that we under-

priced our product, which the in-
surance industry learns to its pain
once every five or 10 years," Mr.
White said.

As premiums shrank and losses

S

rose, MEDMARC-which suffered
its only operating loss in 1984-
asked broker Marsh & MeLennan

Inc. for an opinion on whether the
company should be wound down,
Mr. White said.

However, M&M told MEDMARC
officials to wait six months before

deciding the insurer's fate, and
while they were waiting the hard
market arrived, Mr. White ob-
served.

While MEDMARC had only 35
policyholders and $1.3 million in
earned premiums in October 1984,
it now has 225 policyholders and
earned premiums of $10 million,
according to Mr. White.

Meanwhile, the insurer has
raised its rates and since last year
has switched its coverage to a
claims-made policy from an occur-

Constitution
Reinsurance
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Hard market triggers MEDMARC growth
10

renee form.

Speaking at The 10th Interna-
tional Captive Insurance and Rein-
surance Forum, Mr. White offered
advice to those considering forma-
tion of an associa:ion captive in-
surer, using MEDMARC asa case
in point.

The Washington-based Health
Industry Manufacturers Assn..
comprising about 150 makers of
medical devices excluding pharma-
ceuticals, became j nterested in its
members' insurance programs as a
result of the product liability crisis
of the mid-1970s, according to Mr.
White.

Many association members that

11 11 11 11
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had been commercially insured
were told at the height of the hard
market that they were no longer
insurable, he said.

The first step in MEDMARC's
formation was a survey to define
the extent of members' insurance

problems, he explained.
"We used the strengths of the as-

sociation, which are primarily com-
munication and education," said
Mr. White, who served in various
positions on the association's staff
before becoming MEDMARC's
president.

After the survey was finished,
the association conducted feasibil-

ity studies to determine what kind
of insurance mechanism would best
suit members' needs.

The cost of the survey, feasibility
studies and legal expenses-total-

on.

Professional Reinsurance since 1940

New York • Chicago • Los Angeles

ling about $100,000-was covered
in part by the sale of the study re-
sults to interested association mem-

bers, Mr. White noted. The associa-
tion also collected subscription fees
of up to $1,000 from each interested
member.

Mr. White stressed the impor-
tance of having the right people in-
volved in the various phases of an
association captive's development.

In the early stage of researching
members' insurance needs, an asso-
ciation's efforts should be led by a
senior industry executive whom
other association members would
trust, Mr. White said.

A later task force phase, involv-
ing development of specific plans
for the captive, can be directed by
less prominent management execu-
tives and members of the associa-
tion staff.

Finally the organization phase
Continued on page 59

Mock awards

mark anniversary
It was record attendance for

the 10th International Captive
Insurance and Reinsurance

Forum sponsored in Bermuda
last month by consultants Til-
linghast, Nelson & Warren Inc.:
285 attendees.

The conference first was held

in 1977 by Risk Planning Group,
which merged with Tillinghast
at the end of 1984.

To celebrate the anniversary,
conference host Felix Kloman

of Tillinghast honored the con-
ference registrant with the best
attendance at the conference: G.

Roger Greiner, second vp of
j General Re-

A CH'*11 11 insurance
1 's}*- 1 :(r.f.':t
rr.<%.10/1/li tended the

'- last nine
'-d:*FT,4 confer.

ences.

Mr.

_. Greiner was
presented
with an

honorary
Mr. Kloman consultant's

scroll enti-

tling him to charge an hourly
rate of $282, which is what Til-
linghast calculated as the hourly
cost of attending its meetings.

The award entitles Mr.

Greiner to pose as an honorary
consultant in captive insurance
company affairs: "to finesse fea-
sibility studies, compromise
claims, replicate reinsurance,
proscribe premiums, meddle
with managers and otherwise
make a nusiance of himself at

an hourly rate of $282, with the
proviso that under all conditions
his expense accounts shall be
rendered to the General Rein-

surance Corp."
General Re President John C.

Etling, who was a speaker at the
conference, joined in the ribbing
and presented Mr. Greiner with
a "golfers' award"-a stuffed
owl sporting a turtleneck
sweater, a bag of golf clubs and
an umbrella to keep off the of-
fending rain.

Mr. Greiner, tipped off that
he would receive an award, was

not empty-handed. He pre-
sented Mr. Kloman with a

stuffed toy cow and the an-
nouncement that he had per-
formed some calculations of his
own. He concluded that the firm

had earned nearly $1 million
from its 10 conferences.

Handing Mr. Kloman the
cow, he asked, "Where's the
beef?"



MEDMARC Ltd.

·1 Continued from page 54
-in which individual associa-

tion members are asked to

-1 commit to participating in the
' captive program-again
Y' should be spearheaded by a se-
1 nior executive who can act as a

"point person" with other
chief executives.

"An association staff person
really can't do that," Mr.

I&1 White said, adding that it is
, important to get personal com-

mitments from the top man-
i agements of members partici-

1- pating in the captive.
J

In educating association
members in insurance matters,

< Mr. White advised larger
5 members to share their risk

f management knowledge with
. h smaller members and to allow

' the association to exploit their
7 'i insurance industry contacts.

94 In MEI*!ARC's case, for

t- example, Becton Dickinson &
, Co., a large association mem-
C ber based in Paramus, N.J.,

shared the expertise of its risk
* management department, Mr.
f White said.

1 Once a captive is formed, its
management should keep a
close eye on all aspects of its

' operation, including the qual-
 ity of services provided by
. \ fronting insurers, brokers and
1. i legal advisers, Mr. White said.
C . While association members

) may assume that these parts of
-the,captive Operation can be

 left to run in harmony, "it sim-
; ply doesn't work that way," he

' found at one point that its
explained.

MEDMARC, for example,

 fronting insurer, National
f Union Fire Insurance Co. of

0 Pittsburgh, Pa.,an American
, International Group unit, had

mistakenly credited some of its
premiums to another com-

4 pany, Mr. White said.
2 1 The mistake was a joint one,
i he said, since MEDMARC

wasn't monitoring the pre-
mium flow closely enough.

„ You realize after the fact

, that you need to spend some

1 '} time with your business," he
' said, noting that National

' , Union continues to front for

, the -MEDMARC program and

4 1 that the relationship is satis-
2 factory.

p j ev ijhhetcomrnrcial prd-
uct liability market were to

j i turn competitive again, most
r 1 MEDMARC policyholders
. / would stay with the program.

5 , "The people who have
" 4 joined this company are so
> ' mad at the insurance industry

f 1. that they see the advantage of

U Ztraoyu,;,g=ixhplaann,druZ
i C ring to members' reactions to
f . f. commercial insurance rate

: hikes and coverage restric-
- ) tions.

r Nevertheless, associations

2 : can be structured to discourage

, }/ dropouts during a soft market,

r he added.One method is to allow with-

drawal of a member's equity in
the captive only over an ex-
tended period. MEDMARC
members, for example, can
withdraw only 20% of their eq-
uity per year over a five-year
period.

In addition, MEDMARC

uses a profit-vesting formula
under which members are

vested in,their share of the
captive's yearly profits at a
rate of 20% per year, Mr.
White said. For example, a
company that had been a
MEDMARC member for one

year would be vested in only
20% of its share of that year's
profits, while a member of five
years' standing would be fully
vested in its share of the prof-

its.

Mr. White also noted the impor-
tance of keeping information on in-
dividual members confidential

from other members.

"Our industry is heavily popu-
lated with closely held companies
that would not want to share that

information with any other com-
pany," he observed.

MEDMARC, which recently
added general liability coverage to
its traditional product liability pro-
gram, provides a combined single
limit of $500,000 or $1 million,
though nearly all policyholders
choose the $1 million limit, Mr.
White said.

The claims-made form includes a

Mr. White advises

larger members to
share their

knowledge with
smaller members.

two-year extended discovery pe-
riod if a policy is canceled or not
renewed at an additional premium
of 200% of the expiring policy's pre-
mium, he said.

Minimum deductibles are $5,000
per claim on the $1 million policy,
or $10,000 per claim for policyhold-

ers that have been in business for

under three years.
Initially, MEDMARC partici-

pants were required to contribute
capital of $30,000 each, $7,500 in
cash and $22,500 in the form of a
letter of credit. With 31 initial par-
ticipants, MEDMARC raised just
under $1 million in capital, Mr.
White said.

However, that capital contribu-
tion requirement has since been
changed to $7,500 in cash or 20% of
the policyholder's first year pre-
mium, whichever is greater. MED-
MARC adopted the 20% rule to pre-
serve adequate surplus as premi-
ums rose, Mr. White explained. The
rule requires a larger capital con-

tribution from members who bring
in large premiums.

The minimum premium for
MEDMARC coverage is $23,000,
and the largest premium currently
being charged is $60,000, he said.

MEDMARC allows Marsh &

MeLennan a 10% brokerage com-
mission, which M&M splits 50/50
with local producing brokers who
bring in new business, according to
Mr. White.

In all, fronting, brokerage and
stop-loss reinsurance costs add up
to 30% of gross premiums. Admin-
istrative expenses add up to an ad-
ditional 5%, leaving 65% of MED-
MARC's premiums to cover losses,
Mr. White said. .

The best place
to start cutting

your health claims costs
is righthere.

Of all the coupons in this magazine,
this is the one that can mean the biggest
savings for your company.

Because it brings you information
on the ASA/CAS Ir, Claims Adminis-
tration System from ASA.

Using CAS II to self-administer
your own health benefits can typically
save you 30% or more compared to
outside services.

That's because CAS II automates

virtually the entire claim adjudication
process. Claims are paid accurately and
consistently. Operators can turn them

around quicker thanks to productivity fea-
tures like single-screen entry. And CAS
II gives you the computer power to set
up cost containment programs like
PPOs, precertification, and second
surgical opinion.

CAS II is a no-compromise main-
frame system, priced like a mini. And
it's available either as a software pack-
age or through our remote processing
service.

Best of all, it's a product of ASA,
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exdusively to health insurance systems.
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Lay captive foundation early, manager advises
By DOUGLAS Mci-EOD /

HAMILTON, Bermuda-Prob-

lems of structuring and managing
group-owned and association cap-
tives must be faced early in the
captives' formation or much bigger
problems could arise later on, one
expert advises.

"It is the single most important
point that in setting up a company
there be close communication with

the client group," says Donald J.
Westmoreland, managing director
of Cayman-based Transnational
Risk Management Ltd., a Reiss Or-
ganization captive management
unit.

Otherwise, Mr. Westmoreland

warned, a host of potential pitfalls
could produce complex and costly
legal problems for the captive and
its shareholders.

Speaking at the 10th Interna-
tional Captive Insurance and Rein-
surance Forum, Mr. Westmoreland

noted several questions about cor-
porate structure that captive orga-
nizers must address. These include:

• Whether the captive will be a
controlled or a non-controlled for-

eign corporation for U.S. tax pur-
poses.

Non-controlled foreign corpora-
tions do not have to pay tax on un-
derwriting or investment income
until the income is repatriated to
the United States. Controlled for-

eign corporations, however, must
report the income.

If 25% or more of a captive's gross
premium is attributable to foreign
risks, the captive is considered a
controlled foreign corporation only
if more than 50% of voting power is
controlled by U.S. shareholders.
U.S. shareholders are defined as

those who own 10% or more of total

combined voting power of all
classes of stock entitled to vote.

If less than 25% of gross premi-
ums is attributable to foreign risks,
the captive is considered a con-
trolled foreign corporation if more
than 25% of its voting power is con-
trolled by U.S. shareholders.

To maintain non-controlled for-

eign corporation status, many
group captives are formed with 11
or more members so that each con-

trols less than 10% of the captive's
voting shares.

"I'm in favor of having more
than 11 (shareholders) to give a lit-
tle safety margin," Mr. Westmore-
land said, explaining that if one
shareholder withdrew from a cap-
tive with only 11 shareholders, the
offshore company would revert to
controlled foreign corporation sta-
tus.

• How the captive will be capi-
talized and what limitations will be

put on the sale of members' shares.
Some group captive participants

may want varying benefits from
their stock, he said. For example,
some may want dividends while
others may not. Organizers may
thus decide to issue different

classes of stock to provide different
benefits, he explained.

Where possible, however, Mr.
Westmoreland added that he is

"more in favor of a single class of
shares where relative rights are de-
termined by the number of shares
held."

• The provisions to be made for
withdrawal of shareholders and

the entry of replacements.
One problem to be faced, Mr.

Westmoreland said, is how to com-
pensate a withdrawing member for
its stock: should the member re-

ceive book value for the stock, or

should the payback be based on the
member's loss experience?

If the captive is writing casualty
business, he noted, provisions
should be made for a withdrawing
member to leave enough money to
cover its long-tail losses.

• The basis on which initial and

operating expenses will be allo-
cated among shareholders. Th:s
problem is mcre complex where a
captive issues different classes of
stock, he observed.

• The ini:ial or continuing re-
quirements for membership in the
captive.

Group re-nsurance facilities
managed by Reiss-including Hc-
pewell International Insurance
Ltd., Uni:ec Insurance Co. and

Tortuga Casualty Co.-require that
captive insurance company mem-
bers themselves be managed by
Reiss captive management units.

"This allows us to monitor the

performance of each individual
captive," Mr. Westmoreland said.

Group captives also may require
each participant to cede or accept a
certain amount of reinsurance
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business to remain a member, he
added.

If a captive shareholder didn't
actually participate in the captive's
business and decided after a few

years to sell its shares, the share-
holder may be taking out profits
built up by other members to
which it did not contribute, Mr.
Westmoreland explained.

Along with these structural con-
siderations, captive organizers must
also decide how underwriting oper-
ations will be handled, Mr. West-
moreland said.

Among the areas to be consid-
ered, he said, are the following:

• The lines of business to be un-

derwritten b> the captive
• The basis for rating risks. In

some cases, ihe fronting insurer
will determine rates, Mr. West-
moreland explained. If the captive
is writing business directly, how-
ever, shareholders will have to de-

cide on criteria for rating.
• Allocati-n of underwriting

and investment income among
shareholders This again may be
more complex for captives that
issue different classes of shares.

• Onshore servicing ard loss ad-
justment for members' business.
One consideration in th.s area is

how much the captive should pay
for these services, Mr. Westmore-
land said.

"Cne of the reasons group cap-
tives have failed is that every-
body's hand has been in the pot be-

O0

00

O 0,

0 0

ZOO

0 0,

fore the premium reazhes the cap-
ive," he observed. In some cases,
he said, captives may receive only
40 cents of eacn premium dollai
after the various serviJing costs are
deducted.

• Allocation of re. nsurance o.

funding costs among shareholders.
One solution to this problem, Mr.,
Westmoreland said, is to allocate.

the costs on a pro-rata basis based
on individual m€ mbers' premiums.

Once questions relat ng to under-.
writing procedures are resolved,
captive organizers also must deal
with several operational questions
These include:

• Appointing an onshore offici
with authority to make rapid dec.
sions on behalf of caitive share
holders and to Doord.nate share

Continued on next pag,
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holder meetings. This official could
be a retired insurance company ex-
ecutive, Mr. Westmoreland sug-
gested.

He added, however, that the offi-
cial should not be an employee of
the captive, since a captive that is
found to be engaging in trade or
business in the United States would

be considered a controlled foreign
corporation and therefore subject
to U.S. taxation.

• Appointing a board of direc-
tors and forming executive com-
mittees.

• Coordinating members' needs
onshore and setting up lines of
communication with the offshore

management company.
• Establishing investment pol-

icy and delegating investment au-
thority.

• Defining the limits of the
management company's authority,
particularly on financial matters. A
clear understanding of the man-

ager's authority is especially im-
portant for multiowner captives,
Mr. Westmoreland said.

"With a multiowner captive, you
are much more open to challenge.
Was this the

right thing to do mp

or was it not.?" Ar .,1he explained.
• Agreeing El,*.on the extent 4,1 F 

and frequency of - , 1

nancial and

other informa-

tion.

• Organizing Mr. Westmoreland
board meetings
and general meetings of sharehold-
ers.

• Containing administrative ex-
penses.

Mr. Westmoreland added that

the tightening commercial insur-
ance market has left captive man-
agers "in a vastly changed environ-
ment," where multiowner captives

are proliferating.
Market conditions have forced

managers to become more innova-
tive and flexible in their services,
he said.

"At the very moment that busi-
ness is coming back to captives
from the easy market of the last
few years, reinsurance is drying
up," he observed.

Managers must play a part in ad-
dressing the collapse of capacity
through mechanisms that don't re-
quire reinsurance, such as Tortuga
Casualty and A.C.E. Insurance Co.
Ltd., he said.

With the growth of captives and
other alternative risk funding ve-
hicles, managers also must spend
more time assessing the advantages
and disadvantages of various cap-
tive domiciles, and open offices in
the various domiciles to provide the
best service to clients, Mr. West-
moreland said.

While the number of multiowner

captives is growing, the future for

'With a multiowner

captive, you are
much more open to

challenge,' Mr.
Westmoreland says.

new single-parent captives is un-
certain, according to Clayton P.
Cormier, senior vp with Johnson &
Higgins in New York.

"My crystal ball is not that clear,
but I think captives are in a period
of transition with a great deal of
uncertainty ahead," Mr. Cormier
said.

While growth in new single-par-
ent captives was slower in 1984 and
1985 than in previous years, inter-
est in new formations is coming in-
creasingly from companies in the
Far East, Europe and Latin
America, he said.

66, MIKE DEMPSEX
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"in my business conditions change rapidly So I need an insurance company I can
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Today, they insure well over 100,000 companies, big and small.

And we've been one of them for 12 years.
That's the kind of experience and stability money just can't buy."

AMERICA BELI EVES IN
LIBERTY MUTUAL INSURANCE.

LIBERTY YA*8

MUTUAL.g

© Liberty Mutual Insurance Group/Boston
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The turn in the commercial

property/casualty market, bringing
with it increased self-insurance,
also will assure continued growth
for new and existing single-parent
captives, Mr. Cormier added.

For a number of reasons, how-
ever, single-parent captives are not
likely to re-emerge as markets for
non-related risks, he noted.

Congress and the Internal Reve-
nue Service have gradually eroded
the perceived tax advantages of
writing non-related business. Par-
ent companies no longer can expect
to deduct premiums paid to captive
subsidiaries, for example, and cap-
tive income generally can no
longer be used to absorb the parent
company's excess foreign tax cred-
its, Mr. Cormier noted.

Despite "encouraging" early re-
sults, captives' loss experience on
non-related risks ultimately proved
disastrous, he added.

"The shakeout in captive capac-
ity for non-related business has
been so traumatic for the com-

panies involved" that captives
aren't likely to return to open-mar-
ket underwriting anytime soon,
Mr. Cormier said.

In 1981, more than 50% of the net
premiums earned by Insco Ltd.,
Gulf Oil Co.'s captive, were from
non-related business, while non-re-
lated risks accounted for more than

75% of the net earned premiums of
Mentor Insurance Ltd., a unit of
Ocean Drilling and Exploration
Co., and Walton Insurance Ltd., a
unit of Phillips Petroleum Co., ac-
cording to Mr. Cormier.

By the end of 1983, non-related
business accounted for 17% of the

net earned premiums of Ancon
Ltd., a unit of Exxon Insurance
Holdings Ltd., of which Mr. Cor-
mier was chairman until he re-

signed last year.
Walton stopped underwriting

unrelated risks in 1983; Insco
ceased all underwriting in 1984;
and Ancon decided in late 1984 to

write only risks of Exxon's foreign
affiliates in 1985. Mentor is cur-

rently in liquidation.
While the aggregate premium ca-

pacity of Bermuda captives for
non-related risks hit a peak of $225
million in the early 19805, that ca-
pacity has fallen sharply and prob-
ably won't return, Mr. Cormier
predicted.

"Bermuda is not likely to benefit
from this non-related activity in
the future," he concluded. .

car & 
truck
Rental
Insurance
* A + Admitted Major Carrier
* Coast to Coast

* 25 years continuous stable
Rental Market

* Fast Quotes

* High Limits
* VERY COMPETITIVE RATES

(213)

653=5060

BEDFORD®
INSURANCE SERVICES. INC.

7966 BEVERLY BOULEVARD

LOS ANGELES, CA 90048-4590

"We wrote the book't
r

© 1982 Unico American Corp.
AC,usade,lnsuiance Product
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By DOUGLAS McLEOD

HAMILTON, Bermuda-Doctor-

and hospital-owned captive insur-
ers, already stung by poor under-
writing results, are facing mount-
ing problems, including probable
further deterioration of loss experi-
ence and a lack of reinsurance ca-

pacity, one expert says.
Although hospital captives-also

known as "bedpan mutuals"-will
continue to provide stability in a
volatile line of insurance, their op-
eration won t be easy, says Daniel
F. Creasey, president of the Risk
Management Foundation of the
Harvard Medical Institutions.

"It's basically a fairly depressing
business and is unlikely to change
much," Mr. Creasey summed up for
an audience at The 10th Interna-

tional Captive Insurance and Rein-
surance Forum.

Most of the approximately 60
doctor- and hospital-owned cap-
tives are domiciled onshore, and

many of these were formed as a re-
sponse to the commercial medical
malpractice insurance crunch of
the 1970s.

"None of these captives were
started because anyone wanted to
do it," Mr. Creasey explained. "The
simple problem was that as of the
first of the month, you had no in-
surance"

Malpractice captives typically in-
sure doctors or hospitals, but
usually not both, according to Mr.
Creasey.

However, the Harvard Risk

Management Foundation-which
operates a malpractice program for

You'Uacquireabetterunder-
standing of the business.

In the course of your studies,
you'll learn the finer points of
property/casualty loss exposures
and coverages, the critical issues
facing the insurance industry,
and the management principles
you need to help you do your
job better. You'll also explore the
impact of the legal, economic,
and financial environment in

which your organization oper-
ates-all part of becoming a
well-rounded professional.

Itpaystobecomme a

In today's insurance world, you
need an advantage that sets you
apart from others in the busi-
ness. That's the kind of profes-
sional edge you can enjoy as a
Charrered Property Casualty
Underwriter (CPCU). Just con-
sider all you have to gain by
earning your CPCU designation:

You'll increase-vur earnings
potential.

If you're an agent or broker, your
CPCU will help you stand out to
potential customers. As a com-
pany employee with your CPCU,
you'll be in an excellent position
to advance up the ladder.

You'll experience a bigb level
ofprofessional prestige.
Just like those with professional
designations in other fields such
as accounting or engineering,
you'll be recognized as one of
the leading professionals in your

1:

f

field. And because of your dedi-
cation and achievement, you
could be considered as a top
candidate for your organization's
management team.

You'U earn greater re*pect
from co-workers and
customen.

As a CPCU, you'll find super-
visors, peers and customers
showing an even greater appre-
ciation for your business
judgement. And as a member of
the Society of CPCU and one of
its 137 local chapters, you'll have
an opportunity to develop
strong relationships with many
others in the property/casualty
insurance industry-there are
more than 15,000 fellow CPCUs
in every part of the United States
and in every aspect of the
industry.

& CASUALTY UNOERWAITERS

Bedpan mutuals' falling on hard times
}0800 THE TENTH INTERNATIONAL

CAPTIVE INSURANCE AND

REINSURANCE FORUM

the university and 11 affiliated
medical institutions and includes a

Cayman-based captive, Controlled
Risk Insurance Co. Ltd.-does in-

sure both doctors and hospitals, Mr.
Creasey said, explaining that this
provides greater loss control and
efficiency.

Medical associations and hospital
corporations "typically did not
have a lot of insurance expertise'
at the time they formed captives,
Mr. Creasey said, noting that the
impetus for many formations came
from brokers, "many of whom did
not know what they were doing, ei-
ther."

"We clearly underestimated the

loss picture and the administrative
problems," he said.

The underwriting experience of
many malpractice captives to date
has been poor, and in some cases
disastrous, Mr. Creasey observed.
Among several malpractice mutu-
als now in trouble, the "biggest di-
saster," Mr. Creasey said, is New
York-based Medical Liability Mu-
tual Insurance Co., which he said

faces a huge reserve deficiency.
The impact of poor underwriting

results was blunted to some extent

by the abundance of reinsurance
capacity in the early 1980s, he
added.

"We were able to push our gar-
bage on the reinsurers," Mr. Crea-
sey said.

However, the captives' biggest
concern now is the scarcity of rein-

*

You'U open doon to insurance
success-ifu're willing
to make Abe commitment.

CPCU may not be for everybody.
Only for those who are commit-
ted to the insurance industry
and willing to work toward a
long-range goal. It takes dedica-
tion and hard work to become a

CPCU, but those that do agree it
was worth the effort. To learn

more about the CPCU designa-
tion and how it can benefit you,
complete the coupon below and
return it to us today We're cer-
tain you'll find that, "It pays to
become a CPCU."

E-------------7
IYes Iam interested in I
I learning more about the 1
i CPCU Designation. 1
, Please forward information to: 181486 1

1 1
1 1

1 1

1 Name I

1 1
1' Company

1 1

1 1

 Address 1
1 1

1 City 1
1 1

1 1

1 State Zip i
1 1
Return coupon to: |

1 Society of CPCU I
 Kahler Hall
 720 Providence Road, CB #9 

Malvern, PA 19355

surance and the insolvency of some
established reinsurance markets.

"My single biggest loss is Transit
Casualty, not some doctor I in-
sured," Mr. Creasey said. Transit
Casualty Co. was ordered liquid-
ated by a Missouri court last De-
cember (BI, Dec. 9, 1985).

Several other malpractice cap-
tives have been "badly hurt" by the
insolvency of Northumberland
General Insurance Co., which was

ordered liquidated last year, he
added (BI, July 22, 1985).

Along with the reinsurance
problems, the malpractice captives
face the imminent possibility of
even worse loss experience, Mr.
Creasey warned.

"The trends in the health care

system point to a deterioration of
the malpractice business," he said.

Among these trends is the move
by government and corporate
health insurance programs to cut
costs by:

• Introducing diagnosis-related
groups-DRGs-as the basis for re-
imbursement, rather than covering
charges as billed by hospitals.

• Using physician networks es-
tablished through preferred pro-
vider or health maintenance orga-
nizations to provide health care,
rather than leaving the choice of
health care provider to the patient.

Where 7,000 community hospi-
tals provided acute care 15 years
ago, there may soon be only 1,000,
Mr. Creasey said, noting a "tre-
mendous aggregation of health
care."

All of this, along with a general
move to eliminate unnecessary
health care procedures, spells trou-
ble for malpractice insurers, he
said.

"Gold-plated medicine works to
our advantage, and we are going to
see a lot less of it," he observed.

He then paused to apologize for
the perspective on health care
issues that his position as a mal-
practice insurer forces him to
adopt.

"It's amazing how many times I
find myself on the opposite side of
the fence from what is good social
policy. I don't know what that says
about this business," he observed.

Other trends that will hurt mal-

practice captives include:
• Improvements in medical

technology that are keeping alive
patients who might otherwise die.
For example, improved cure rates
for some forms of cancer are giving
rise to malpractice claims in cases
where cancers are not quickly
diagnosed and treated, Mr. Creasey
said.

• An oversupply of doctors.
• A weakening of the doctor-pa-

tient relationship.
• An increase in the rate of mal-

practice lawsuits.
Forty years ago, medical "screw-

ups" resulted in lawsuits only 1% to
2% of the time, Mr. Creasey said.
Today, such mishaps yield lawsuits
25% of the time, and this rate will

probably increase further.
"That means we are going to

have to run like hell in the quality
assurance area to stay even," he ob-
served.

• The rise of doctors' paid testi-
mony against other doctors in mal-
practice cases.

"Twenty years ago it was hard to
get a physician into court. Now it's
easy. You can call an 800 number,"
Mr. Creasey said.

Despite their problems, though,
the malpractice captives have contri-
buted immense capacity and stability
to medical malpractice insurance
buyers and are likely to continue to
do so, Mr. Creasey predicted.

"They have a fairly loyal market
and they are clearly here to stay,"
he said. "It is extremely unlikely
that there will ever be any backing
off of this type of approach. .



Continued from previous page
"Because of this, is it not contradictory to think

in terms of the Bermuda government turning
around and insisting on regulating these captive
companies as if they were U.S. commercial prop-
erty/casualty companies?" Mr. Crawley asked.

, The plea for more regulation, he acknowl-
edged, followed the disastrous results suffered by

L a few ca tives tha-t_be an_underw-ritin _commer-

ing identities," as reinsurance companies began
closing down or moving from Bermuda.

"Today we in Bermuda have swept aside the
dust of confusion and resolved our identity con-
flict," Mr. Crawley asserted. Bermuda's identity
is that of a "captive insurance company servicing
industry," he maintained.

"There is a marked atmosphere of revitalized
inter e p

IT ALL STARTS WITH RATES

Historically, insurance rates have been mis-
understood. As a result, they've become a major
source of problems for insurance companies
and the companies they insure.

At AIG, American International Group of
Insurance Companies, we believe every busi-
ness executive should have a better understand-

ing of rates and their importance.

WHAT IS A RATE?

 An insurance rate is the price an under-
writer charges a company based on the insurer's
projection of exposure to risk.

Adequate rates reflect past losses as well as
anticipated future claims. They must also cover
an insurance company's expenses and provide
for a reasonable underwriting profit.

strength, an instinctive entrepreneurial ability to
know when and in which direction to move.

"The force is present amongst Bermudians en-
gaged not just in the captive insurance company
servicing area but in the whole international
company scenario, from government to the
bankers, the lawyers and the accountants,
through to the specific management companies."
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Bermuda firms
not interested

in reinsurer plan

THE EFFECT OF INADEQUATE RATES

Inadequate rates may force an insurer to
reduce surplus funds to pay expenses.

When surplus funds start shrinking, there's
less and less capital to provide for the growing
insurance needs of our society.

You end up paying higher premiums basi-
cally due to the inability of insurers to project
exposure to risk, obtain adequate rates and
maintain a healthy surplus.

Keeping a check on our surplus is one of
our most important policies.

If it weren't, we couldn't give you the
protection you deserve.

All AMERICAN INTERNATIONAL GROUP

01 INSURANCE COMPANIES

Our Policies Are Your Best Insurance.
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Improve reinsurance submissions: Consultants
By KATHRYN J. McINTYRE

HAMILTON, Bermuda-Finding
reinsurance for captive insurers
today is more difficult than it ever
has been.

And, group-owned captives have
the most trouble finding reinsurers
to provide aggregate reinsurance.

As a result, the quality of a sub-
mission to reinsurers is more im-

portant than ever, two consultants
agree.

"The more information, the more
professionally it is presented, the
more comfort the reinsurers will

have," advises Greg Leonard, a Til-
linghast, Nelson & Warren consul-
tant and actuary based in Bermuda.

Buying reinsurance for a group
or single-parent captive also "re-
quires a strong marketing effort,"

'AY-«i
adds Michael A. Waskom, a Til-

linghast consultant based in
:28,

Darien, Conn.

Speaking at a workshop on mar-
keting reinsur-
ance for captives
during The 10th / "
International

Captive Insur- ig tal
ance and Rein-  ·.T-:f'

in Bermuda last ,<91&

2rinaduates arz  .6
dience why cap- Mr. Leonard

tives need rein-

surance, and advised how to best
secure the coverage.

A captive buys specific reinsur- -
ance if it issues a policy with limits
exceeding what it can retain.

THE TENTH INTERNATIONAL

CAPTIVE INSURANCE AND

REINSURANCE FORUM

If, however, the captive is retain-
ing as risk only the limits it issues,
"the normal premium should cover
expected losses and expected ex-
penses," noted Mr. Waskom.

A captive's capital is there "for
deviations from the expected re-
sults."

Captives, however, buy aggre-
gate reinsurance to protect their
capital from unexpected losses and
expenses, Mr. Waskom said.

Aggregate reinsurance caps all of
a captive's losses in a given year,
whether from severizy of fe-
quency many small losses-or
frequency of severity-very few
losses all hitting the captive reten-

tion.

If the capital of the captive is
spent, the next line of defense is the
assets of the captive's parent com-

pany or its

44 owners, Mr.
Waskom pointed
out. If the cap-
tive owner suf-

fers a third-

1 4,>4 j party liability
11 loss and the cap-

tive can't pay it,

./.23 :tner issjill 16
Mr. Waskom able for the loss.

Protecting the
captive's capital is important not
only to the parent company, but
also to the insurance company that
agrees to front for the captive-
that is, the insurer who issues ad-

Corroon &Black can guideyou
through the confusion

ofthe new CGL Policy changes.

U:.aa-Ur...I-/CAa-Ult 0*aa.C 1. A aloCI

$210 million in revenues annually
from indirect taxation, "that
doesn't make it a tax haven," Mr.
Crawley contends.

Nor does Bermuda deserve the
label and attendant connotations of

being described as "offshore," Mr.
Crawley argued.

Bermuda lies 700 miles off the
North Carolina coast, while
"Guernsey is an island lying some
70 miles off the southeast coast of

England and sode 20 miles off the
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Finding your way through the maze of changes in the new
Commercial General Liability policies will be difficult for you and your
company. Especially when you consider the impact these changes may
have on future operations.

The professionals at Corroon & Black are prepared to show
you a way out of this confusion. We understand these changes. We are
ready to assist you in interpreting them.

For over 80 years, Corrcon & Black's proven leadership,
expertise and quality of service have helped thousands of clients. in
helping you with the CGL changes, we continue to show the way. The
Corroon & Black way.

For more information call James H. Levine, Vice President, at
(615) 244-8430, or your local Corroon & Black professional.

CORROON & BLACK CORPORATION
Putting insurance risks into perspective.
Wall Street Plaza, New York, NY 13005• 212-363-4100

mitted insurance policies to the
captive owner and reinsures the
risk with the captive.

"To get a front, you need stop-
loss or enough capital in the group
captive to handle adverse loss ex-
perience," Mr. Leonard out. Even
with stop-loss reinsurance or ade-
quate capital, captives are finding it
difficult to secure fronting arrange-
ments.

There are fewer than 10 insurers

willing to front for captives, and
some of those are very selective
about the classes of business they
will write and whom they will deal
with, Mr. Leonard pointed out.

Mr. Waskom observed: "Poten-

tial fronts are concerned about the

impact on their surplus of non-ad-
mitted reinsurance."

While a letter of credit will sat-

isfy state insurance regulations,
A.M. Best Co. doesn't recognize let-
ters of credit when analyzing an in-
surer's surplus position.

"We're suggesting that captives
offer to provide surplus relief with
a capital contribution from the cap-
tive to the insurer in exchange for
an equity or debt position," Mr.
Waskom said. The earnings off the
capital contribution could reduce
the fronting fee, which is now run-
ning from 15% to 20%.

The capital needed is only
enough to match the insurers' cur-
rent premium-to-surplus ratio, Mr.
Waskom notes. For example, for a
$1 million policy from an insurer
writing premiums of three times
surplus, the captive would need to
invest about $300,000.

"I can't report success yet, but it
may be viable," Mr. Waskom said.

Buying stop-loss or aggregate re-
insurance to cover casualty line
written by group-owned captives is
most difficult, Mr. Leonard ob-

served. The captive has to convince
the reinsurer that it will be around

to cover adverse loss development
and that the reinsurer is not going
to be hit with expected losses.

Several reinsurers now are re-

quiring actuarial studies before
they will write aggregate reinsur-
ance or stop-loss for a group cap-
tive, Mr. Leonard reported.

Three types of information are
essential for an actuarial study:
Paid losses, incurred losses and an

exposure base.
"The problem with group cap-

tives is you can't get decent infor-
mation," Mr. Leonard said.

The data secured is usually ob-
tained from surveys of the group
membership. The data gathered
can be inconsistent because it is

often supplied by different brokers,
and/or taken from statistical loss

runs from different periods of time.
In addition, the data may not be

comparable because different in-
surers have provided coverage to
the various members of the group
and insurers' loss reserving prac-
tices vary.

Therefore, group captives in par-
ticular need what Mr. Leonard

characterizes as an "enlightened
actuary," not a "closet actuary."

The closet actuary bases his actu-
arial study and loss projections on
the data provided, Mr. Leonard ex-
plained, while the enlightened ac-
tuary "questions the information
given. And that's critical."

With additional information

about the statistics' validity in
mind, the loss data is developed
and trended and a range of future
losses predicted.

The actuarial study also should
project when losses will be paid.
Once that is determined, the pro-
jected losses are discounted to their
net present value to determine the
amount of money needed today to
pay claims in the future.

The captive will have to fund for
those losses or have enough capital
to cover them.

Marblehead, Mass 01945 (617) 639-1660  gests Inar captive organizers iirst
consider the environment in which

they can make a profit. •
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spotlight report

Industry needs cash, not regulation: Lobbyist
,A,rA

By KATHRYN J. McINTYRE terns of tie 19th century," Mr
Cheek warned

THE TENN INTERNATIONAL write coverage in a line or class of self-insurance of lines of insurance
CAPTIVE INSURANCE AND business that courts and/or legisla- that are unavailable

HAMILTON, 3ermuda-The in-
REINSURANCE FORUM

'It _s simply contrary to human tures have rendered uninsurable In addition to providing needed
surance industry needs more natur= and to the n*iture of our "And while regulators can con- capacity, allowing more self-insur-
money-not mcre regulation-to free e i terErise econom c system, to And, regulators who complain trol the elements of insurance ac- ance will teach businesses "the
return to health, an insurance lob- expec: insurance regulazors or in- that insurers can't fLnetion in a counting, they cannot control the truths about which they are now a
byist maintains surance c,nsumers -1 complain competitive marketplace "are ig- actions of federal tax legislators little bit skeptical-the truths like

"There is nothing wrong with auout, or to act to prekent, declines noring the uniqueness of the cir- that would ignore those accounting the need for a claims-made policy
current patterns of property / Dasu- in insurance prices,"he said cumstances that precipitated the principles and force revenues even form, the importance of IBNR (in-
alty insurance regulation that in- Insurance regulators tolerated price war of the early 1980s-cir- from companies with no economic curred but not reported) loss re-
surance price and Insurance capital falling commer- cumstances that are, thank God, income " serves, the volatility of Judge-made

adequacy cannct cure," contends cial insurance unlikely to recur," Mr Cheek said Mr Cheek stressed that he did law and the incredible transaction

Leslie Cheek, vp-federal affairs for *,,'  Al prizes inthe Now, the recovery of the prop- not mean to suggest that regulators costs of our tort system," he said
Crum & Forster Insurarce Cos in 2 k *' 19805,heob- erty/casualty insurance industry is are powerless "Rather, my point iS "The shrinking markets and

Washington '1 · 7 ser ed, because "far more dependent on factors be- that the destiny of the insurance soaring prices for these lines are
But, "the cep:h anc bread:h of 7 the downward yond its regulators' control than lt Industry lS dependent on a plethora messengers of a common reality

the current crisi. in the availability j price :piral was is on the action or inaction of those of external factors over which reg- the liabilities to which these lines
and affordabilit) of liability insur- consistent with regulators," Mr Cheek suggested ulators have no control Substitut- are designed to respond have out-
ance has spawned calls to round up &4 ' N the boom-or- "While regulators can affect the ing the federal government for the stripped the ability of the insurance
the usual suspects-that is the in- I t. 1 bust ciaracter of adequacy of rate levels, they can- states whould not alter this reality, mechanism to predictably measure
surance industry and its regula- 1 . the industry not, without legislation converting nor would closer cooperation their economic consequences "
tors," Mr Cheek told attendees of Mr. Cheek Also It appeared a pluralistic private enterprise into among the states " "The industry iS now trying to

The 10th International Captive In- until late 1984 a monolithic public utility, force in- Mr Cheek criticized most of the bring prices back in line with un-
surance and Reinsurance Forum that tie cheap prices were not af- surers to charge a price either at, proposed solutions, such as the sug- derlying loss costs Much of the
held in Bermuda last rronth fectir g the rate of i -solvencies, above or below the indicated 1ndus- gestion by Sen Paul Simon, D-Ill, availability and affordability prob-

Some industry officials say regu- they minnized consumer com- try average," Mr Cheek said and others that the McCarran-Fer- lems of today are attributable to

lators should har e acted to save the plains anc :hey seemed to validate "And while regulators can com- guson Act be repealed Sen Simon this process As insurance prices
industry from itself and scme .egu- one of the premises of insurance pel insurers to cease writing new has said the act shields insurance approach adequacy and surplus is
lators say that insurers cannot cope regulation "Commercial insurance business unless they add to their companies from the competition rebuilt, many of the insurance
with deregulation, Mr Cheek rates wll- find their more appropri- capital and surplus, they cannot, in that keeps the free enterprise sys- availability problems will resolve
pointed out ate level in a competitive market " a free economy, compel investors tem going, Mr Cheek said themselves," Mr Cheek predicted

"It would be an unparalleled di- Now however, if insurers want or policyholders to commit the nec-
44Our business could easily do And, he noted that the "industry

saster, both for the indus:ry and for to re,ect that premise, they will essary funds to the enterprise without the antitrust immunity of and regulators have worked to-
the insurance-buying public, ·o at- f.nd that regulatory controls over "And, while regulators can 11- McCarran-Ferguson," Mr Cheek gether to place limitations on some
tempt to recreate, in a rapidly the downward movenent of rates cense insurers willing to provide said "Our problem has been too of the more extreme early reactions
evolving 20th-century 'inancial w.11 be accompanied by similar coverage in an insurable line of much competition, not too little " by insurers to their financial dis-

services marketplace, :he insur- controls on the upward movement business, they cannot force carriers Mr Cheek also criticized another tress-sudden cancellation, mid-

ance pricing ard regjlasory pat- of rates, Mr Cheek advised who surrender their licenses to solution proposed by Sen Simon term premium increases and non-
the development of a federal rein- renewals without explanation "
surance program The resulting market assistance

That would be "tantamount to plans, insurance hot lines and other

/8 - i.
giving the keys to the U S Trea- means of putting willing buyers in
sury to the organized plaintiffs' touch with willing sellers of insur-
bar," Mr Cheek warned "It would ance "is about as much as can be
make Uncle Sam the deepest done to deal with the insurance in-

1 i pocket of them all and it would re- dustry's role in the crisis," Mr
move the last restraint on the most Cheek maintained

litigious society m the world " "Further regulatory response
D D Mr Cheek did endorse-with premised on the notion that the cri-

L reservation-one proposed mea- sis is solely a function of the insur-
sure expansion of Risk Retention ante industry's behavior risks
Act to allow businesses to group doing major damage while doing

DDI 1 self-insure their liability risks nothing to address the other ele-
But, he also suggested that the act ments of the crisis," Mr Cheek sug-

be amended only to permit group gested

1 -1

. 'Simple' secrets to success
.

ie

.1.,r.
HAMILTON, Bermuda-The secrets of running a successful captive in-

surance company are simple
U • Refuse to pay liability claims

. , 2-1 4., F·

6 ,-2 «·0 -f.47" - ::
• Buy first-dollar property coverage from commercial insurers, burn

down your own buildings and use the insurance proceeds to bolster your
fs'F'' .. captive's capital

I 5-,#*Gr,C ..'*.I. 4.... 4 • Buy retroactive property coverage to fund fire losses

4
These totally facetious pointers for risk management success were of-

- I fered by Richard Duer, underwriting manager for Des Moines, Iowa-based
--

S Nk-''S. ¢*fi»83*279·4 Kirke-Van Orsdel Inc, and this year's winner of the Tillinghast captive
insurance company simulation game

' ; '*a. * 10 - 3 t ' ·4, · ftsEL, r ·4- The computer game-offered as a diversion and learning tool at the 10th
International Captive Insurance and Reinsurance Forum-assigns each,i '-f,Iif, ' "  .'4*4*,38113--,44*14 Conhnental Underwnters, Ltd. has player the responsibility for forming and managing a captive for a hypo-

J4*e,kiw ,--1_3*r#,ff-gf,5*Yf--* =--- earned the confidence and respect of thetical company, Universal Manufacturing Inc

1 4 5-4 ' 5 5* - -- - -E-- - n_'_-275% a large and Impressive clientele UMI-an automotive, marine and aviation parts manufacturer with $1
- -- --:- f

,#f -r- --- . . -:--1-1-5 because those terms"average"and billion in annual sales-is forming a captive to write workers compensa-Ot.-'-EX:r. - -:2 1-1:'FL 1 2 4&6 business as usual" have no part in our tion, general and product liability and property and business interruption
./*61<'* , -- --g 6-- 4 :EWEY« professional vocabulary During our

-, 14 coverages=8* 4i-*--5-I,• numerous produchve years in the marine As president of UMI's captive, each player has to make several decisions,-4/2  -.-- -Rs.--< I insurance business, we have been dis- including
. -f>0*BF tinctly unusual in our durability and

/ ---. 4 • Capitalization, ranging from $1 million to $7 5 million
staying power in trying times Equally • Premiums to be charged
unisual is our willingness to underwrite

- • Investment strategy, including the mix of stocks, bonds and U S
Hull and Machinery plus Primary and

Treasury bills
i.V' 4 Excess Protection and Indemnity And

• The type and amount of reinsurance protecting the captivemost unusual of all is the consistent
• Whether to write unrelated business, of what type and amount andquality of our performance which gives

the level of reinsurance protection for this businessan added measure of security to our
clients So if you don't find "average" Players were scored on the cost of the captive coverage per $100 of

,- /1 . appealing. please give us a call parent company sales Presidents who bankrupted their captives over the
five years covered in the game were not assigned scores

Of the 140 scores recorded over three days of play, Mr Duer produced
the best $1 711 of insurance cost per 3100 of sales

't . In another attempt at the game, however, Mr Duer also recorded the
Continental worst score $7 913 of cost per $100 of sales

On the final day of the captive conference, therefore, H Felix Kloman, a7

rs, Ltd. Tillinghast vp and advisory director, presented Mr Duer with a fifth of
-

Undetwrite
Crown Royal and a rubber duck, the first- and last-place awards

rge 419 Decatur St Mr Duer explained his triumph by noting that in order to win the game,
New Orleans, LA 70130 the captive has to be capitalized at the lowest possible level, the lowest

f
Telephone {504) 581-7493

%
Telex 754622 CULTD UD

possible premium has to be charged to the parent company and the captive

Telefax (504) 581-7497
has to go totally without reinsurance

"You totally run it the way you would not run a captive-if you want to
4 "L/ovd's. London. Correspondents" win the game," said Mr Duer
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Change anover,extended risk
into amore stable one
Ring National Re! were the service-minded risk taken We respond *.......

1-0-f#

to clients' needs with individually-designed reinsurance programs...with /
periodic reviews and evaluations by our audit teams...and with prompt loss ....I- -,-

payments to help our clients maintain financial stability.

If you're not getting this kind of servi€e from your reinsurer, ring
National Re today!

N;11! National Reinsurance Corporation
Responsive Reinsurance
777 Long Ridge Road, RO. Box 10167, Stamford CT 06904
203/329-7700 • Telex: 965938

Chicago · Dallas · Hartford • Los Angeles · New York
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In 1910, when the great comet blazed the evening skies, A
Foreteller of doom Beholder of cosmic origins. Or just a

reason to celebrate.

Back then, when the return of Halley's comet caused
everything from a panic to a party, Allendale had been
recogrized as a stellar property insurer for three-quarters

of a century.
In a changing world where events like this shape history,

this is our way of reminding you of one progressive, stable
company that's been around since 1835.

Today at Allendale, we continue to shape the history of
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lendale had been a visible property insurer for 75 years.
loss control with engineering, training, research and testing,
responsiveness and fairness in the way we do business.

Throughout the years we've been more than an ordinary
insurance company. Commitment to our insureds goes well
beyond the property coverages we provide.

After a century and a half, that part ofour philosophy is
not about to change. Allendale Insurance, RO. Box 7500,
Johnston, Rhode Island 02919.
Allendale Insurance/Factory Mutual System
Over 150 years of progress and stability.
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spotlight report

Crisis not solely caused by rate cuts: Etling
By KATHRYN J. McINTYRE

HAMILTON, Bermuda-The in-

surance affordability crisis would
have emerged even if insurers had
not slashed rates when cash flow

underwriting was in vogue, the
president of the largest U.S. rein-
surance company says.

"Cash-flow underwriting is only
part of the

story," main- ,«i,:40,.
tains John C. '- ,
Etling, president at, -
of General Rein- =,1 --
surance Corp., I-
the largest sub-  - + .il
sidiary of Gen- . 4/1eral Re Group. IIA

"If we had not 09//97..& All
slashed rates, we -* 1.
wouldn't be in Mr. Etling
the shape we are
now. We would have, however,

cover by cover, segment by seg-
ment, gotten to the affordability
crisis a piece at a time," Mr. Etling
told attendees of The 10th Interna-

tional Captive Insurance and Rein-
surance Forum held in Bermuda

last month.

The reason: Liability losses are
mounting under an expanded tort
system. Defenses have been eroded

and defendants are facing absolute
liability, joint and several liability,
increasing award sizes, punitive
damages and mushrooming defense
costs, Mr. Etling said. In addition,
courts are extending coverages be-
yond what was originally contem-
plated in the insurance contract, he
added.

"The current problem is society.
Hard chocies must be made about

the extent to which injured parties
can be compensated, by what defi-
nition and by whom," Mr. Etling
advised.

"In the final analysis, insurers
are really score keepers, adding up
the losses sustained and spreading
them back as premiums to in-
sureds. Unlike the federal govern-
ment, none of us has a printing
press," Mr. Etling said.

This is a lesson that the growing
number of self-insurers will learn,

Mr. Etling suggested.
"Whether the risk assumer is an

insurance company or self-insurer,
the risk assumer is a scorekeeper
and does not affect the process of
the underlying risk," Mr. Etling
pointed out.

"If insurance is going to be avail-
able and affordable, we must ad-

dress the question: How much

0.0 THE TENTH INTERNATIONAL

CAPTIVE INSURANCE AND
REINSURANCE FORUM

should people be compensated and
who should pay," he said.

"I encourage everyone of you
and your companies to get involved
in tort reform. It's the first time

I've seen a real movement toward

consideration for some type of tort
reform not only by insurance com-
panies, but also by industry and the
general public at large," said the
25-year veteran of General Re.

For that reason, he said, "I think

it is better the way it has hap-
pened," with rates rising dramati-
cally.

"It brings to the fore the tremen-
dous problem which underlies the
insurance problem and perhaps we
can all get together and work on
that problem: the tort system and
society; Mr. Etling said.

While emphasizing the need for
tort reform, Mr. Etling also ack-
nowledged the economic forces
that contributed to current difficult

commercial insurance market con-

ditions.

Unlike the personal lines insur-
ance market that is dominated by
relatively few companies, the com-

A BRIEF MESSAGE ABOUT INSURANCE

PLACEMENTS FOR

 W 11
• Security Guards,

• Patrol Services,

• Detective Agencies,

• Armored Car Service,

• Alarm Monitoring and

• Alarm Installation

For more than a decade Cover X Corporation has
continuously provided a stable insurance product
for the Security Industry. During that time many
companies and agencies professing to "specialize"
in this industry have come and gone. In today's
difficult insurance marketplace most are simply
gone. COVER X CORPORATION IS STILL
HERE, providing that industry with custom tailored
GENERAL LIABILITY, PROFESSIONAL LIABILITY
and WORKERS COMPENSATION.

If you have current or potential clients in the security industry wnose long range
interests lie in obtaining a quality insurance product in a stable market then ycu owe
them a Cover X quotation.

For further information or applications call or write

COVER CORPORATION
P. O. Box 5096, Southfield, Michigan 48086
Telephone: (313) 358-4010 - Telex: 23-5635

mercial lines market is highly frag-
mented, Mr. Etling said.

In personal lines insurance, the
top six companies write more than
40% of the premium volume and
one controls almost 20%. While

personal lines loss experience has
deteriorated, it's still far better than

commercial lines' loss experience
because the relatively few domi-
nant companies exercise greater
underwriting discipline and price
leadership.

But in commercial insurance

lines, "the top six companies write
only 23% of premium volume and
the largest controls only 5%. As a
consequence, the commercial lines
market tends to be highly competi-
tive."

The historic insurance cycle also
contributed to the current crunch

in the marketplace.
But, the cycle didn't turn as it

would have in the past with de-
teriorating underwriting results
because the rapid rise in interest
rates attracted insurers to cash

flow.
The combined ratio worsened

each year as prices fell.
"By 1984, risks were being writ-

ten at 30% to 40% of tariff. As long
as interest rates remained high, the

effects of the excessive high com-
bined ratio were masked," Mr.

Etling explained.
Reinsurers also contributed to

the prolonged downturn in insur-
ance prices, Mr. Etling said. Rein-
surance became "highly competi-
tive, with tremendous increases in
the number of reinsurance conn-

panies, almost tripling between
1973 and 1983," he reported.

When operating losses appeared
in 1984, however, insurers' and
reinsurers' immediate reaction was

to stop the bleeding, raise rates,
cancel business, withdraw from
markets and cut lines and classes,

Mr. Etling said.
Surpluses now need to be rebuilt,

he said.

But, Mr. Etling reminded the au-
dience that the consequence of a
competitive and cyclical insurance
market for insurance buyers is: "A
competitively priced insurance
product-if somewhat difficult to
manage because of the cycles and
excessively low rates and high
rates."

Nonetheless, "the cyclical nature
of the business tends to keep rates
relative to the risk assumed over a

period of time from being ex-
cessive," Mr. Etling said. .

Europeans considering
benefit captives: Expert

By DOUGLAS McLEOD

HAMILTON, Bermuda-European multinational corporations are in-
creasingly interested in using captives to reinsure employee benefit pro-
grams, though interest from U.S. multinationals has flagged, one expert
says.

"The number of new inquiries from U.S. multinationals has reduced
itself from the previous year. The reason for this we do not know," said
Ernst Schneebeli, senior vp with Zurich-based Swiss Life Insurance Co.

The rate of inquiries from other multinationals has increased, however,
and the number of benefit captives will probably increase as a result, Mr.
Schneebeli told an audience at The 10th International Captive Insurance
and Reinsurance Forum.

Captive reinsurance can be a useful component in the multinational
benefit programs that have been developed since the 1960s, Mr. Schneebeli
observed.

In such programs, networks of local insurance companies are formed to
provide services to a multinational's local affiliates, collecting premiums
and making benefit claim payments, he explained.

If profits remain in such a program after payment of benefits, expenses,
commissions, taxes and dividends to the multinational's affiliate, the par-
ent company itself is able to collect a dividend.

The advantages of such programs-which insurers developed to retain
the business of multinationals that might otherwise self-insure-include:

• Reduced administrative expenses.
• Reduced cost for stop-loss reinsurance, since the programs produce a

greater spread of risk.
• The ability to recapture profits resulting from better-than-expected

claims experience.
• Increased coordination and control by the parent company of its in-

ternational benefit plans.
A captive can be added to such a program as a reinsurer of the various

local insurance companies, which would act as fronting insurers, Mr.
Schneebeli explained. The captive in turn would buy retrocessional cover-
age, including excess of loss and aggregate stop-loss reinsurance.

Advantages of using a captive, Mr. Schneebeli said, include:
• More centralized management.
• Improved cash flow. Rather than pay premiums quarterly or yearly

in advance-as would be the case with commercial coverage-premiums
could be paid through to a captive on a retrospective basis.

• Greater freedom of investment and better management of currency
exposures. A captive would be better able to invest premium funds in
currencies other than those of the original policyholders, Mr. Schneebeli
said.

Swiss Life currently manages nine large multinational benefit programs
that involve captive reinsurers. Over the last three years, the multina-
tionals have averaged profits of 13% of original gross premiums after the
cost of the captives' retrocessional coverage, Mr. Schneebeli said.

The best experience was recorded in 1982, when the five captive pro-
grams Swiss Life then managed recorded profits of 21.7% of original gross
premiums, according to Mr. Schneebeli.

Mr. Schneebeli predicted that multinational captive benefit programs
will grow and become more complex.

However, he also noted that increasing competition among local insur-
ance companies could produce attractive programs for a multinational's
local affiliates, and may mean that coverages for the local affiliates are
better left with local insurers.

"There is a future for captives in the employee benefit field," he con-
cluded, adding, however, that each parent company must decide for itself
the most cost-effective way to insure its exposures.

"No general conclusion can be reached. No general recommendation can
be given," Mr. Schneebeli said. •



Swett & Crawford

Group Continues
To Support D&0
Placements.

Serving on the Board of Direc-
tors of any company today can
be a distinct liability The increas-
ing number of suits against
directors, and the difficulty of
securing insurance protection
for these business leaders, has

led to an exodus of qualified
executives from the board room.

Specialists at Swett & Crawford
Group, the nation's leading
wholesale broker for commercial

and specialty insurance, call
today's marketplace the most
restricted even

"Only the most informed and
serious buyers are gaining under-
writers' attention;' says Robert
E Ougheltree, a Financial Ser-
vices executive with Swett &

Crawford Group. He advises
clients to start early and develop
a comprehensive, well-planned
strategy.

The thoroughness and com-
pleteness of all submissions
-particularly D&0 -is manda-
tory today. Ougheltree recom-
mends assembling a marketing
team that includes a professional
wholesale market specialist who
can help you study and prepare
your proposal for the most fa-
vorable underwriting consider-
ation.

Swett & Crawford Group con-
tinues to be successful in secur-

ing quotes and placing D&0
coverage in even the most diffi-
cult areas. For information or

available coverage for your
clients, contact the Group office
naarest you.

Ground Work

Required For
Property
Protection.

While the market for Property
coverages, particularly smaller
risks with values of $15 to $20

million, is more and more restrict-
ed, and more and more costly,
there are steps that agents and
brokers can take to secure proper
protection.

Thomas J. Sullivan, a Property
insurance executive with Swett

& Crawford Group, the nation's
largest wholesale broker, says
that"In many cases the key may
lie in layering the risk so that a
client can buy adequate limits
on earthquake, flood and wind
exposures, and full limits on

other perils'.'
Limits of $10 to $50 million

can be arranged by Swett &
Crawford Group on All Risk
including Earthquake, Flood and
Wind. Limits for straight All Risk
covers can be secured at the $400

to $500 million level.

Retail agents and brokers can

also tap a broad range of support
services offered by the Group.
These include evaluation of prop-
er exposure levels and arrange-
ment for engineering analysis to
pinpoint areas of greatest risk.

able to place all classes of
risks, small to large, with
stable and financially secure
markets. Sullivan suggests
you contact the Group office

¥L-1-'.*-","*

nearest you for assistance with
Property coverages includ-
ing All Risk, Difference in
Conditions (DIC), Highly

Protected Risks (HPRs) and
Time Element covers.

Lack Of An

Umbrella

Could Mean Rain

On Your Parade.

It's a fact of life that markets

for Umbrella coverage have been
disappearing at a rapid pace over
the past 18 months. As a result,
capacity has gone down and
prices up. Today, obtaining $10 to
$25 million in coverage may take
as many as five or six separate
policies where just a few short
years ago you could buy $50 mil-
lion in limits with only two policies.

This puts added pressure on
retail agents and brokers to work

working with a professional
wholesale broker such as Swett

& Crawford Group, the nation's
leader. The Group puts consider-
able leverage and buying power
at your disposal because of its
extensive contacts with domes-

tic insurers, London and other
international markets.

Thomas S. O'Brien, a senior

vice president with Swett &
Crawford, recommends one way
to pave the way toward an effi-
cient buy for your client is to pro-
vide underwriters with accurate

and complete information."While
large premiums no longer attract
underwriters, well-packaged sub-
missions do:'

Underwriting assessments are
focusing particular attention on
the exposure potential in the
Umbrella. Therefore, notes

tant that your submission con-
tain complete loss information
and identify and outline expo-
sures such as joint ventures; over-
seas activities; owned watercraft;
liquor law liability; contractual;
care, custody and control; per-
sonal injury; advertising liability
and if the underlying cover is
occurrence or claims-made.

Virtually every business today
needs Umbrella or Excess pro-
tection. If your clients include
Agriculture, Associations, Auto-
motive, Chemicals, Contracting.
Energy, Finance, Food, Hospitals.
Hotels, Manufacturing, Munici-
palities, Offices, Pharmaceuticals.
Retailers, Schools, Utilities or
Transportation accounts, you
should contact the Swett &

Crawford Group office nearest
you for assistance.

.../
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Insurers' capacity inadequate, consultant says
By KATHRYN J. McINTYRE portionate " derson said "So there still may be ket share of captives will increase "THIETENTH INTERNATIONAL

Insurance industry consolidation CAPTIVE INSURANCE AND some bad news to come " In addition to risk sharing of one
HAMILTON, Bermuda-The lS inevitable if insurers are to meet

REINSURANCE FORUM
Still, "current price action is type or another and captives, cor-

risk-taking capacity of insurers is the risk-transfer needs cf large probably an overreaction," he said porations also will learn to use
inadequate to meet the needs of companies, Mr Anderson said price increases, Mr Anderson cited Mr Anderson expects insurers to post-loss insurance-buying insur-
giant corporate concerns, a consul- "Consolidation with banks is a specific errors and omissions pol- show "fair to good results in 1986, ance after a loss-for accounting
tant says clearly part of the future Consoli- icy that he had analyzed The 1995 and better results in 1987 when full and tax reasons, he also predicted

As a result, commercial insurers dation with in- coverage had an expected claim effects of price changes are felt " Demand for post-loss insurance
in the future may serve only as fa- T# 1 dustrial organi- value of about six times the pre- "Price cutting may resume in could create a new product for in-

cilitators, not risk-takers, to giant zations also is mium The renewal quotation for 1987," he said surers, which otherwise are going
corporations, predicts James C H part of the fu- 1986, however, had an expected But in the meantime, unable to to suffer some permanent loss of
Anderson, managing principal with ture," he pre- claim value of 10% of the premium find commercial insurance, insur- market share to expanded self-in-
Tillinghast, Nelson & Warren Inc 18 dicted While stressing the erample is ance buyers may learn to go bare surance
in Atlanta And, rein- not representative across all lines, and learn to like it, he said At the same time, "risk control

The earnings of the largest U S surers will have he added, "stor.es of premiums "We going to see some creative and loss prevention programs are
corporations in one year are rnore to mobilize ca- doubling or tripling are dramati- accounting that is aimed at loss sta- going to play an increasing role in
than the capital and surplus of most pacity to meet cally under the facts in many bilization," Mr Anderson pre- the future," Mr Anderson added
U S insurers, Mr Anderson m 4 demand, he said cases " dicted "It will provide much of the As a result of these changes, cor-
pointed out in his remarks to The Mr. Anderson Nonetheless, it However, the enormous price in- answers to insurance needs porations will need "qualified and
10th International Captive Insur- may develop creases are "an overdue response -0 44We'll see some uninsured risk- objective advice as to how best to
ance and Reinsurance Forum that the giant U S corporations an unrecognized problem," Mr sharing agreements of one type or budget their cost of risk," Mr An-

And, mega-mergers of giant U S shift risk only to each other, with Anderson said Low prices and de- another," Mr Anderson predicted derson said
corporations continue, mcreasing "insurers standing between, acting chning interest rates have played a If insurers can "get in the middle In that vein, "insurance interme-

the number of companies whose as facilitators," Mr Anderson said role, he said, but loss reserves also of this, the insurers will act as the diaries of all types will become part
annual earnings will be larger than The seeds of this change are are probably still understated facilitators," Mr Anderson com- of the knowledge business as con-
the capital and surplus of insurance being planted in the difficult insur- "Looking backward on work we mented "Otherwise, companies trasted to the marketing business,"
companies ance market, marked by "dramatic have done, the estimates of re- will make their own deals " Mr Anderson said And, they will

"This creates problems for the price increases and extensive non- serves we have made-and we've Mr Anderson also predicted that move to a fee-based from a com-
insurance industry," Mr Anderson availability," he said been highest estimator-have "captives will play an increasing mission-based compensation sys-
said "The relative sizes are dispro- To illustrate the magnitude of proved to be inadequate," Mr An- role" in risk financing "The mar- tem, he added .

u.> 1 1 '71*9 , Equitable regulation
3 .0'; */3 i /*

of self-insurers urged
- By KATHRYN J. McINTYRE

, Ui '1 HAMILTON, Bermuda-Insurance regulators should fairly treat cor-
porations that self-insure, a risk manager advocates

Self-insurance, captive insurance companies and pools accounted for Just
IX fi, P WIR 12% of the commercial property/casualty business in 1975, but by 1985 the

figure had grown to 25%, points out Ronald W Stasch, corporate risk man-
ager for Federal-Mogul Corp in Detroit

%7 "Considering the options available in the conventional markets, this fig-7 54 .i G L 1,9/. '* / --3 ure can do nothing but grow in the future," Mr Stasch told attendees of
- The 10th International Captive Insurance and Reinsurance Forum held in

Bermuda last month

i{ -Vf::- "As this balance between traditional and non-tradi-

2-.
tional funding shifts, the regulatory mechanism will

.-
have to accept the reality of change and hopefully pro-

4 vide for it on a fair, equitable and non-discriminatory
'1 45="Y basis," Mr Stasch advised

S.. Currently, he observed, signals from state regulators94"
4' regarding self-insurance "are somewhat mixed, depend-

ing on whether the individual regulators perceive the
major challenge in their respective states to be making

*W. i ir,
more capacity available for insurance buyers or making
certain that conventional insurance plays the primary
part in guaranteeing loss payments to claimants " Mr. Stasch

This creates apparently inconsistent regulations

Who's getting the lion's share For example, if a business elects to go bare, doing nothing to finance or
handle any losses, it is outside the regulator's authority, Mr Stasch pointed

of your health care dollars?
out If, however, the business formalizes a self-insurance program, "the
insurance department may have authority under the guise of making cer-
tam that losses claimed by third-parties will be properly funded "

And, if the business buys conventional insurance and the insurer goes
bankrupt, the business could find itself partially or totally excluded fromWhich providers? And for what Can it identify large or unusual claims any direct protection or benefit from guaranty funds, Mr Stasch said

services? requiring special handling? He was referring to the amendments to the National Assn of Insurance
If your present health claims system If not, then you don't have today's most Commissioners' model law governing guaranty funds adopted last Deem-

can't tell you-quickly and accurately- sophisticated and forward-looking ber (BI, Dec 16) One of the amendments to the model law provides for
guaranty funds to subrogate against policyholders whose net worth ex-you may not be spending your health health claims system Which means
ceeds $50 million for claims paid to third parties by the fund on the policy-

benefit dollars as wisely as you should you may be getting less than maximum holders' behalf

That's Just one reason you need to benefits from your health plan and Mr Stasch summed up the situation facing business as "If he goes bare,
know about Genelco's revolutionary paying more for it than you should there are no restrictions If he self-insures, he is suspect and needs to be

new Health Benefit Management Designed to provide on-line, real-time more closely watched And if he buys conventional insurance, regardless

System, a totally automated software adjudication and administration of a full of its quality, he is smart enough to be responsible for his own losses "
Looking at the entire regulatory system for insurance companies, Mr

system that gives you more range of health claims, our Health Stasch asked "W111 1t be able to adapt, or will the system have to be over-
contemporary cost management Benefit Management System lS ready hauled, or has the problem gotten so far out of hand the present system of
features built in than any other system now to help you reduce payment errors regulation will have to be totally scrapped'>"
on the market lower administrative costs . and "There will be change," Mr Stasch predicted "But whether this change

Can your system monitor utilization improve productivity, while giving you will include a shift in regulatory oversight from the state level to the
federal level remains to be seen "

to spot overusage of benefits? Or an unparalleled level of data to make
While expecting insurers will continue to be primarily regulated by the

underusage of cost-saving alternatives? informed decisions about your plan states, Mr Stasch also predicted some modifications to state regulation,
such as those created by the federal Risk Retention Act

For details, call That act permits manufacturers, wholesalers and distributors to form
groups to buy or self-fund their product liability risks free from much ofLarry Amundsen, vice-president
the state regulation that would otherwise apply And, pending amend-

314-962-2040 ments to the act would permit all businesses and governmental entities to
form such groups to fund all liability risks except workers compensation

41. Mr Stasch also predicted that "as a result of the bad press and publicity
that the industry has been able to generate for Itself, the federal govern-
ment will maintain a keener interest and will more closely monitor the

1600 South Brentwood Boulevard industry in the future "

Suite 500 Geneto "At the same time, states will place greater emphasis on their regulatory
roles as well," he said "There will probably be additional efforts directed

St Louis, Missouri 63144 toward increasing both the quality and quantity of the regulatory over-
sight exercised by the states "
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Cayman captive growth picks up steam
By MICHAEL BRADFORD | cayman

-GRAND CAYMAN, B.W.I. Al-
though visitors to the Cayman Is-
lands are greeted by the image of a
friendly turtle printed on every-
thing from drinking cups to boxer
shorts, there's nothing slow about
the Cayman captive community.

Cayman began picking up steam
as a captive domicile in 1985 after a
slow 1984, and the trend is continu-
ing this year.

The tightening commercial in-
surance market has sparked a new
wave of interest in Cayman, where
the number of captives grew to 304
in mid-March from 277 as of Jan.

31, 1985. Eight of the 27 new cap-
tives were incorporated this year,
and managers and regulators say
new applications are arriving at a
healthy pace.

This spurt of growth compares
with a virtual standstill in 1984:

The number of captives in Cayman
grew by just one between January
1984 and January 1985. In 1983, the
number of captives increased by
19.

While the number of new cap-
tives added last year is significantly
higher than the previous year, it
doesn't compare with 1982, when
60 new captives were licensed in
the domicile.

The 304 offshore insurers now

domiciled in Grand Cayman ac-
count for about $1.25 billion in an-
nual premiums.

Most captive managers, regula-
tors and legal experts say the cap-
tive market in Cayman is "boom-
ing."

"It appears the insurance reasons
for forming a captive are overrid-
ing any tax considerations," said
Timothy Ridley, an attorney with
the Cayman law firm of Maples &
Calder. The firm does legal work
for captive clients on the island.

"There is pressure to get cover-
age, even if the tax benefits are no
longer there," he added, noting that
Maples & Calder was working on
the licensing of 15 captives early
last month.

"That is a lot more than a year
ago," he said. "The telephone is
ringing a lot more."

Ian Kilpatrick, managing diree-
tor of Johnson & Higgins (Cayman)
Ltd., agreed that "the days of peo-
ple worrying about the tax aspects
of forming a captive are long gone.
They are more concerned with get-
ting adequate insurance coverage.

"I don't even think tax is consid-

ered to be an important factor any
more," he said.

"The important 57*;<
factor is that 4 I '• · .

#:4 .

they need cover- f' 1
age they can't
get elsewhere."

Cayman In- 
surance Su-

4 -/ ,

perintendent - i

IPeter Bates re- 1 1 -*1'
marked that the 6 A-

conventional in- Mr. Bates

surance market

"hasn't done itself any favors by
the way it's been turning business
bur way" by raising rates to the
point at which buyers refuse to pay
them.

Mr. Bates said he expects the
paptives that are formed during the
current tight market will remain in
place, even if competition again
heats up among commercial insur-
ers.

"It's become a long-term alterna-
tive," said Mr. Bates. "People are
putting more money in the captives
and we don't have to fight with
them about putting the money in.

"Captives are here to stay," he
added. "I've heard a number of

people say they are completely fed
up with being dictated to by the
open market. That's why it's easier
to get them to put sufficient capital

into the capti-es. They're lookini
long-term."

All Cayman CaptivE managers
are reporting that more caprives
are capitalizing at higher than thE
minimum amount required by the
Cayman Department o i Insurance.

While the regulatiins recuire
holders of an Lnrestricted Class B li -

cense-the type of license obtained
by most captives-to have at leas:
$240,000 in cap:tal, managers say ca>
tives are now forming in the Cay-
mans with anywhere from $5 n¥ill-on

to $100 million in initial capital.
The managers agree with Mr.

B:tes that new captives are now
tetter capitalized because they
wart to do more than weather the

storm of high rates brought by the
hard market. Bur managers also
pcir.: out that the cap:ives today re-
qLire more capital because they are
retaking more risk.

Reinsurance has become costly
and hard to find for of ishore insur-

ers, managers agree.
The evidence that tax considera-

tions are now less impirtant to cap-
tive parents can be found in the
shift oi emphasis from the forma-
tion of multiple-owner captives in
Cayman to a renewed interest in
single-?arent captives. The Inter-
nal Re=enue Service :9 less likely to
challerge the deductibility of pre-
miums paid to group eaptives than
to sing. e-parent captives.

"At the beginninE of last year,
when the market started to harden,
we started seeing a lot mcre inter-
est in single-parent captires" said
Mr. Bates. "I think that's going to
be true for the remainder of this

year, too."
Most of .he 20 new captives man-

aged by Johnson & Higgins are
owned by single parents, according
to Mr. Kilpa.rick.

Timothy Marsh, vp of Marsh &
McLennam ,Cayman Islands) Ltd..

Continued on next page
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Cayman officials promise quick action
By MICHAEL BRADFORD

GRAND CAYMAN, B.W.I.-The opportunity to
form a captive insurance company quickly is luring
new captives to the Cayman Islands.

"People have formed captives in extremely short
periods of time here," says Timothy Ridley, an at-
torney with the Cayman law firm of Maples &
Calder. "If a company's board of directors makes a
decision to form a captive in two weeks, they could
do it. It would take some scurrying around, but it
could be done."

Once regulators are convinced that a sound busi-
ness plan has been devised by the applicant, fees
have been paid, capitalization is in place and other
regulations have been met, licensing can be accom-
plished swiftly.

In the case of BankAmerica Corp.'s formation of
B.A. Insurance (Cayman) Ltd. to provide directors
and officers liability coverage for its Bank of
America subsidiary, the license was approved in a
day, Cayman officials say (BI, April 29, 1985).

Anthony Stelling, director of captive manager Sa-
muel Montague & Co. (Cayman) Ltd., pointed out
that single-parent captives are especially interested
in locating in Cayman as opposed to other domiciles
because "in other areas licensing tends to take more
time."

Corporations battling deadlines, like those whose
D&0 coverage is about to expire, are apt to choose
Cayman for a captive domicile, Mr. Bates pointed
out. "The government here is very willing to assist
in reviewing license applications in a short time
frame."

"They are very good about dealing with urgent
cases and issuing a license as quickly as possible,"
Mr. Stelling adds.

The Cayman government's executive council,
which grants final approval of captive licenses,
meets fortnightly on Tuesdays. But, if a license is
needed urgently, Insurance Superintendent Peter
Bates said he can have it "walked around" to the
executives that must approve it before the council's
regularly scheduled meeting.

And, Mr. Bates said it isn't difficult to review an
application and have a license approved quickly if
there is a need.

"The application form isn't exactly difficult," he
said. "The thing that is crucial is the business plan.
Chances are that we've talked to whomever wants
to set up the captive. We know who the principals
are, what their ideas are. Once we get to the applica-
tion, there's not a lot involved.

"It doesn't take a week to decide if a business plan
is good," says Mr. Bates. "It can be done in a few
hours."

But, he points out, a license won't be rushed
through to approval unless there is a good reason.
"We're reacting to market conditions. People have
been desperate for coverage."

And, Mr. Bates cautioned that Cayman will not be
looked upon as an 11th-hour dumping ground for
slipshod companies looking for last-ditch coverage.

"We certainly do try and be as accommodating as
possible. We realize the situation, but we don't lower
our standards in any way," he says.

Mr. Ridley said, "You can't draw the inference
that there is any lack of regulation. Applicants have
to have their ducks in order.

"The superintendent is very, very responsive.
They realize that it is a very competitive world with
Bermuda, and Barbados is coming along. If you can't
perform, you lose good business," Mr. Ridley ex-
plained.
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Cayman Islands
Continued from previous page
said that although he still receives a
lot of inquiries concerning the for-
mation of association captives, most
of the 13 new captives under his
company's management are single-
parent captives.

The increased number of single-
parent captives turning to Cayman
can be traced partly to businesses
searching for directors and officers
liability coverage, according to ex-
perts on the island.

The most publicized example of a
corporation establishing a Cayman
captive to write D&0 liability risks
involved BankAmerica Corp. The
San Francisco-based company
formed B.A. Insurance (Cayman)
Ltd. last year to provide D&0 cov-
erage for its Bank of America sub-
sidiary (BI, April 29, 1985).

Bank of America's $80 million in
primary D&0 coverage with Em-
ployers Insurance of Wausau and a
$20 million excess layer with First
State Insurance Co. were canceled
last year after the bank sued
against the insurers seeking to re-
cover a $95 million loss from alleg-
edly fraudulent mortgage-backed
securities (BI, March 11, 1985).

"That seems to be pretty much
the scramble," Mr. Marsh said of
the increasing interest in forming a
captive to insure D&0 exposures.
He added that most of the new cap-
tives that M&M helped form in the
past year are writing D&0 cover-
age.

So far, Mr. Bates says, his depart-
ment can handle the increased in-
terest in Cayman without too much
staff expansion or changes in oper-
ations.

"We would like it to be a steady
growth instead of sudden. We like
it like it is now, with 50 to 60 appli-
cations a year, Personally, I think
that's the way it will go," he said.

The department has hired a se-
nior assistant secretary since the
number of applications for captive
licenses began increasing last year.
Gilbert Connolly, the new staffer,
will get "very involved" in the ad-
ministration process, says Mr.
Bates.

The department also added a
new clerical staffer.

In other expansion, a new Digital
Equipment Corp. computer system
installed for Cayman government
agencies at a cost of $900,000 will
give the Insurance Department
extra capability in monitoring the
increased business.

Sometime this year, the depart-
ment will have two new computer
terminals added to one already in
place. When fully installed, the
system will allow department per-
sonnel to track insurance company
data more quickly.

"It will give us information on
things like how much new capital
is put into a company and how
much goes out," Mr. Bates said.
"We can do all those things now,
but it is a lengthy exercise," he
noted, adding that the system also
will ease clerical functions.

Despite the recent growth in
Cayman, Mr. Bates said the domi-
cile's captive community still has
not attracted a broad enough group
of international risks. But, he be-
lieves businesses in other countries

are experiencing the same insur-

ance problems as those in the
United States and eventually they
also will turn to captives as a risk
financing alternative.

"Last year, we had applications
from 11 countries other than the

United States," including nations in 1
Africa, South America and Scan- 4
dinavia, said Mr. Bates. "They're
having the same problems."

Part of the problem in attracting
more international risks is that "it's

not easy to publicize yourself
worldwide," Mr. Bates remarked.

In an effort to get the word out
about Cayman, Mr. Bates said two
department representatives at-
tended the 10th International Cap-
tive Insurance and Reinsurance
Forum in Bermuda last month, and
the department may be represented
at this week's Risk & Insurance
Management Society conference.

Mr. Bates said last year that he
hoped to "tidy up" the Cayman In-
surance Law of 1979, the legislation
regulating Cayman captives. He
was concerned that the department
does not have sufficient power to
take control of insurers with finan-

cial problems.
While those hoped-for changes

have not yet been made, Mr. Bates
vows, "There will be some changes
to give us a little more power when
things go wrong. Now, we have
very little power to step in."

While there have been no

changes in the regulatory require-
ments for establishing a captive on
Cayman, licensing fees increased.

Captives, which are established
as Class B insurers, now have to
pay $4,500 for a license instead of
$3,000.

Insurance brokers, which were
paying $750 for a license, now pay 1
$1,250. And, it now costs $7,500 to {
secure a license as an underwriting
manager, up from $5,000.

If there is a down side to an in-

crease in interest in Cayman, it is
that the lure of quick profits could
tempt the less-scrupulous to take
advantage of desperate insurance
buyers by setting up shop on Cay-
man. But Cayman would be a bad
choice for anyone with such plans,
captive managers say.

Mr. Bates and Deputy Insurance 
Superintendent Steven Butter-
worth have established a reputa-
tion among managers on the island
as thorough investigators of both
the background and business objec-
tives of any applicant.

Mr. Bates stresses the importance
of a prospective captive's business
plan, which is regarded as the one
of the keys that determine whether
a license is granted.

And if an applicant is on the de-
partment's "black list," a license
will not be granted.

Mr. Butterworth noted the de-
partment maintains a close rela-
tionship with the National Assn. of
Insurance Commissioners, which
provides reliable information on
the background of applicants.

"We haven't had any problems.
We've turned down a couple of li-
censes and basically the reason was
the business plan," Mr. Bates said.

He added that whenever the de-

partment has contact with anyone
whose business motives are suspect,
a telephone call is made to regula-
tors in other domiciles to let them
know that the applicant may be
headed their way. .
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Survivors of Cayman manager shuffle cash in
By MICHAEL BRADFORD

cayman
-GRAND CAYMAN, B.W.I. The

shakeout among Cayman captive
managers appears to be over, and
some of the survivors are cashing
in on the increased business that is

fleeing the commercial. insurance
market and heading to Cayman.

While.1984 was marked by a re-
shuffling of Cayman captive man-
agers and a minuscule increase in
the number of offshore insurers,
last year saw significant growth
among the island's largest manage-
ment companies as interest in the
domicile surged.

The premium volume under
management by the four largest
Cayman captive managers in-
creased by about $375 million last
year (see chart, page 82). Those
four managers added a total of 54
new captives between Jan. 31 of
1985 and March of this year.

The four top managers-Trans-
national Ltd., Johnson & Higgins
(Cayman) Ltd., Samuel Montagu
(Cayman) Ltd. and Marsh &
MeLennnan (Cayman Islands) Ltd.
-manage 55% of the captives in
the d6micile. Those captives write
gross premiums of approximately
$805 million.

Total premium volume gen-
erated by the island's 304 captives
is currently about $1.25 billion, up
from around $1 billion in premi-
ums written by 277 captives as of
Jan. 31 of last year.

The. realignment of managers in
Cayman began during 1984, when
the second-largest captive manager
on the island, Scotia Insurance Ser-
vices, pulled out of the market-
place.

Also in 1984, the island's largest
independent manager,. Insurance
Management Consultants (Cay-
man) Ltd., ·was acquired by John-
son & Higgins, and Samuel Mon-
tagu & Co. formed and established
itself as one of the market's top
managers.

The shuffling continued into
1985, as the proposed acquisition of
Corroon & Black (Cayman) Ltd. by
Homeland Insurance Management
(Cayman) Ltd. fell apart because.of
differences over how much should

be paid for the C&B Cayman cap-
tive management unit (BI, April 15,
1985).

C&B eventually withdrew from
the Cayman marketplace, leaving
nine.captives that generated
around $10 million in· premiums to
be picked up by other captive man-
agers.

Rollins Burdick Hunter (Cay-
man) Ltd., which had managed one
captive, also has left the market.

However, two new captive man-
agement companies currently are
establishing themselves in Cayman
as business continues to grow.

Stone & Webster, which is al-

ready licensed as a manager in Ber-
muda, and Delta Management Co.
are planning to manage captives in
Cayman, according to Cayman reg-
ulators.

The most significant growth
among all Cayman managers be-
longs to Johnson & Higgins, which
added 20 captives since January of
last year. Premium volume under
management has likewise soared to
$300 million from $50 million.

J&H now manages 60 captives,
more than any other manager on
the island, and.is the second-largest
in terms of premium volume under
management after Transnational
Ltd.

Ian Kilpatrick, managing direc-
tor of J&H's Cayman office, said he
expects to have at least six more
captives operational within the
next six months and conservatively
predicts the office will be manag-
ing 75 offshore insurers by the end
of 1986.

"Our staff.has doubled and we

expect to increase it further," says
Mr. Kilpatrick.

The tremendous increase in

J&H's managed premium volume

, , can be attributed
4 largely to one
/IBM- captive thatwrites around

$200 million in
IZ.V..1241 annual premi-

 Kilpatrick says.
 That captive, he

says, is the sub-
sidiary of a large

Mr. Kilpatrick domestic insurer

that provides
surplus relief programs for other
insurers. It was initially capitalized
at $100 million.

Mr. Kilpatrick explained that be-
cause of their increasing premium

volume, some U.S. insurers are
having difficulties. meeting state-
imposed net premium-to-surplus
ratios that govern how much busi-
ness an insurer can write.

The J&H-managed captive offers
reinsurance to insurers "whose pre-
miums have grown too much for
the amount of capital they have,"
said Mr. Kilpatrick. "They.have to
stop writing or buy reinsurance."

Eventually, the captive will cede
the business back to the U.S. in-

surer when the insurer's surplus
reaches a point where it legally can
accept the business.

Mr. Kilpatrick said J&H lost four
captives under its management in

the past year, and six of its current
60 are in runoff positions.

"A couple had finished their
business and two others were bro-

ker-controlled that we had ac-

quired from IMC," Mr. Kilpatrick
explained, referring to the four
captives that left the J&H fold.

The two captives that were con-
trolled by brokers, "obviously
didn't want (broker-owned) J&H to
manage them," Mr. Kilpatrick.said.
Insurance Management Consul-
tants was an independent manager
that was owned by Mr. Kilpatrick
before it was acquired by J&H.

The 20 new captives managed by
J&H are mostly single-parentcap-
tives, he said. All write U.S..risks,

primarily directors and officers lia-
bility and medical malpractice.

Of the captives that were already

established under J&H's manage-
ment, medical malpractice and
workers compensation are the most
common risks written, Mr. Kilpa-
trick remarked.

"We're also seeing an increase in
credit life and extended warranties

for car dealers" as risks written by
captives, he added.

An increase in automobile sales
in the United States has resulted in

a significant increase in premiums
among the captives that write ex-
tended warranty coverage, he ex-
plained.

J&H, like other managers, is
having a hard time finding reinsur-
ance for its managed captives, Mr.
Kilpatrick notes.

"It's still possible to find it," says
Mr. Kilpatrick, but he emphasized

Continued on next page
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Cayman managers annual activity by specific line of 1 Largest Cayman captive managersbusiness and according to different
Continued from previous page division of the parent company in-

Manager Premium volume Capt,ves Sta«

that captives with minimum capi- sured by the captive, said Mr Kil-
talization will have an especially patrick

Parent 1985 1984 1985 1984 1985 1984

tough time finding any reinsur- "It can break down underwriting Transnational Ltd. $365 million $300 million 38 26 30 30

ance "Reinsurers are looking for a results by lines for each year in The Reiss grga-nization
substantial capital base " each factory," Mr Kilpatrick ex- ------

Fronting insurers that cede risk plained
Johnson & Higgins (Cayman) Ltd. $300 million $50 million 60 44 17 12

Johnson & Higginsto Cayman captives are also in Transnational Ltd, a Reiss Orga-
short supply, he notes "There are nization affiliate, holds its place as Samuel M6Atau & Co. (Cayman) lid. $110 mill,661- $80 million 4532-1512

companies out there, but they, too, the largest captive manager on -Samuel Montagu & Co_Holdings Ltd
are demanding a substantial capital Cayman, with 38 captives-12 Marsh & McLennan (Cayman Islands) Ltd. $30 millionl $15 millionl 24 11 5 3

base" before accepting a risk on be- more than at at the end of 1984- Marsh & McLennan Inc

half of a captive and $365 million in premium vol- -251 imernational Underwming (C*ril,6) Lid. $24 millio-$25 million 18 26 4 4

"In many instances, they're re- ume under management _!ti!:3?ap!tallrtwrBIe,Gfoup of Calif
quiring a real mee cushion in the Donald J Westmoreland, man- Homeland Insurance Management (Cayman) Ltd. $20 million $14 milliont 18 19 4 3

way of a -etter of credit," Mr Kil- aging director of Transnational, Homeland Insurance Cos Group
patrick noted said new and existing captives con-

Companies are careful of front- tributed an increase of around $17 British-American Management (Cayman) Ltd. $16 millioR--$13-million 1 1 2 3

ing, he explained, because of in- million to $20 million in premiums BritishiAmer,can Insurance Co. Ltd
stances in which captives have managed, while the premium gen- Insurance Management Services Ltd. $13 million $35 million 12 10 5 5

been unable to pay claims Many erated by shareholder-owned Asbit Insurance Management Ltd. $8 milliont- $913"llion17- 7 4 4
fronting companies "never thought United Insurance Co rose to $260 BPC Underwriting Managers Ltd. $5.1 million $1.7 million 10 3 6 5

they would have to pay out, they million from $207 milhon in 1984 Nationwide Insurance Co

thought they were just providing a The premium increase attributed
1 B# estimate Chart Holly Seguine. Amy Palmer

fronting service," said Mr Kilpa- to United, which is owned by more
trick than 30 shareholders including

J&H has spent $100,000 to im- Transnational, is due mainly to tional manages 37 other captives no going back." Mr Westmoreland group captives; he added
prove automation in its Cayman of- premium increases on treaty risks through subsidiary Transnational says of the captives that are form- More single-parent captives are

fice, says Mr Kilpatrick Office written by subsidiary Universal In- Risk Management Ltd, and there ing in Cayman "I think there is a forming in Cayman so that com-
personnel are currently entering surance Co of Ireland Ltd in is "a long prospect list," says Mr determination that people are not pantes can insure their D&O risks
the recorcs of the captive clients Shannon, Ireland Westmoreland seeking captives just until the com- and retain their directors, he ex-
onto the new Wang system, and Business written by Universal is He said Transnational is talking mercial market gets back on track plained, noting that many com-
Mr Kilpatrick expects all 60 com- retroceded to United members with 30 to 40 prcspective clients "We're seeing better quality panies cannot find or afford D&0
panies to be "on-line" within six "Premiums came through much that the manager feels may be staff, better capitalization and a coverage from commercial insur-
months more strongly than we antici- qualified to set up a captive, he more realistic structuring," he says ers

The new system can break down pated,' said Mr Westmoreland said The new captives under Trans- These companies prefer to form a

each client's business according to Apart from United, Transna- "This time around, there will be national's management mostly captive rather than self-insure be-
write primary casualty coverage, cause "they need to separate funds
says Mr Westmoreland "There is a outside the corporate balance
good spread, with an emphasis on sheet," said Mr Stelling If there
professional liability and D&0 " are no claims and reserves pile up

He said one captive recently cap- in a company account, he ex-

Itt how italized at $2 million to intially plained, it might be tempting for
write D&0 exposures will even- the company to use the funds for
tually expand to other casualty some other purpose
lines "And a new piece of machinery

we remove Transnational is also managing won't pay claims," said Mr Stell-
Tortuga Casualty Co, a facility de- ing

the problem.
veloped to provide excess liability All of Montagu's 45 managed
limits of $25 million in excess of $50 captives are active, he said One
million for its investors (see story, former Montagu-managed captive

was hquidated last year after run-
.

page 85)
Since Tortuga's formation, offi- ning off its business, he said

cials also have discussed creating Montagu-managed captives also
+ ' additional excess casualty pools write credit life, credit accident

.$ and health and professional habil-that would provide excess limits of
$25 million above $25 million and ity coverages, said Mr Stelling

4, D&O limits of $25 million excess of Inquiries about new captive for-
-N.

$10 million (BI, March 17) mation continue to be received

' Tortuga currently has 25 share- steadily, according to Mr Stelling
Q * *r holders that each have contributed "There is a substantial number

$150,000 in capital More sharehold- which we will be pursuing and
./ ers may be added later, according finding out if they are viable pro-

-

/i to Roger Phelps, an underwriter at posals or not "
Transnational connected with Tor- The percentage of inquiries that

:\ tuga's operations eventually result in captive forma-
6 Mr Phelps said Tortuga's board tion is substantially higher than in

j of directors would decide whether previous years, he noted "We were
, 4

. to allow new shareholders to par- fortunate if 10% of the inquiries
ticipate in Tortuga "If good players two years ago came to fruition

// ' N
come in, I don't suppose they would Now, lt may be as high as 40% "
stop them," he noted Last May, Montagu went "com-

= , 1 j 11 Samuel Montagu & Co, which pletely automated," Mr Stelling
established itself in Cayman in said Its AT&T computer system

.. Ill
' d i 1984, has grown steadily since, add- features enough capacity to accom-

9 41
ing 13 cal)tives since January 1984 modate 46 terminals and will main-
and Increasing its annual premium tam all banking records, handle

' j 44 ' 11'1
volume under management to an word processing and spreadsheet
estimated $110 million from $80 functions, and produce trial bal-
million It is now the third-largest ances and other data

'/ manager on the island The 24 captives now under man-
kiA/=liMwi. T Montagu is headed by directors agement by Marsh & MeLennan

Anthony B Stelling and David (Cayman) Ltd are more than twice
When an agent faces o unique risk in need of Insule tre contractor-but with certain condihons The Whitefield, former officers at Sco- the number of insurers it super-

coverage he calls [*path Associates Constant inte comer,rssted that the contractor ham cedified kain- tia before that management com- vised a year ago Premium volume
action Mth the markets 011846 Repath Associates to Ing in asbestos abatement [*path Associates lecom- pany left the marketplace in 1984 under management has grown
calculate o viable solution to that agent's pcblern mended an instition whee such training is offered Montagu is a subsidiary of Samuel from to an estimated $30 million

A risk that appears unusual in oll probatbilily BY knoving the noM<eff:doce and the undewriting Montagu & Co, a major merchant per year from $15 million

represents o famihor situation to the specialists at requiterrents Repcth Associates once again secured bank owned by Midland Bank of Timothy Marsh, vp of the New
Repath Aacciates covenge faa hardlo London York-based brokerage's Cayman

An agert called Repoth Associates ' 18 got a place risk Of the 13 new captives now man- subsidiary, said, "We have enough
client whos been awarded a contract to remove For assistance Mth dif- aged by by Montagu, seven were inquiries that appear to be of so

some asbestos,n a school system He must prwde ficult risks get in touch formed since the first of this year much better quality than before
\Mth [*n-h ociates says Mr Stelling Mr Stelling said that we could put on 20 by the endo cedificate of insurance and my standard compa-

nies *ont touch it NashvIle or [?epath- the company expects to have 50 of the year if things stay the way

Repath Associates knew of one cornpany Miling to Mdell New York captives under management by the they are That would be great "
end of June Captive proposals from the

The parents of Montagu's new United States are of a much higher

Repath clients are based in the United quality than those of previous
States and write coverage in "the years, Mr Marsh noted "Some of
traditional liability fields medical, the inquiries are still pretty desper-

The Calculated ASSOCIATES INC. accountants, engineers and consul- ate, but by and large, the approach
tants," said Mr Stelling "And of by the people from the States is

Solution. NASHVILLE. TN {615) 297-1739 course, the D&0 coverages much better "

NEW YORK, NY (212) 693-1000 "We're perhaps seeing more sin- Applicants interested in forming
gle-parent companies than before, captives now have clearer ideas of
but there is still an interest to form Continued on net page
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Continued from previous page concentrating more on structuring
1

parent companies will participate
"what they want and what they are companies likE two captives-Cen- 'When we are putting the packages together, we in each of the captives, he said He
getting into And they seem to have tennial Reinsurance Co (Cayman) , expects Centennial clients each to
the funds available to capitalize ad- Ltd and Millennium Reinsurance

initially get 40 or 50 prospective clients,' says Mr. generate premiums of from $50,000
equately," he said Co (Cayman) Ltd -it is currently Goldsworthy. 'We always look for people with the to $200,000, while those in Millen-

Sometimes, he noted, lt lS Stlll putting together Both should begin nium will be comanies that pay
somewhat of a surprise to hear writing business sometime this same level of estimated premium, that makes $200,000 to $500,000 annually
someone say, "no sweat" when told year, says Mr Goldsworthy it a lot easier to deal with.' Although interest in forming sin-
they should capitalize their com- The capti.es will cover the gle-owner captives has increasec in
pany at double the required mini- workers compensaion exposures of - the domicile, Mr Goldsworthy notes
mum $240,000 heterogeneous groups of employers that there lS Stlll a lot of intel·es: in

While Mr Marsh says M&M's 24 assembled by CSI Centennial built up over the years ages together, we ininal-) ge- 40 or California in multiple-owner cap-
captive clients are evenly split be- should generate around $2 25 mil- "We have accumulated a 1 Ile of 50 prospect ve clients," said Mr tives However, that interest may not
tween single-parent and association lion this year while annual premi- prospective persons wt o mav be Goldsworth> "We a.ways loo< for translate into a big Jump in the num-

captives, its new ums for Mi.-ennium should be interested," Mr Goldswort·13 said, people with the same level of est- ber of captives managed by CSI be-
clients are about $5 5 mi. lon adding that recommendazions of mated premium, that makes itt a lit cause many of the clients it accepts

1 mostly single- Mr Goldsworthy pointed out qualified clients also corrie from easier to dea with " W111 Join existing captives, he said

* -4 _ 4- - -r parent captives that prospect /e clients for the two California brokers The two CSI-promoted cagtives Homeland Insurance Manage-

, 2 that write D&0 captives are culled partly from files "When we are putting the pack- are still dec ding which nd vidual Continued on page
exposures

 , In addition to
the 24 captives
under its man-

I agement, M&M f 7tf
also "looks out

f 1

Mr Marsh for the Cayman
end of ACE," B

said Mr Marsh, referring to ACE
Insurance Co Ltd , which was

formed late last year ACE offers
-6

policyholders $100 million of gen- f

eral liability coverage excess of ./

$100 million
I ,

ACE -incor porated in the Cay-
mans but operating out of Bermuda f

-was organized by Marsh & f

MiLennan Cos Inc and the New
4

York investment banking firm of
f

Morgan Guaranty Co Corporate Y ,

sponsors have invested up to $10
million each in the company, while
non-sponsor policyholders are re-

r - '*3*»f'
quired to purchase common stock

r
in ACE in amounts based on their

3

first-year premiums
"We're here to make sure ACE

iS In compliance with Cayman
'

law," Mr Marsh noted, adding that
"the amount of work would not 3
warrant ACE having its own, sep- ,.If 2 51'

f / A
arate presence here Ours is more
of a liaison role "

During a year that has seen a re- ,4

newed interest in single-parent
captives on Cayman, the island's Our Marketf

largest manager of multiple-owner 9

captives has streamlined its opera-
tons and changed ltS focus Selection Committee

While CSI International Under- 1

writing (Cayman) Ltd had hoped

to manage 38 captives this year, it sometimes sits up half the night
instead has lost eight of the 26 cap-
tives it had under management last
year because "they never got off analyzing the fundamentals
the ground," explained Paul Golds-
worthy, CSI's managing director

CSI is owned by HL Capital In- 1

1,
... so our clients don't have to! 1 1

surance Group
of California, of

* r

which 15% is 10 ' 4. e An insurance policy is essentially a promise to 
owned by Ban- pay. Nothing more, nothing less. No insurance kAmerica Corp
and 37 8% by broker can guarantee the financial ability of an i ,n .

Fremont Gen- 1 insurance company to deliver on that promise at ,/

eral Corp 0¢
.

r
Of CSI's 18 eli-

some future date. r
.

ents, the 16 cap- However, a professional broker can help his
tives that are clients by reducing the odds against the promise
currently writ- Mr Goldsworthy
ing business not being fulfilled. That means intelligent
generate a total of about $24 million analysis and periodic monitoring of the financial L

in annual premium, about the same condition of the insurance companies seeking to 
amount as in 1984 They all ate
multiple-owner captives that write

underwrite his clients' risks.

wox kers compensation coverage for Analyzing ihe fundamentals. That's thejob of ti
California employers

f our Market Selection Committee. Not an easy job.
Workers compensation policies

are reinsuied by CSI captives after But then, the really important jobs seldom are. *EL., n
coverage is written by Pacific
Compensation Insurance Co in
Woodland Hills, Calif

1

Pacific Compensation retains
10% of the risk and cedes 90% to E £,2 i, 6CSI, making it a "reinsurance f MORRIS & MACKENZIE LIMITED
transaction," rather than a fronting
arrangement, says Mr Golds-
worthy, noting that pure fronting f

INSURANCE BROKERS - RISK MANAGEMENT CCNSULTANTS

arrangements are illegal in Califor- VANCOUVER CALGARY TORONTO MONTREAL r

nia (604) 665 5848 (403) 2654270 ,410 5% 989.5 (514) 937 5755,

While CSI has specialized in the %* # 4
SN

past in for ming captives for Cali- E 4

fornia insurance agents or for
groups of homogeneous employers,
CSI has decided to pursue forming I M' , Fle
captives that are "CSI-promoted,"
says Mr Goldsworthy

Although CSI will still form
multiple-owner captives if it gets a
request from a qualified group, lt lS
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Barbados
Continued from previous page
test. Further, he says, the act allows
for corporate mobility. "A company
can move in and out of Barbados

with reasonable ease, subject to it
looking after its liabilities," he says.
The act also allows for telephone
board meetings.

Incorporation requirements for
captives under the Exempt Insur-
ance Act, as amended by the 1982
Companies Act, include:

• One director who must file

with the island's registrar of com-
panies a written consent to act on
behalf of the captive.

• An annual government fee of

• A $375 U.S. captive applica-
tion fee.

• Minimal capital requirements
of $125,000 U.S. A 5-to-1 premium-
to-capital ratio must be maintained
for an annual premium volume of
$5 million U.S., while a 10-to-1 pre-
mium-to-capital ratio for premium
volume over $5 million is required.

• Annual audited financial

statements closed to the public.
• A register of policies, claims

books and financial records to be

maintained in Barbados.

Captive managers and consul-
tants say Barbados' limited captive
infrastructure will be the major in-
hibitor of its growth as a captive
domicile.

David Brown, president of Insur-
ance Managers Ltd., which has of-
fices in Cayman, Guernsey and
Barbados and is owned by Alex-
ander & Alexander Services Inc.,

says he expects growth to be slow.
"The basic problem is the infra-

structure for handling interna-
tional exempt insurance com-
panies. It has to improve in Bar-
bados," he says.

Mr. Brown points out that it took
15 to 20 years to develop the Ber-
muda infrastructure. "I'm not say-
ing it will take as long in Barbados,
because new technology moves
things along an awful lot quicker
these days. But it will take time."

Other captive managers say that
services such as banking, account-
ing and legal services are available,
but that a significant growth in
captive management firms is
needed.

IPC's Mr. Kessock says he was
surprised at the level of services
available. "I don't think the infra-

structure is as strong as Bermuda,"
he says. "But I was quite surprised
with the services that were avail-

able there with regard to account-
ing, telex and phone service."

Mr. Kessock notes that several

major U.S. accounting firms were
represented on the island and says
that legal and international bank-
ing services were readily available.

IPC is setting up a large associa-
tion captive in Barbados that Mr.
Kessock expects will handle about
$25 million in premium this year.

Mr. King acknowledges that Bar-
bados does not have as much expe-
rience with captive insurance com-
panies as other offshore island
domiciles, but he says the island
has extensive experience with in-
ternational finance.

"Insurance is only one plank in
our offshore package," Mr. King
says. "One of the features of Bar-
bados is that we offer a kind of

one-stop shop to the international
investor" with offshore banking,
international trading companies,
holding companies, exempt insur-
ance companies and foreign sales
corporations.

Mr. King also says that as more
captive business locates in Bar-
bados, the infrastructure will de-

velop to service that business Fur-
ther, he says, Barbados has one of
the most sophisticated communica-
tions systems in the Caribbean.

Although Barbados is further
from the United States than Ber-

muda or Cayman, Mr. King says
airline service to the island from

major U.S. cities is excellent. .

imum capitalization," he said. "Our
experience shows that captives
with minimum capitalization have
problems down the road finding

Turks managers optimistic despite setback
By ROBERT A. FINLAYSON

TURKS & CAICOS, B.W.I.-Although the
government has yet to take up legislation sup-
ported b> captive managers that would place
tighter cont. ols or captives, managers in
Turks & _Caieos say they're optimistic about
the future.

That's because the British government has
aSreed to-make funds available to this British
territory to hi-e a commissioner of insurance.

Last year's arrest of Chief Minister Norman
Saunders .n Miami on drug trafficking charges
was a major setback for captive managers here,
who are trying t) gain government approval of
a captive insurance company ordinance.

rhe previois ordinance governing incor-
poration of ofishore companies, which expired
in 19E4, treated eaptives as standard tax-ex-
empt campanies and imposed few restrictions.

Captive managers on the islands contend

turks & caicos

that some regulation is needed to give the
domicile legitimacy and allow it to ccmpete.

Christopher Coriat, director of S:bre Man-
agement Ltd., which manages about 28 captive
insurers here, says there is a consensus among
captive managers on the type of ordinance
they want, "but at this stage the ball is back in
the government's court."

Captive managers gave the attorney gen-
eral's office their proposed ordinance last year,
but the attorney general has yet to take any
action, managers say. The attorney general's
office would not return phone calls.

Mr. Coriat and other managers see the ap-
proval of funding for the commissioner as a
major step toward improving the domicile's
ability to attract new captive business

1

Captive managers on the island admit that
the captive ordinance has been extremely con-
troversial.

They say they want some reguiation of cap-
tives, but not so much that it wil. chase away
future business.

Government officials, captive managers say
privately, support legislation that they feel is
too complex and anti-competitive, and they
complain shat the government has placed too
low a priority on getting a captive irdinance in
place.

At least one captive management firm, IMC
(Turks & Caicos) Ltd., has withdrawn from the
island because of the scandal over Chief Minis-

ter Saunders' arrest and the lack 01 any regula-
tion of cap: ive insurers.

But Mr. Coriat takes a more optimistic view.
"There is room for another (captive) jurisdic-
tion. It's just a delicate balance that has to be
struck (in the ordinance)," he maintains.

.



ST. THOMAS, U.S. Virgin Is-
lands-Hard-to-interpret legisla-
tion and regulations are slowing
the growth of the U.S. Virgin Is-
lands as a captive domicile despite
the islands' unique advantage over
other offshore domiciles, captive
managers and regulator:s say.

With the enactment of the Virgin
Islands Exempt Insurance Act in
February 1984, U.S. companies
were given the green light to form
captives in the Virgin Islands to
fund their employee benefits.

While the Employee Retirement
Income Security Act does not per-
mit the benefits of U.S. employees
to be funded through captives in
non-U.S. domiciles, the U.S. Labor
Department in 1983 defined the

business insurance, April 14, 1986/ 89

Confusion inhibits Virgin Island growth
By MICHAEL BRADFORD 1 virgin islands _U.S. Virgin Islands as a state under

ERISA and, thus, said that insurers

in the Virgin Islands can write em-
ployee benefit coverages for U.S.
workers.

The Labor Department does
limit the amount of employee ben-
efit business an insurance subsidi-

ary can write to no more than half
of the captive's total business.

However, two years after the
Virgin Islands enacted a captive
law, only four captives have been
formed, and only one has been
created within the past year.

The islands' only active captive
manager and an official of the gov-
ernment's banking and insurance
division agree that hard-to-inter-
pret legislation is the main stum-
bling block.

Graeme M. Harper, vp of John-

son & Higgins (USVI) Ltd., which
manages the islands' four captives,
said there is some confusion in leg-
islation that concerns Class A and
Class B licenses as to what the ad-

vantages are between the licenses.
The insurance act says a Class A

license must be held by "interna-
tional affiliated insurers or rein-

surers." According to the act, an in-
ternational affiliated insurer is one
in which 90% or more of the net re-

tained premium is composed of re-
insurance or risks related or unre-

lated to a parent corporation and/-
or direct underwriting of risks re-
lated to a corporate parent or large
shareholder.

A Class B license must be ob-

tained by "international insurers."
The act says such insurers are those
that are not an affiliated interna-
tional insurer or reinsurer.

To obtain a

Class A or B li-

cense, applicants
must file a non- Jf \>A I
refundable .LS-% 62: 45/J
$1,000 applica- 8551 -'Sr *
tion fee. Class A 
license holders ///Mi** Cl
must pay an an-  - )'9
nual license fee /
of $3,000, while a L- "p®==%%1 1
Class B license Mr. Harper
carries a $1,500

yearly fee. Mr. Harper said one of
J&H's primary goals is to try to im-
prove the legislation to end the
confusion.

Corroon & Black offers

a large overseas network.
Dropinanytime.

As the scope of corporate operations expands worldwide,
management must be ready to face increasingly complex challenges.
Because risks today are huge. Here and everywhere.

An insurance broker is called upon to fit a program to your
international risk management needs. And to apply to that program
the most careful knowledge of specific foreign insurance markets and
customs.

That's why Corroon & Black has established a strong
international capability through the development of Internet.

Internet is a closely allied association of leading insurance
brokers with access in 72 countries. Providing an exclusive, fully
integrated retail brokerage service to multinational companies.

So if you are venturing abroad and want to land safely
on both feet, call Marnix Guillaume, President of Corroon & Black
International, at (212) 363-4100, and ask for our free booklet enti:led
"Putting Risks into Perspective-Worldwide."

CORROON & BLACK CORPORATION
Putting insurance risks into perspective.
Wall Street Plaza, New Yc,rk, NY 10005 · 212-363-4100
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He also noted that the Virgin Is-
lands government's Department of
Banking and Insurance, which reg-
ulates captives, should be separated
into two divisions.

"It is my contention that you
can't mix apples and oranges," he
added. "Banking and insurance are
two separate businesses."

William Mahar, chief examiner
and acting director of the Depart-
ment of Banking and Insurance,
agreed that parts
of the law are Ia:#dr- . -
difficult to inter- 4/1/&&20/; '
pret and should /' - 4'7"4;'A
be changed. Ef"F14#k

"(We're) going ..- -
to have to pro- ... <3'

pose legislation  
to make the Vir- \

gin Islands more  4i
attractive to cap-
tives," said Mr. Mr. Mahar

Mahan

"There seems to be some ambigu-
ity in the way the current law was
written because experts have had
some trouble interpreting it. Some-
times, there have been more than
one opinion in some areas. It is not
all that clear what the differences
are between an A and B license."

Mr. Mahar said the domicile "has

to be competitive with other domi-
ciles-whether it's Barbados, Ber-
muda or Cayman-if we expect to
grow. They can all come here or
they can go down the road."

"What's another 200 miles in the
Caribbean?" he asked.

Besides the two types of insurer
licenses, exempt support licenses
are required of all companies
whose primary business will be to

Continued on net page

Few captives
show interest

in incorporating
TORTOLA, British Virgin Is-

lands-While it is possible for cap-
tive insurance companies to incor-
porate in the British Virgin Islands,
few show much interest, according
to a local banker.

Prospective captive insurers
would have to incorporate under
the British Virgin Islands' All
Companies Act of 1885 and be sub-
ject to a maximum 15% tax on prof-
its.

Offshore financial companies
that are not insurance businesses
are allowed to form under the In-

ternational Business Companies
Ordinance of 1984 and are exempt
from all local tax liabilities.

Roger Dawes, manager of Inter-
national Trust Co. B.V.I. Ltd. on

Tortola, explained there are proba-
bly less than 20 "captive-type" in-
surers located in the British Virgin
Islands. He described them as rein-

surance operations for risks like
credit life insurance that are writ-

ten in the United States.

Apart from rules governing
workers compensation and motor
vehicle insurance; there are no reg-
ulatory requirements for captives
in the British Virgin Islands. There
also are no capital and surplus re-
quirements.

A captive that is a non-resident
British Virgin Islands company
pays a licensing fee of $250. Resi-
dent companies forming under the
All Companies Act are charged a
fee based on gross assets in the pre-
vious year. The fee is charged on a
sliding scale that begins at $25 and
does not exceed $10,000.

There are no filing regulations
for a company with fewer than 50
shareholders, and there are no cur-
rency exchange restrictions for
companies locating in the British
Virgin Islands. .



spotlight report

Virgin Islands
Continued from prevtous page J&H to launch captives Guernsey captive
provide support for licensed ex-
empt insurers Captive managers,
agents and brokers doing business
in the Virgin Islands must hold an

push in Virgin Islands business booming
exempt support license An exempt

$1,000 tiveTieaoAnS'  Sreend,Islands-As soon as problems with cap- By STACY SHAPIRO
Johnson & Higgins (USVI) Ltd will

yearly fee begin a push to attract more captive insurance companies to the U S GUERNSEY, Channel Islands-
guernsey

Besides paying applicable fees, Virgin Islands Guernsey's captive community is
applicants also must provide Graeme Harper, vp of the Johnson & Higgins unit, said his firm booming, even though the island Airways Ltd, Scanport Insurance

• A certified copy of the corpo- expects to work closely with the local government to help clear up has not adopted formal insurance Ltd, owned by the Port of Gothen-
rate charter and bylaws wording in the Virgin Islands Exempt Insurance Act (see story, page legislation and has not hired an in- berg Authority in Sweden, and

• A statement of financial con- 89) surance supervisor Cronors Insurance Ltd, owned by
dition, including balance sheets and The legislation was passed in 1984 to open the door for captives to The tightening insurance market Norcross PLC of Britain
income statements, audited for the locate in the Caribbean domicile brought more than 17 new captives The premium volume managed
nnost recent year for which finan- However, the hard-to-read law is seen as a deterrent to drawing to Guernsey during the last year, by Channel Islands Insurance Con-
cial information is available the offshore insurers to the islands bringing the total number of cap- sultants Ltd and Guernsey Insur-

• References from two banks JUH, the only active captive manager in the islands, has until now tives on the island to nearly 200 ance Management Services shot up
that each maintain more than $300 concentrated its management forces on handling foreign sales cor- While most of the new captives to $70 million in 1985 from $30 mil-
million in gross assets porations incorporated in the Virgin Islands are owned by British companies, lion to $36 million the previous

• All policy forms and endorse- Those companies are U S exporters licensed in the Virgin Islands three are owned by U S com- year, while the number of captives
ments the company plans to use in to take advantage of tax laws that are less burdensome than those on panies, one by a New Zealand com- managed rose to 23 from 15
the islands the mainland pany and several by Scandinavian However, the number of employ-

If exempt insurers are writing "We've been working on the FSCs and concentrating on keeping interests ees has been cut to six from 16 and

general business, like property/cas- our clients happy in that area Our next thrust is the captive area," Guernsey captive managers ex- the companies were moved to St
ualty risks, they must maintain Mr Harper said pect more captives to be formed Peter's Port from St Sampson after
minimal capital of $120,000 Insur- He pointed out that "a lot of businesses aren't aware that they can here this year Clients are "dusting Mr Savage, the companies' manag-
ers with "long-term" business like run business through the U S Virgin Islands." off" captive feasibility studies made ing director, bought them from In-
life, health and accident, must He said as soon as the legislative infrastructure that governs for- five years ago by London brokers surance Corp of Ireland last May
maintain $200,000 in capital An in- mation of captives is reworded, J&H's New York office will be the and are seriously considering im- R C G Holdings Ltd , ICI's
surer writing general and long- center of a marketing effort to attract captives that could fund em- plementing them, the managers Channel Islands holding corpora-
term business is required to have ployers' group life and health insurance benefits thrcugh a Virgin say tion, was taken over by the Irish
$320,000 in capital Insurers can file Islands captive Such activity is a change for government last year along with
an irrevocable letter of credit to Funding employee benefits is a unique opportunity -he Virgin Is- Guernsey For the last four or five the rest of ICI (BI, March 25, 1985)
help meet capital requirements lands offers because-unlike all other offshore domiciles-it :s de- years, little has been happening on In addition, ICI's Guernsey-do-

Regulations say the insurer must fined by the U S Labor Department as a state under the Employee the captive insurance scene because miciled insurer, Insurer Corp of
maintain loss reserves equal to the Retirement Income Security Act. of cheap and plentiful commercial the Channel Islands, is being sold to
amount that would be required in That means insurers in the Virgin Islands are authorized to write insurance, admitted Michael Sav- a major British insurer, sources in
the Jurisdiction where the risk is employee benefit coverages for U S workers age, managing director of Channel Guernsey say
located New York insurance laws Currently, J&H's Virgin Islands office manages four captives that Islands Insurance Consultants Ltd Mr Savage's operations formed
apply if there are questions are funding employee benefits But now, "there has been a big five new captives last year, includ-

Insurers may be required to in- Mr Harper said he expects to manage two other captives to be increase in the captive insurance ing three owned by U S parents
vest as much as 10% of their mini- licensed soon system since last October because Rhode Island Insurance Co Ltd,
mum capital requirements in Vir- Of the four captives currently managed by J&H, three are of the hard market and the lack of owned by Bridgeton Distributing
gin Islands government securities branches of captives located in Bermuda coverage," explained Bruce Riley, Co of Providence,RI, which
after three years If the securities Burlington Industries Inc. of Greensboro, NC, set up the first Guernsey's com- wntes third-party European prop-
aren't available, the investment captive in the islands m 1984 when it located a branch of its Ber-
must be made in other U S govern- muda captive, Insuratex Ltd, there

mercial relations erty business, Bridge Indemnity
adviser, who Co Ltd, owned by Bridge Products

ment issued or guaranteed securi- GTE Life Insurance Co., a branch of GTE Reinsurance Co Ltd in Z Z regulates the iS- Inc in Chicago, and Inverness In-
ties Bermuda, funds employee benefits through its Virgin Islands cap- land's captives demnity Co Ltd, owned by Boler

Exempt insurers must maintain a tive, as does Caterpillar Tractor Co in Peoria, Ill, through Caterpil- 'T .4 "The captives Co in Itasca, Ill
registered branch or principal of- lar Insurance Co, a branch of the heavy machinery manufacturer's i, iZZ.4 we are seeking The U S captives were formed in
fice staffed by at least three full- Bermuda company that bears the same name now are from Guernsey because "it was a good
time employees who have been res- The fourth captive, St Thomas Life Assurance Co Ltd., also is
idents of the Virgin Islands for at funding employee benefits for its parent The captive is owned by a panies with real Savage
least one year A board of directors U S. company, which Mr. Harper would not identify

parent com- selling effort on my part," said Mr

insurance prob- One of the U S captives was
must meet annually on the islands Mr Harper was unable to provide figures for premium volume Mr. Riley lems They can formed to write coverage to fill

To attract more captives to the is- generated by the four captives find no insur- gaps created by differing London
lands, the Virgin Islands govern- According to the Virgin Islands government's Banking and Insur- ance available at any rate, particu- claims-made liability forms, but
ment has agreed not to charge local ance Division, another company besides J&H, Bliss Insurance Man- larly levels of professional mdem- Mr Savage would not say which
premium taxes on direct or rein- agement Corp, has been granted a temporary license to act as a nity coverage one

surance coverage written by cap- captive manager. "In the last year we have seen an Meadows Indemnity Co Ltd,
tives if the federal excise tax is However, the company has no captive clients increase in Scandinavian business, owned by Gould Inc of Rolling
charged on the coverage seen captives come from as far Meadows, Ill, and managed by Mr

away as New Zealand and Austra- Savage, is also thriving Pretax
lia (and) a fair number of North profits m 1985 exceeded $8 million
American inquiries " on written premiums of $31 mil-

Isn't it time you talked . We have had more inquiries lion In 1984, it reported a loss of
than we have ever had," said Mi- $700,000 on premiums of $185 mil-to The Speda/ists in
chael Ward, managing director of lion Meadows also increased its

SELF-INSURANCE?
Risk Management Ltd, a Guernsey capital to $20 million from $85 mil-
captive manager "We used to have hon, says Mr Savage
to go out and offer our services In the last year, Transglobe,
But, in the last 12 months people which manages the aviation cap-
are looking for solutions to their in- tive Polygon, started writing an
surance problems and come to us " aviation account for Meadows, says

This growth can be seen at David Johnstone, assistant general
Sometimes it takes a crisis in the marketplace ...

Transglobe Underwriting Manage- manager of Transglobe
ment (Guernsey) Ltd, probably In addition to this business,

Prohibitive Premiums... Excessive Losses
...

Or Guernsey's largest captive man- Meadows is also writing quota-
ager Gross premium volume of share reinsurance through three

total unavailability of coverage. But we believe captives managed jumped to more companies in London, including
than 60 million pounds ($90 mil- English & American PLC,

it makes sense any time to explore the self-insurance lion) in 1985, from $28 million in Transglobe's parent
1984 Transglobe, which manages Transnational Risk Management

option - risk retention, excess cover, groups, 10 pure captives and three captives (Guernsey) Ltd, a subsidiary of
that write unrelated business, now The Reiss Organization, formed

pools, and captives. Since 1923 we've specialized employs 32 people, up from 25 last two Guernsey captives in 1985
year "Business is buoyant," said John

in offering claims administration, loss control, About half of Transglobe's pre- Parkinson, managing director of
mium volume is generated from Transnational

and information systems in the casualty and health Polygon Insurance Co Ltd, which One of the captives writes pro-
is owned by KLM Royal Dutch fessional liability coverage for a

care fields. Call Charles Warne or lim Lane at (803) 242-4350. Airlines, Scandinavian Airline U S accounting firm, while the
System and Swiss Air Transport other, Terrace Insurance Ltd ,

HEWITT, COLEMAN ,
Co Ltd writes property and marine busi-

& ASSOCIATES, INC

Polygon, which is a major mar- ness for a company with operations
ket for aviation risks, has applied to in New Zealand and Australia
the British Department of Trade "They decided to come here be-

SELF-INSURANCE SPECIALISTS SINCE 1923 and Industry to write aviation, ma- cause K is easier to get here than to
rine and non-marine business on- Bermuda," he said

2717 Poinsett Highway, Greenville, SC 29608 Tel. (803) 242-4350 • Atlanta, GA shore within three years Mr Parkinson is also hoping to

Jackson, MS • New York, NY • Oklahoma City, OK • Orlando, FL • Pensacola, FL New captives managed by set up an association captive to

Raleigh, NC • Richmond, VA • and affiliated offices In major cities Transglobe in the last year include write automobile and trucking
Caledonia International Insurance risks for 500 to 600 small British
Ltd, owned by British Caledonia Continued on next page
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connpanies.

"We are talking to one or two
European companies as well," he
said.

Altogether, Transnational man-
ages seven captives with gross pre-
mium volume of $10 million to $12
million.

Managed captives include Stage
Insurance Ltd., owned by the
House of Fraser Ltd., which is the

parent of Harrods, the famous Lon-
don department store.

Transnational has increased its

staff to four from three last year
and plans to hire two more employ-
ees this year, according to Mr. Par-
kinson.

Hogg Robinson (Guernsey) Ltd.,
which currently manages eight
captives, formed two insurers last
year but lost one captive to Luxem-
bourg "for geographical reasons,"
says Managing Director Roger
Hall.

"We are involved in three or

four studies and two of those will

probably form captives this year,"
Mr. Hall added. "And, we have had

a couple of inquiries from Bermuda
who are thinking of immigrating.
One is U.S.-owned with a European
presence."

The company's captives write 15
million pounds ($22.5 million) in
premiums. It employs four people,
though it plans to hire another em-
ployee soon.

One of Hogg Robinson's new
captives will write liability cover-
age for the U.S. subsidiaries of a
European service business because
"the U.S. subsidiaries cannot buy
any liability insurance coverage"
said Mr. Hall.

The other will write travel insur-

ance for a company in the travel
and tourism business, Mr. Hall said.

Other captives managed by Hogg
Robinson include Curzon Insur-

ance Ltd., owned by U.K. asbestos
manufacturer Turner & Newal

P.L.C., and Ocean Insurance Ltd.,
owned by Bass P.L.C., the British
brewer.

While Guernsey managers agree
that more companies are interested
in Guernsey, there may be some
obstacles to the formation of more

insurers.

"There are

more people
having a closer

6 because of the
look at captives

hardening rnar-
i ket," admitted

Transglobe's Mr.
Johnstone.

"But the hard

market is also

Mr. Johnstone working against
the captive be-

cause reinsurance is tougher to
find. . .and reinsurance is vital to

most captives."
Also, some managers say some

companies reject Guernsey as a
domicile because the island has

never adopted formal insurance
legislation.

While the legislation has been
discussed for 13 years, initial drafts
were prepared five years ago and
several additional drafts have since

been prepared, none has been acted
upon by the States of Guernsey, the
government for all the Channel Is-
lands except for Jersey.

Mr. Riley, who predicted last
year that the legislation would be
passed in 1985, said last month he
has been promised that the legisla-
tion would be presented to the gov-
ernment within two months and he

expects it will be implemented in
January 1987.

The legislation basically will for-
malize the practices that have been
adopted by the government to reg-
ulate captives, he noted.

Under the new legislation, cap-
tives and other Guernsey-domi-
ciled insurers that are not regis-
tered with the British Department
of Trade and Industry or in another
European Community nation must:

• Apply to the island's Advi-

sory and Finance Committee for
approval.

• Have a minimum paid-up cap-
ital of 100,000 pounds ($150,000).

• Satisfy a solvency margin of
18% for the first 5 million pounds
($7.5 million) of net written premi-
ums and 16% for net premiums ex-
ceeding 5 million pounds.

• Prove that the company's
manager is suitably experienced.
Each insurer must have a represen-
tative on the island, who can be an
executive of the insurer or its man-

agement company.
• Annual financial statements

must be filed with the government.
• At least 75% of the companies'

assets have to be approved liquid
assets.

The lack of formal insurance leg-
islation damages Guernsey's repu-
tation as a domicile, captive manag-
ers say.

"Guernsey as a center loses a wee
bit of credibility when year after
year it says it will have legislation

and it doesn't," says Transglobe's
Mr. Johnstone.

"It diminishes credibility the
longer it is delayed."

Managers also say Guernsey is
hurt by the lack of an insurance su-
pervisor. Mr. Riley, the island's
commercial relations adviser, cur-

rently examines all new captive
applications.

Guernsey advertised for an in-
surance supervisor last December,
but none of the candidates was

suitable, said Mr. Riley.
Guernsey has now hired a re-

cruiting firm to locate the right
person for the job.

However, Guernsey may not
hire an insurance supervisor until
it finds a banking supervisor,
sources say. The banking post has
been open since the beginning of
the year.

Some Guernsey captive manag-
ers are also concerned they may be
losing business because of the is-
land's tax rate.

"Guernsey has just lost a very
substantial company, which would
have moved here except for the
tax," said Roger Taylor, managing
director of captive manager Prescot
Management Ltd., a subsidiary of
broker Minet Holdings P.L.C.

Generally, Guernsey imposes a
20% tax on an insurer's profits,
though pure captives are only
taxed on their investment income.

However, under a quirk in the
tax law, a captive's parent can set
up a non-resident subsidiary to
which the captive can transfer its
reserves and avoid the tax.

The reserves can be invested out-

side Guernsey-many are located
on Sark, just off the coast of
Guernsey-or can be deposited in
Guernsey banks since non-resident
companies pay no tax to Guernsey
on their bank deposits.

While some managers complain
about taxation, others say Guern-
sey's tax laws could be a drawing
card, especially for British captive
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insurance companies.
Now that the British corporate

tax rate has been lowered to 35%,

Guernsey's 20% tax rate is more
than half of the British rate. That's

important because under British
law, offshore subsidiaries of British

parent companies must pay British
income tax unless:

• The tax rate in the offshore

domicile is at least 50% of the Brit-

ish rate.

• More than 50% of the offshore

company's business comes from
third parties.

• The offshore company returns
more than 50% of its profits as divi-
dends to the parent.

Managers also point out that
Guernsey is probably the most set-
tled and suitable captive domicile
in Europe.

Located off of the French coast,

the 24-square-mile island is the
home of 47 banks, more than 400

accountants and several large law
firms. •
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spotlight report

Isle expects to gain one new captive a month
By STACY SHAPIRO

DOUGLAS, Isle of Man-For

companies looking to set up cap-
tives or pools in Europe, the Isle of
Man is an exciting place to be.

During the last year, the Isle of
Man boosted its number of industry
captives to 17 from 12 and the total
number of tax-exempt insurance
companies-including captives-to
39 from 30, says David Vick, assis-
tant to Duncan Neil, the island's in-

surance supervisor.
Mr. Neil predicts that the hard

- market. particu-
 larly for liability
7 insurance, will

51 prompt at least
. -1'2*11 one captive a

I <"» month to be
, . YA formed on the
. . island during

-j il the next year.
.:7-   And,in the

11 next few

Mr. Neil months:

• The Manx

government, the official name of
the Isle of Man's government, will
pass the Insurance Act of 1986, giv-
ing the Isle of Man its first insur-
ance law. Royal assent, or the offi-
cial approval of Queen Elizabeth II,
is expected in June or July.

• A feasibility study may begin
on setting up an insurance ex-
change on the island. Mr. Neil is
looking for support and says the
Man x government may pay for
half the cost of the study if industry
will pick up the rest.

• Sedgwick Risk Management
Services Ltd., the subsidiary of the
world's third-largest insurance bro-
ker, Sedgwick Group P.L.C., will
set up a captive manager on the Isle
of Man.

In the last year, four new cap-
tives were formed by Sedgwick
Risk Management through Isle of
Man broker J.M. Pearson Manage-
ment Ltd. The captives are called
G.D. Insurance Co. Ltd., Marine,

Rail & Auto Insurance Ltd.,
Arrows Insurance Co. Ltd. and

NIRA Ltd., but the parent com-
panies were not revealed.

Two new captives were also
formed by Willis Faber (Isle of
Man) Ltd.: Tapton Insurance Ltd.
and Cleveland Insurance Ltd.

Among the other captives on the
island are Bedfront Insurance Ltd.,
owned by R.M.C. Ltd. of Great
Britain; Calor Insurance Ltd.,
owned by Calor Gas, a subsidiary
of Continental Gas of Great Brit-

ain: Galleon Insurance Co. Ltd.,

owned by Gallagher Ltd., a British
subsidiary of American Brands Inc.
of New York; and Osiris Marine &
General Insurance Co. Ltd., owned

by Louis Dreyfus Shipping & Trad-
ing of Great Britain.

"There is steady growth in the

captive business on the island," said
Tom Osborne, managing director of
Tower Insurance Co. Ltd., a Manx

subsidiary of Royal (U.K.) Ltd. "It
is growing satisfactorily. We are
getting pedigree operations to the
island and there are quite a lot
more in the pipeline."

But, Mr. Neil is looking carefully
at U.S. companies that want to set
up captives on the Isle of Man be-
cause of the hard U.S. liability in-
surance market.

"I am still slightly nervous of in-
viting too much business from
America." Mr. Neil told Business

Insurance.

"Business is difficult to place
there and I get a lot of calls out of
the blue from companies (in the
United States) that want to set up
captives here because they cannot
get any coverage. I don't know
them from Adam, so I suggest they
call up a broker like Marsh &
MeLennan or Johnson & Higgins
that I know and I am familiar with,

"I may go across to the United

Skates myself to see U.S. brokers
and tell them that the Isle of Man

exists " Mr. Neil adds.

By July, the Isle of Man w-11
have new, tougher insurance leg:s-
lation. It has only taken the island
12 months to discuss the legislation,
draft it and introduce ft to the

Manx government. The Insuranze
Act of 1986 is currently in the third

reading in the government and w_11
soon be passed.

Basically, the new legislation for-
malizes the practice that Mr. Neil
has been using to approve captives
in the last few years. If anything,
however, the legisla-ion is stricter.

According to Mr. Neil, Mr. Vick
and a guide to the new act, the
measure will set up a new Insur-
arce Authority, which is a govern-
ment zody to oversee the activities

A

isle of man

of the insurance supervisor. The
supervisor, however, will cont nue
to authorize insurers and exercise

the act, and Mr. Neil will remain

the supervisor.
Also under tne act, no one w..1 be

able to carry on an insurance tus.i-
ness in or from :he island, and no

Isle of Man ccompany may carry on
an insurance business outside the

island, unless it is specifically au-
thorized by the insurance supervi-
sor.

The only exceptions are if the
company is ar. authorized insurer
in another country cr carries cn
certain classes of business, such as
strike insurance for a trade unic. n

or employer's association, which
are spelled out in the act.

In addition, insurance managers
Will have to be registered under the
new act with the insurance super-
visor and will have to file annual

financial returns for the exempt in-

surance companies they manage,
said Mr. Vick.

Applications should be filed at
least one month before the date on

which it is desired to commence

business. And, under the new act,

they must be signed by two direc-
tors and be accompanied by speci-
fied documents and information.

In order to be registered as an

exempt insurer under the Insur-
ance Act 1986, each company must
establish to Mr. Neil and the Insur-

ance Authority that:
• The company has a minimum

paid-up capital of 50,000 pounds

($73,000) for pure captives but up to
500,000 pounds ($730,000) for cer-
tain classes of business. The amount

of capital will depend on the class
of business that the captive writes
and the solvency margin it needs to
meet.

However, the minimum capital
requirement plus 10% of the rest
above 50,000 pounds will have to be
paid in cash and deposited with an
Isle of Man bank.

• Solvency will be maintained

by the minimum capital plus 10% of
the net written premiums up to 2
million pounds ($2.9 million) and
5% of net written premiums after
that for pure captives. Captives
writing third-party business for
general classes must maintain 15%

Continued on next page



Continued from facing page
of net premiums written but not
less than 150,000 pounds ($219,000).

• A three-year business plan
must be drawn up and presented to
the insurance supervisor that will
include the maximum net retention

per risk or occurrence and the ag-
gregate after all reinsurance is
ceded; policy limits; the reinsur-
ance program, with types of rein-
surance and names of reinsurers;
projected claims, gross and net of
reinsurance; projected cash flow,
and projected profit and loss.

• Demonstrate that there is sui:-

able management on the island to
manage the affairs of the captive.
In theory, this would eliminate the
managing of captives by companies
in London or Guernsey, noted Mr.
Vick.

Each year, accounts will have ro
be submitted to the insurance su-

pervisor, There will be a 1,000
pound ($1,460) registration fee and
an initial "business fee," calculated

-/ 4

,

« f  S
: 5

from the date of reauthorization

after April 5, 1987.
The annual business fee payable

on or before April 6 each year is
2,500 pounds ($3,650), but this is re-
duced for any year in which the
company opts to pay income tax in-

stead of being
i.40*4:L exempt from it.

 Any company
4* Il that is author-

ized to write in-

% + *1 surance business'41 -f<*s ,»j in or from the
 Isle of Man does

not have to pay
any income tax
under the provi-

Mr. Bigland sion of the In-

come Tax (Ex

empt Insurance Cos.) Act of 1981.
But, the company must apply to the
Manx government for this exemp-
tion.

There will be a 12-month transi-

tional period to allow all companies
on the island to come into line with

4

tys,

the new act, according to Mr. Vick.
However, if companies refuse to

register in accordance with the
new law, the company could face a
2,000 pound fine and its Manx
directors could face one to two

years in prison.

Although there is some skepti-
cism off the island about the word-

ing of the new act, those on the is-
land are thrilled.

"I think it is wonderful," Mr.
Vick said, explaining, "It gives us
more credibility."

The legislation is "first class,"
said Robin Bigland, managing
director of Isle of Man Insurance

Management Ltd., a subsidiary of
Isle of Man Assurance Ltd.

"It is what the island has been

needing. Now we can hold our
heads high," he said.

"It is a question of spelling out
what Duncan Neil needs to do his

job," said Mr. Osborne, who was on
the three-member committee that

drafted the bill.

9

tr

The new act'is what

the island has been

needing. Now we can
hold our heads high,'

Mr. Bigland says.

"It will be welcome in the insur-

ance world and puts teeth into the
Isle of Man," he said.

The insurance legislation also
allows the Isle of Man to set up an
insurance exchange, a concept that
Mr. Neil is promoting actively.

Last October, Mr. Neil first pre-
sented his idea for an exchange at a
seminar given by the Assn. of In-
surance & Risk Managers in Indus-
try & Commerce, recalls AIRMIC
Chairman Norman Bennet.

This year. Mr. Neil sent a letter
to Mr. Bennet saying that the Manx
government is willing to pay 50% of
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a feasibility study for an insurance
exchange if AIRMIC would pay the
rest, said Mr. Bennet.

After a few meetings, AIRMIC
wrote back to Mr. Neil and said

that it would support a feasibility
study and contribute 1,000 pounds
for the project.

Since that is not enough money
for a study, Mr. Neil is now talking
to others, including one or two
AIRMIC members.

"It is a shame if people do not
take the idea seriously," said Mr.
Vick.

"I am an optimist," said Mr. Neil.

Despite its bracing climate, the
Isle of Man may be ideal for com-
panies looking for a sound Euro-
pean country with little or no in-
come tax to pay.

The Isle of Man-which is 33

miles long and about 13 miles wide
-sits in the Irish Sea, equidistant
from England, Scotland and Ire-
land. Airline service from London

is excellent.

The island boasts the oldest dem-

ocratic government in the world-
more than 1,000 years old-and
houses 12 insurance brokers, 43

banks, 43 accountants, 13 lawyers
and 17 real estate agents.

There are 10 captive managers
on the Isle of Man, an increase from

seven captive managers this time
last year, according to Mr. Vick.

This includes Sedgwick's new
operation, which will be set up
soon, says Michael S. Coulson,
director of Sedgwick Risk Manage-
ment Services in London. Sedg-
wick manages five captives on the
island and one is in formation,

writing coverages such as profes-
sional indemnity.

The largest captive manager on
the island seems to be Mr. Bigland's
Isle of Man Insurance Management
Ltd., which was formed in 1976.

"This year has been a remark-
able year," said Mr. Bigland. Isle of
Man Management has 17 or 18 in-
quiries at the moment about cap-
tives and has formed three new

captives this year. One is for a U.S.
corporation, one for an Irish cor-
poration and one for a British cor-

poration, mostly professional in-
demnity cover.

The company now manages 11
captives, up from seven last year,
with a total of 57 million pounds
premium volume ($83.2 million), up
from 32.5 million pounds ($47.5
million) last year. At least two
write third-party business.

Another important Manx man-
ager is Royal Insurance Services
(Isle of Man) Ltd., a subsidiary of
Tower Insurance. The manager has
not grown this year, however,
noted Mr. Osborne. It still manages
two captives with a total premium
volume of 5 million pounds ($7.3
million), he said.

But, Royal, which owns Tower,
may grow this year.

"We have not been aggressive in
our marketing, but we may change
our stance," said Mr. Osborne. "I'm

just writing a note about that."
The manager, together with

Tower Insurance, employs 19 peo-
ple.

Also, in the year since an office
was opened on the island, Willis
Faber (Isle of Man) Ltd. has in-

creased the number of captives it
manages to six from three with a
total premium volume doubled to 6
million pounds ($8.8 million).

The new captives write extended
warranty coverage and profes-
sional indemnity coverage among
other risks, said David Campbell,
director of Willis Faber.

To sum up the growth of the Isle
of Man, Mr. Campbell said, "Last
year was a bit of a consolidating
year. 1985 reflected the hardening
of the market and a few more stud-

ies (for captives) were done, some
to fruition.

"1986 is the same. People are
dusting off feasibility studies and
we are seeing a steady move to-
ward opening captives., said Mr.
Campbell."
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Luxembourg nurtures captive growth
By STACY SHAPIRO

LONDON-The Isle of Man and

Guernsey aren't the only European
countries that can cater to captives.

Luxembourg is by far the most
popular since it added an amend-
ment to its insurance supervision
law in 1984 to allow formation of

reinsurance companies and captive
reinsurers (BI, April 2, 1984).

Last year, Luxembourg in-
creased its number of reinsurance

captives to 21 from 11 and expects
the number to increase to more

than 40 this year, said Insurance
Commissioner Victor Rod.

The number of captive managers
also has increased to four from two

last year. They are SINSER Lux-
embourg S.A.R.L., a subsidiary of
Scandinavian Insurance Services

Ltd. in Stockholm; Jecalux S.A.;

Soselux Group S.A.; and another
firm to be set up soon by Swedish
insurer Atlantica Insurance Co.

Sixteen of the Luxembourg cap-
tives-including Electrolux Rein-
surance, owned by Electrolux in
Sweden-are managed by SINSER,
up from 10 captives last year, con-
firmed Mats Lindkvist, managing
director of SINSER in Stockholm.

Total premium for the 16 captives
is $75 million to $80 million, includ-
ing third-party business, he said.

Of the 21 captives in Luxem-
bourg, 17 are Swedish, one is
Dutch/U.S. captive company KTI
Richmond Insurance Co., one is

Danish and one is Belgian.
The Swedish favor Luxembourg

because it is close to Sweden and in

the same time zone, said Mr.
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Lindkvist. Also, the two nations
have a favorable double taxation

treaty. Luxembourg also has excel-
lent support services, including 120
banks.

At the end of last year, Luxem-
bourg changed its reserve taxation.
Previously, captives were exempt
from paying Luxembourg's 50%
corporate tax for a 10-year period.
Now, under the new rule, the 10-

year tax holiday is suspended and
replaced with a general system.
Each captive-which can only
write reinsurance business of the

parent or third parties-will be al-
towed to reserve a certain amount

of earnings into a catastrophic pro-
vision tax-free under the "equaliza-
tion reserve" formula.

According to Mr. Rod, the tax-
free reserve will be 12.5 to 20 times

claim edits, and monitor special pro-
grams, such as second surgical opinion.
The choices are yours because Claim-
Facts makes you the manager.

Naturally, ClaimFacts adjudicates claims
online, quickly and accurately on a
single screen. Then it produces man-
agement reports that zero in on claims
cost areas.

Our support continues with our people-
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the average of net retained pre-
mium income over the last five

years. Only after reaching the
highest level possible in the for-
mula will normal tax be paid.

To form a captive in Luxem-
bourg, the company must have ca-
pitalization of 50 million Luxem-
bourg francs (about $1 million), al-
though if it reinsures only its par-
ent company's risks, it needs just 6
million francs in capital.

The captive manager must be a
Luxembourg resident and have
professional reinsurance qualifica-
tions and/or captive expertise.

Other captive host countries in-
clude Sweden, which passed a law
on Jan. 1, 1985, to allow Swedish

companies to form domestic cap-
tives. So far, there are four Swed-
ish captives in Sweden, said Mr.
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Lindkvist, with two managed by
SINSER. They are owned by gas
company A.J.A., rolling bearings
company S.K.F., Electrolux and
Saab Scania.

Jersey, one of the Channel Is-
lands, still allows captives to be
formed, but doesn't encourage
them. Not one captive has been
formed in Jersey since 1983, when
it repealed its century-old law bar-
ring insurers from the island, said
Richard Syvret, States of Jersey
commercial relations officer.

Jersey, the largest of the Chan-
nel Islands, located 20 miles off the
coast of France, would seem to be

an attractive domicile for European
captives. It is the home for 45 banks
and has attracted countless accoun-

tants and support services.
But, sources say Jersey has a staff

shortage and that the island is al-
ready glutted with finance houses.

Captives are allowed on the is-
land by the Insurance Business
(Jersey) Law of 1983, which allows
insurers to operate freely on the is-
land if they are licensed in the
United Kingdom or another Euro-
pean Community nation. These
companies, since they fall under
the regulation of other govern-
ments, do not need a permit.

Insurance companies not licensed
elsewhere-like most prospective
captives-must receive a permit
from Jersey's Finance and Eco-
nomics Committee.

To qualify, a captive must:
• Certify the reputation and na-

ture of the business carried on by
the parent company.

• Prove that the insurer's man-

agers have the knowledge and ex-
pertise to operate the company.

• Meet a capitalization require-
ment of at least 100,000 pounds
($150,000), varying according to the
amount of premium written and
the type of risks insured.

• File its reinsurance arrange-
ments with the Jersey authorities.

• Prove that the captive's man-
agers are "fit and proper" persons.

Pure captives domiciled in Jer-
sey must pay a 20% tax on net in-
vestment income, while reinsurers
writing third-party risks also must
pay a 20% tax on underwriting
profits.

There are other potential captive
domiciles in Europe, captive man-
agers and consultants note. Paul
Bawcutt, managing director of a
new offshoot of Risk Research

Group called Risk & Insurance Re-
search Group Ltd., favors Gibral-
tar.

"Insurance legislation is being
put in line with EC (European
Community) insurance legislation
in Gil:)raltar," said Mr. Bawcutt. "In

theory, that means that Gibraltar
could be magnificent because the
captives can write as non-admitted
insurers throughout Europe."

Under the new insurance legisla-
tion, Gil*altar would require 18%
to 20% solvency ratios, he said, and
other stringent requirements met
by EC insurers. But, there would be
no tax to pay, and only a 200 to 250
pound fee, he said.

In addition, some captives have
been set up in France, Denmark
and Norway, he said.

Cyprus also offers itself as a cap-
tive domicile, said Alan Bristow, fi-
nancial director for Commercial

Union Risk Management Ltd.
And, even the United Kingdom

could be a good option for German
companies now that the U.K.'s cor-
porate tax has been reduced to 35%,
said John Parkinson, managing
director of Transnational Risk

Management (Guernsey) Ltd.
Germany's corporate tax is 60%

to 65%, he said. But German law
says that if a company pays more
than 50% of the German tax limit to

a foreign country, then it pays no
more tax to Germany. .
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Vermont roster of captive parents impressive
By JERRY GEISEL

-

 vermont
MONTPELIER, Vt. The

 "giants" are discovering Vermont'scaptive law.
Some of the nation's largest cor-

i porations have chartered insurance
subsidiaries in Vermont during the
last year, while captive manage-
ment subsidiaries of large national
brokers and consultants are grab-
bing much of the new captive busi-
ness coming to the state.

1 The list of parent companies that
formed Vermont captives in 1985 is

 impressive: Citicorp, the huge New
 York financial organization; Mobil

Holdings Corp., a unit of New-
York-based Mobil Corp., the giant
petroleum company; Toyota Motor
Sales U.S.A. Inc.,the Torrence,

1 Calif.-based subsidiary of the Japa-
nese automaker; and Westin Hotel
Co., the Seattle-based hotel chain
and a unit of UAL Inc.

Thirty-two captive insurers are
now chartered in Vermont, up
from 22 in 1984 and 14 in 1983, and
formations continue unabated.

In January, Mobil chartered its
second Vermont captive, and last

States received permission from
, the Vermont Department of Bank-

ing and Insurance to form a cap-
tive.

Other corporations forming Ver-
mont captives in the past year in-
clude: Cabot Corp. of Boston; Con-
solidated Freightways Inc. of
Menlo Park, Calif.; Crown Central
Petroleum Corp. of Baltimore;
KKROWN Associates L.P. of

Stamford, Conn.; and National Re-
fractories & Minerals Corp. of Oak-
land, Calif.

Vermont's captive boom also is
i reflected in the enormous growth

in the captives' aggregate premium
volume. The 28 captives that filed
financial reports with the Insur-
ance Department reported a gross
premium volume of $115.2 million,
more than double the 1984 pre-

, mium volume of $47 million re-
ported by 21 captives filing reports.

The $20.4 million premium vol-
ume produced last year by one cap-
tive-Bluefield International In-

surance Inc., which writes a variety
of Mobil's property and liability
risks-is almost half of the pre-
mium volume generated by all 21
Vermont captives in 1984.

Captive managers and regulators
say the premium
volume written

by Vermont cap-
tives could dou-

, ble again in 1986
because of the

formation of

new captives
and increased

underwriting by
existing cap-

Mr. Meehan tives.

"We don't see

any leveling off of growth in the
near future," said Edward Meehan,
chief examiner at the Department
of Banking and Insurance, pointing
to a several-inch-thick stack of

captive applications filed with the
department.

"I think this will be the greatest
year of captive growth in Ver-
mont's history," Mr. Meehan said.

One organization waiting for a
captive application to be approved
is the National League of Cities, the
62-year-old Washington-based

 trade association. The captive is to
reinsure liability and workers com-
pensation self-insurance pools
operated by state municipal
leagues.

"We're very excited and optimis-
tic that a Vermont captive will help
state pools that have had difficulty
securing the reinsurance they
need," said Donald Jones, special
assistant to the group's executive

director.

In addition, the University of
Pittsburgh has filed an application
to establish a Vermont captive to
supplement medical malpractice
coverage offered through its 10-
year-old Cayman Islands captive,
said Wilbur McCoy Otto, the uni-
versity's special medical legal
counsel and an attorney with
Dickie, McCamey & Chilcote in
Pittsburgh.

Vermont also is continuing to
lure captives from other domiciles.

In 1984, Seattle-based Boeing Co.
began transferring business from
its Colorado captive, Colinco Inc.,
to Astro-II Inc., its new Vermont
captive, because of dissatisfaction
with the investment restrictions

Colorado imposes on captives. That
transfer is virtually complete, said

Walter Woodard, Boeing's corpo-
rate insurance manager.

In addition, Elixir Industries, a
diverse Gardena, Calif.-based man-
ufacturer, transferred risks from its
Colorado captive to GarDen Insur-
ance Co. of Vermont, its Vermont
captive, to gain more freedom to
write third-party business.

Now, the move to Vermont is
partly coming from businesses.that
are moving their captive programs
onshore to escape Bermuda's high
costs.

For example, Cabot Corp. of Bos-
ton is dissolving Cabot Insurance
Co. Ltd., its 9-year-old Bermuda
captive, and has set up a Vermont

captive, known as Cabot Insurance
Co. Ltd. of Vermont, to reinsure

workers compensation and com-
prehensive general liability risks
written by CIGNA Corp.

The new captive should generate
a premium volume of about $1.5
million this year, says Karen
Inman, Cabot's corporate insurance
manager.

The cost of operating the Ver-
mont captive is 65% less than the
cost of operating the Bermuda cap-
tive, which should be liquidated
sometime this summer.

Citing the proximity of Vermont
to Cal)ot's Boston headquarters, Ms.
Inman says: "We feel we will have
more control and more access"

compared with an offshore pro-
gram.

Similarly, Westin Hotels is liqui-

dating its Bermuda captive because
of high offshore costs and lack of
easy access.

"The cost of doing business in
Bermuda has gotten rather expen-
sive," observed Erwin Mallernee,
Westin's risk manager. "Vermont is
providing the services we need at
less cost than if we were operating
offshore."

Westin's new Vermont captive,
Westel Insurance Co., wrote $11.5
million in premium in four months
of operation in 1985. It reinsures
workers compensation and com-
prehensive general liability policies
issued by Aetna Life & Casualty
Co., and writes direct property cov-
erage.

Mr. Mallernee said Bermuda was

the logical domicile when Westin
Continued on next page
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spotlight report

Vermont captives
Continued from previous page
first set up a captive in 1977. Today,
though, "Vermont is the place to be
as far as our program is con-
cerned."

Vermont captives are also writ-
ing more than "plain vanilla" prop-
erty/casualty coverages.

For example, the new Equitable
captive will write excess SIPC cov-
erage for the securities industry.
SIPC is the acronym for the Se-
curities Investor Protection Corp., a
private corporation that indemni-
fies investors if stockbrokerages
cannot deliver promised securities.
The SIPC program, which is fi-
nanced through a premium paid by
securities brokers, provides an in-
vestor with up to $500,000 of cover-
age.

To give large investors like cor-
porations and pension funds more
protection, the Equitable captive
will write $9.5 million of coverage

over the $500,000 in SIPC level for
Donaldson, Lufkin & Jenrette, a
New York-based securities firm

that Equitable purchased last year.
"We think the Vermont captive

statute fits our program to a tee,"
said Craig Johns, vp-treasurer with
Equitable Investment Corp. in New
York.

As more and more big businesses
are forming captive insurers in
Vermont, the large, national cap-
tive management companies are
strengthening their position in the
state, and some say they are
squeezing out local competitors.

For example, all nine Vermont
captives established in 1985 are
managed by national managers:
American Risk Management Inc.,
Frank B. Hall Management Co,
Johnson & Higgins Services Inc.
and M&M Insurance Management
Inc.

The growth of the national man-
agement firms in Vermont is also
demonstrated by the huge jumps in

Defined contribution recordkeeping can
become a big burden. It's time you
looked at how ImpleFacts can lighten
your load.

ImpleFacts begins by making compli-
cated recordkeeping easy. Then adds
sophisticated features: 401(k) proc-

essing, loan capabilities integrated with
our LoanFacts administration system,

online payout processing, simple adjust-
ing, and easy entry screens.
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Vermont Insurance Management Inc.

M & M Insurance Management Services Inc.
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Johnson & Higgins
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Yankee Captive Management Inc.
Frank B. Hall Management Co.

Frank B. Hal  & Co.

Becher & Carlson Management (Vermont)
Becher & Carlson Risk Management Inc.

Green Mountain Captive Management Inc.

their managed premium volume.
Johnson & Higgins Services

Inc.'s managed premium volume
grew to $23.5 million in 1985 from

FactsLine, our unique voice-communi-
cation opticn, gives instant, accurate
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about $3 million in 1984. It now
manages six Vermont captives: up
from two in 1984.

Arthur Koritzinsky, vp of the
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company, a unit of broker Johnson
& Higgins, says J&H could pick up
nine additional captives during the
next year. "Our clients are very in-
terested in Vermont," he says.

Premiums managed by M&M In-
surance Manage-

«w ment, a unit of
Marsh&

MeLennan Inc..

* jumped from
zero in 1984 to

- $26.7 million last

year. With the
recent char-

tering of Mobil's
second Vermont

Mr. Koritzinsky captive-Rose-
crest Interna-

tional Insurance Co.-M&M now

manages four captives in Vermont.
The Vermont captives managed

by M&M may write more than $80
million in premiums this year, said
Vp Raymond Oberg.

American Risk Management
Inc., a Reiss Organization unit, ex-
pects to manage eight to 10 Ver-
mont captives within a year, up
from five in 1985.

ARM is in a real growth posture,
said Vincent Bell, a vp in ARM's
Burlington office.

"There is a lot of growth on the
horizon, and we
are preparing
for it," Mr. Bell
said, noting that
ARM is doubling

, the amount of
' f office space it

rents in Burling-
ton.

Anistics Inc., a
unit of Alex-

Mr. Oberg ander & Alex-

ander Services

Inc., is opening a Vermont captive
management office.

"We're very encouraged by the
growth that we expect to see in
Vermont," said Arnold Goldstein,

an Anistics assistant vp who is
moving to the new Burlington of-
fice from the Anistics office in

Denver.

Some of the smaller Vermont

captive managers, many of which
snared the bulk of Vermont's first

captives because they were local
companies already operating in the
state, may be frozen out of the cap-
tive boom.

For example, local manager
Yankee Captive Management Inc.
in Burlington saw its managed pre-
mium volume slide to $8.3 million
in 1985 from about $10 million.

The decrease was attributed to a

drop in business written by Trust
Property & Casualty Insurance Co.,
which is owned by an Alexander &
Alexander affiliate.

While Yankee Captive Manage-
ment did pick up a new client last
year, raising its total to four, the
new business was the result of a

parent company switching manag-
ers rather than a new captive for-
mation. Late last year, Pioneer Hi-
Bred International Inc., a Des
Moines, Iowa-based producer of
hybird seeds, moved management
of its PHI Insurance Co. to Yankee

from Becher & Carlson Manage-
Continued on nert page
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Continued from previous page
ment (Vermont).

Yankee could be vulnerable to a
further slide in managed premium
volume. With the arrival of Anis-
ties in Vermont, Yankee could lose
the management of Trust Property

4 & Casualty.
1 "It is very likely that Anistics
: will take over the management of
1 the A&A captive," said Anistics'
1 Mr. Goldstein.

James MeNally, vp of Yankee
Captive Management, acknowl-
edges his company could lose ac-
counts this year, but he believes
Yankee could pick up new cap-
tives, perhaps by affiliating with
another large broker.

Risk & Benefit Management Sys-
tems Inc., based in Aurora, Colo., is
discontinuing its registration with
Vermont as a captive manager.

"We felt it was not worthwhile to
continue and instead want to con-

centrate on Colorado," said RBMS
President Tom Littell. The com-

pany manages three Colorado cap-
tives, but no Vermont insurers.

Another smaller management
firm, Green Mountain Captive
Management Inc. of Barre, Vt., did
see its managed premium volume
jump to $3.8 million from $1.8 mil-
lion in 1984.

The growth was caused by in-
creased business by Verlan Ltd.,
one of the two captives Green
Mountain manages. Verlan was
sold in early 1985 by National Paint
& Coatings Assn., a Washington-
based trade association, to its poli-
cyholders for an undisclosed sum.

The other captive managed by
Green Mountain, Machine Tool As-
surance Ltd., owned by Minster
Machine Co. of Minster, Ohio, has
not written any business in the last
two years.

Richard Huskes, a Green Moun-
tain vp, notes that many newly
formed Vermont captives are
owned by giant corporations and
that these captives may need more
services than local managers can

I provide.
i "The national firms can market
and manage big risks. The little
guys will strug-
gle to do that
since they do
not, unlike the

larger firms, f
have extensive «
reinsurance con-

tacts and large
professional-I'fJ
staffs," noted 4
ARM's Mr. Bell.

But one local Mr. Bell

manager ap-
pears-at least for now-to be
bucking the trend. Vermont Insur-
ance Management Inc. of Montpe-
lier in 1985 doubled its managed
premium volume to $26.8 million
from $13.4 million. It is the state's
largest captive manager in terms of
Aanaged premium volume, just
edging out M&M.

In addition, Vermont Insurance
Management, with six captives
managed in 1985, tied with J&H for
the lead in this category.

The company continues to win
new accounts. For example, Ver-
mont Insurance Management is
managing the new Equitable cap-
tive, Equitable Casualty Insurance
Co., and it is expected to manage
both the University of Pittsburgh

' tivdesthen thoseaiguseurefrsarechtr-
tered.

Many believe that a major reason
for the manager's success against
tough competition is the wide-
spread recognition of its president,
George Chaffee, a former commis-
sioner of the Vermont Department
of Banking and Insurance.

Mr. Chaffee was commissioner

when Vermont enacted its land-

mark captive statute in 1981 and
was the state's top captive regulator
during the statute's early years.

However, Mr. Chaffee will leave
Vermont Insurance Management
next month to become a senior vp

1-a. - 1 at Hickok &
 Boardman Inc., a

*-71 large Burling-
&5 ton-based insur-* 1/ Mr Chaffee1 ance agency.

8 *f' A downplays the40,4 effect his depar-
ture may have

M U on the manage-
Mr. Chaffee ment company's

growth, observ-
ing that Lincoln (Link) Miller, the
firm's chairman and a long-time
insurance broker, was a key backer
of Vermont's captive statute from
its beginning.

"Link was involved in captive
management long before I was
here. He ran the firm before I came

along and is well-equipped to con-
tinue the management firm," Mr.
Chaffee said.

He also disputes suggestions that
local captive management com-
panies will play little-if any-role
in the Vermont captive scene, not-

ing there is room in Vermont for
both local and national manage-
ment companies.

Some captive parents, with a
broad array of in-house captive and
risk management services, simply
will not want to pay for unneeded
services from a national firm, Mr.
Chaffee says. Such companies can
be well-served by local managers
that have a lower fee structure, he
says.

Other executives at local man-

agement companies support Mr.
Chaffee's view.

"There always will be a role
played by the local management
companies. They will manage cap-
tives for firms that don't need and

don't want to pay for a complete
line of management and account-
ing services," said Mr. Huskes of
Green Mountain Captive Manage-
ment.

While Vermont's captive statute
has been praised by both risk man-
agers and captive managers, the

premium tax provisions in the law
will probably be amended this
year, which could further acceler-
ate captive growth, experts say.

Under Vermont's captive law, a
1% tax is charged on direct written
premiums, but reinsurance premi-
ums are not taxed.

However, the captive statute also
requires that a prospective captive
prove that it will provide an eco-
nomic benefit to the state of Ver-
mont. That economic benefit test is

tough for a captive to meet if it
only assumes reinsurance and thus
does not generate premium taxes.

Regulators, with the support of
captive managers, are proposing to
impose a very small reinsurance
premium tax so captives that exclu-
sively write reinsurance can meet
the economic benefit test.

A measure, H. 631, now working
its way through the Vermont Leg-
islature, would impose a tax of 0.3%
on reinsurance premiums assumed
by captives. To make the proposal

revenue-neutral, the 1% tax on di-
rect written premiums would be
lowered to 0.8%.

Captive managers say this pro-
posal is expected to be modified
slightly before it is enacted. Under
the expected modification, the re-
insurance tax would be 0.3% on the
first $15 million of reinsurance as-
sumed and 0.2% on reinsurance

premiums exceeding $15 million.
At the same time, under this

two-tier structure, the tax on the
first $15 million of direct premiums
written by a captive would be 0.8%,
while the tax on direct premiums
exceeding $15 million would be
0.6%.

Captive managers say a reinsur-
ance tax could act as a boon to cap-
tive development since reinsurance
captives, which otherwise might be
rejected by the state, now will be
able to meet the economic benefit
test.

"It is an attempt to rebalance the
Continued on next page
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Vermont-based captives
(1985 results) Firms eye Vermont

Management company

Captive/Parent Gross premiums Net income/loss for first risk groups
American Risk Management

First Charter Insurance Co. $131,033 $298,501 By JERRY GEISEL
BFGoodrich Co

NRHC Insurance Corp. 945,302 426,746 MONTPELIER, Vt -The first product liability risk retention groups in
National Refractones & Minerals Corp Vermont may be formed this summer

$

Three Rivers Insurance Co. 8,457,362 -531,649 Members of two major Chicago-based trade associations-the National
Aluminum Co of America Marine Manufacturers Assn and the Assn of Home Appliance Manufac-

turers-are actively considering formation of risk retention groups to
ver Bes' Insurance Co. 4,293,646 762,341

Weyerhaeuser Co
cover their members' product liability exposures

Vermont is the ideal state for risk retention groups because of its state-
Verminsco Inc. 230,571 60,788 of-the-art captive insurance company law," said Richard Duer, under-
Fortune Investments Inc writing manager for Kirke-Van Orsdel Inc, a Des Moines, Iowa-based

Becher & Carlson captive manager and administrator who is advising the members of the
GarDen Insurance Co. of Vermont 4,324,435 240,173 two associations

Ellxir Industries Under the federal Risk Retention Act, businesses can form captive in-
surers-known as risk retention groups-to self-insure product liability

Toyota Motor Insurance Corp. 336,795 -1,858
exposures with minimal interference from state regulators Coverage only

Toyota Motor Sales U.S A Inc can be offered to member-owners, policies cannot be sold to the general
Green Mountain Captive Management Inc. public

Machine Tool Assurance Ltd. Inc. 0 38,862 After a risk retention group is licensed in one state, it can operate na-
Minster Machine Co tionwide without having to be separately licensed in other states In addi-

Verlan Ltd. 3,813,291 46,481 tion, it does not have to seek rate and policy form approval from other

owneslby individual R9!5yholders
state regulators

Congress approved the Risk Retention Act in 1981 in reaction to the
Frank B. Hall Management Co. product liability crisis of the 1970s, when insurers were accused of panic-

KKROWN Insurance Co. 7,368,922 -18,207 pricing product liability coverage
KKROWN Associates L P Legislators wanted to give manufac-

turers a new risk financing alterna- i vermont
-Joh*son&Higiiini-Semices-Inc. tive-relatively easy-to-establish I

ABS Boiler & Marine Insurance Co. 2,893,661 -3,975,389 captive insurance companies-in case
American Bureau of Shipping product liability coverage again dried up

Astro-11 Inc. 7,587,470 -18,113,678 But when product liability insurance became cheap and plentiful in the
Boeing Co early 19805, manufacturers had little incentive to establish risk retention

Cabot Insurance Co. Ltd. of Vermont Not available Not available groups

-Cabolcorp. In fact, HOW Insurance Co, chartered in Delaware and sponsored by a

Citicorp Insurance (USA) Inc. 1,447,389 1,018,410 homebuilders association, is believed to be the only major domestic risk

Citicorp
retention group to be established

But as product liability coverage become more scarce and expensive,
Tiara Insurance Co. Began underwriting in 1986 new risk retention groups are likely to be formed, Mr Duer said "This is
Crown Central Petroleum Corp. the first year when it becomes economically feasible to form a risk reten-

Westel Insurance Co. 11,532,791 436,651 tion group "
Westin Hotels However, even more businesses may form risk retention groups if Con-

M&M Insurance Management Services Inc. gress approves legislation, already passed by the Senate Commerce Com-

Bluefleld International Insurance Inc. 20,430,502 3,759,676
mittee, that would allow companies, trade groups and some professionals to

Mobil Holdings Corp
establish risk retention groups for all liability exposures except workers
compensation

CF Financial Services Inc. 5,700,467 -13,644 Members of the National Marine Manufacturers Assn, which make re-
Consolidated Freightways Inc creational boats and other marine equipment, are Ideal candidates to form

--

Rockefeller Insurance Co. 533,212 52,120 a Vermont-based risk retention group for product liability exposures, Mr
56001nc Duer said "It is almost as if the Risk Retention Act was written for us "

Vermont Insurance Management Inc. The marine manufacturers, according to Mr Duer, contend that rising
product liability insurance rates are not based on their loss experience

Elm Insurance Co. 10,744,513 700,234
A recent survey of 257 trade association members found that insurers

Electric Insurance Co
- wanted to charge $29 million in premiums for their combined product

Greenway Insurance Co. of Vermont · 5,624,560 431,651 liability exposures, even though the members said their insurers had only

_- OgdenSZP:__ paid $16 million in claims over the last five years, according to Mr Duer
HC Insurance Co. 288,314 -75 "Insurers think this class of business lS awful The experience indicates
Hallmark Credit Corp otherwise," Mr Duer said "Some companies have been hit with 1,500%

Health Providers Insurance Co. 4,730278 -71,219 premium increases in the last year, despite having no claims "

,-Amencan Hospital Assn Establishing a risk retention group to provide primary product liability

Keystone American insurance Co. 2,603,700 635,610 insurance "would allow us to provide coverage for companies that have not

LLC Corp
been fairly rated," Mr Duer said

The marine manufacturers plan to apply next month to the Vermont
NL Insurance Ltd. of Vermont 2,809,947 345,429 Department of Banking and Insurance for an association captive charter to
NL Industries form the risk retention group, Mr Duer said

Yankee Captive Management Under Vermont's captive statute, an association captive must post a min-

Brookstone Insurance Co. 255,000 87,101 imum capitalization of $750,000 Capital for the marine manufacturers'

American Can Co captive could come from the association and from individual members, Mr
Duer said

PHI Insurance Co. 2,174,077 69,958
The captive, tentatively called National Marine Manufacturers Insur-

Pioneer Ht-Bred International Inc.
ance Co, could initially develop a premium volume of $5 million, and later

Robins Marine & Casualty Insurance Co. 1,987,900 618,989 write up to $10 million in premium, he added
Todd Shipyards Corp As currently envisioned, the Skokie, Ill, office of risk management and

Trust Properly & Casi@Zinsurd,-c*to. 3,895,417 -1,026,869 actuarial consultant Tillinghast, Nelson & Warren, would recommend a
Trust Life Insurance Co (Alexander & Alexander Services Inc.) premium structure for the captive Premiums would be based on policy-

holders' annual sales and loss experienceSelf-managed
Policyholders would have to attend special loss-control seminars and

National Telecom Corp. 951,846 -93,210
would be expected to have in- house safety experts, Mr Duer said "Every-

National Telephone Cooperative Assn one wants to make this program safety-first "

Source Annual statements filed with the Vermont Insurance Department.
The captive would be managed by Kirk-Van Orsdel through Johnson &

Chart Holly Sequine, Amy Palmer
Higgins Services Inc in Vermont, he said

The other possible Vermont risk retention group is intended to ease
liability coverage capacity problems for members of the Assn of Home

Vermont captives captive needs $500,000 in capital Vermont also provides freedom Appliance Manufacturers, Mr Duer said
and surplus, while an association from prior approval for rates and Mr Duer said the insurance offered by the appliance manufacturers'

Continued from preulous page captive needs $750,000 forrns risk retention group be first-layer excess liability coverage over the mem-
tax structure so that all captives An industrial insured is a group The new commissioner of the bers' high self-insured retentions and under high excess layers purchased
pay their fair share," said Mr captive in which each member Department of Banking and Insur- from commercial insurers
Chaffee "Reinsurance captives must have at least 25 employees, ance says he supports the state's /This would allow members to stack their liability coverage over a
will be able to show that they are $25,000 in annual insurance premi- captive statute and wants to en- higher primary base," Mr Duer explained
contributing to the economic wel- ums and a full-time worker re- courage further captive formations A small group of appliance association members, Including Whirlpool
fare of the state " sponsible for insurance matters "The status quo doesn't change Corp, Maytag Co and White Consolidated Industries Inc, are now exa-

While the premium tax structure By contrast, the other major do- with a new commissioner," said mining the risk retention group proposal, Mr Duer said
may be changing, the essence of mestic captive domiciles, Colorado Thomas Menson, a former banking The appliance manufacturers' risk retention group/captive probably
Vermont's captive law, which its and Tennessee, require $750,000 in executive who replaced David would be established as an industrial insured under Vermont's captive law,
backers say is more attractive than capital and paid-in surplus for a Bard as head of the department Mr Duer said

any other state's, remains intact pure captive and $1 million for a "The captive statute is in place Industrial insured cal)tives have easier reporting requirements and a
Vermont has relatively low capi- trade association captive There is a statewide consensus that lower capitalization requirement-$500,000 as opposed to $750,000-than

talization requirements A single- In addition, in the case of pure financial services, of which cap- association captives
parent captive can be set up with a captives, Vermont has easier an- tives are a part, should be devel- To qualify as an industrial insured, each group member must have at
capital and paid-in surplus of nual financial reporting require- oped and encouraged," Mr Menson least 25 employees and have more than $25,000 in annual insurance premi-
$250,000 An Industrial insured ments than Colorado or Tennessee said i ums as well as a fulltime worker responsible for insurance matters
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Colorado sees slow but steady growth
By STEE TARAVELLA | 00OrS Colorado captive managers

Manager Premium volume Captives Staff
Parent 19851 19842 1985 1984 1985 1984

DENVER Colorado's captive
insurance community was quiet
last year, but captive managers
here don't expect it to stay that way
for long.

No new captives were formed
here in 1985 and, although none
has dissolved since Business Insur-

ance's 1985 Colorado captive re-
port, two have joined the ranks of
those that are not writing new busi-
ness but are, for various reasons,
keeping their licenses.

Growth has not been as swift as

captive managers a year ago pre-
dicted it would be (BI, April 15,
1985). But today they see definite,
but slow, captive formation in the
Rocky Mountain state's future, fu-
eled both by the tightening com-
mercial insurance market and by a
commissioner increasingly support-
ive of captive business.

M&M Insurance Management
Services Inc. is working now with
two serious prospects, one an asso-
ciation and one an independent
business. Both may put down roots
in Colorado over the next two

months; in fact, an interview with
M&M was postponed last month
because potential captive founders
were visiting from out of town.

Frank B. Hall Management Co.
and Risk & Benefit Management
Systems Inc. each say they are
working with a business favoring
Colorado as home for its captive.
The three management companies
report numerous other inquiries in
the past three months by parties
perhaps less serious-minded than
the others, but nonetheless indica-
tive of the growing interest in cap-
tives.

"Companies are thinking more
about captives now than they were
two years ago. That's encouraging,"
says Arnold Goldstein, assistant vp
at Anistics Inc. in Denver, a captive
manager that is part of Alexander
& Alexander Services Inc.

Colorado's insurance department
is also seeing renewed interest in
the domicile, and it reports being
approached by about five potential
captive parents over the past three
months.

New captives would join a com-
munity of 23 captives already li-
censed in Colorado, the same num-
ber licensed in 1985 and down from

26 in the spring of 1984. These cap-
tives collectively reported $49.2
million in gross written premiums
in 1984, the most recent year for
which figures are available.

One business recently queried
the department about setting up a
captive to fund bond deductibles
and directors and officers liability
coverage for a group of banks.
John Kezer, insurance commis-
sioner for 14 months, says he will
probably respond with a thumbs-
down on the project because of a
Colorado statute prohibiting any
bank from owning an insurance
company.

Other potential Colorado captive
parents include Avis Inc., the
rental car giant in Garden City,
N.Y., which approached Mr. Kezer
through a local attorney, and a
large Colorado employer that Mr.
Kezer declined to identify.

"If one or two of these get no-
ticed, I think it will stimulate more
interest," the commissioner says.

That interest would be welcome

news to Colorado, which has seen
the captive community in Vermont
flourish at its expense; three Colo-
rado captive parents, including
Seattle-based Boeing Co., have left
the domicile for what they per-
ceived to be a more favorable regu-
latory environment in the Green
Mountain State.

"With the ease of setting up cap-
tives in Vermont, it's been easier
for companies to go in that di-

rection," says Richard A. Johnson,
vp at M&M Insurance Services Inc.
in Denver, a subsidiary of Marsh &
MeLennan Inc.

But captive managers here are
, working to avoid

c such an exodus.

1 They are
*, meeting with
] Colorado's in-

surance regula-
, 1 tors, both indi-

vidually and
collectively, to
air their con-

cerns about Col-
Mr. Johnson orado's captive

law. And, an ex-
ecutive from M&M Insurance Man-

agement's New York headquarters
met briefly with the regulators.

"Any growth in Colorado is
going to hinge on whether we can
get some changes through in the
law," says Thomas G. Littell, presi-
dent of RBMS in Aurora, Colo.
"That would significantly help at-
tract more interest.

"We're very optimistic. I don't
think Colorado would ever go as
far as Vermont in terms of flexibil-

ity, but certainly, key things can be
done to make it more attractive,"
he says.

The changes being sought could
be accomplished through regula-
tory or legislative actions.

Among the issues being dis-
cussed, according to the captive
managers, are:

• Colorado's capital and surplus
requirements.

• Whether the state would let

captives write accident and health
business.

• Whether it would abolish pol-
icy and rate approval require-
ments.

• What professional standards
captive managers should meet.

• What constitutes "need" in

Colorado's captive law, referring to
a requirement that potential cap-
tive parents prove they cannot ob-
tain coverage in the commercial
market or that they can only obtain
the coverage at an unreasonable
price.

"If one considers that a multibil-

lion dollar corporation isn't going
to set up a captive insurance com-
pany as a knee-jerk, fun thing to
do, that it's only going to do it if it
makes good financial sense, then
there is a need for that corporation
to do that, whether the need is to
stabilize insurance premiums, sta-
bilize deductibles or stabilize reten-

tion levels," explains Alverd C.
Stutson, executive vp at Hall in
Englewood.

Hall, the oldest and largest Colo-
rado manager, today handling cap-
tives with assets of more than $100
million, says the prospect of dis-
cussing regulatory changes with
the department is "very exciting."

Colorado regulation requires that
single-parent captives capitalize at
$750,000 and association captives at
$1 million, although an unwritten
rule demands $1 million from sin-
gle-parent captives as well.

Less stringent capitalization re-
quirements in Vermont, where a
pure captive can be set up with cap-
ital and paid-in surplus of $250,000
and an association captive with
$750,000, snared one captive parent
that first had inquired into Colo-
rado, says Mr. Johnson.

But Colorado's captive managers
offer nothing but praise for the at-
tention and understanding Mr.
Kezer and Daniel J. Colaiannia,
deputy insurance commissioner,
are devoting to captive issues.

"They realize how important it is
to get some activity going in Colo-
rado. They can see what's going on

M&M Insurance Management Services Inc.
Marsh & McLennan Inc.

Risk & Benefit Management Systems Inc.
Bayly, Martin & Fay Int'I Inc.

Frank B. Hall Management Co.
Frank B. Hall & Co. Inc.

Anistics Inc.

Alexander & Alexander Services Inc.

1 Source: Captive managers' estimates
2 Source: 1984 annual captive insurance company statements

in Vermont and they realize
they're missing the boat on some
premium dollars," says M&M's Mr.
Johnson.

Mr. Johnson says Colorado's reg-
ulators are approaching the issue
with an open mind, thinking, "OK,
what can we do now to get captives
back to Colorado?"

For his part, Mr. Kezer says he is
willing to review the regulation "to
see if it's in keeping with the
times," especially in this tight mar-
ket. Nonetheless, he believes Colo-

rado offers reasonable, sound cap-
tive supervision, not "regulatory
overkill."

There is some evidence already
that the department is receptive to
change. While it has not officially
abandoned its rule against captives
writing third-party business, it now
sometimes permits them to write
that business if the risks are of the

same type as those of the parent.
For example, Michigan General

Corp. of Saddle Brook, N.J., con-
tinues to insure the exposures of

5 6 46

4 6 67

$17 million $10.5 million

$16 million 6 million

$15 million+ $32.2 million 10 10

$300,000 $394,637 3 3

former affiliates through its Lone
Star Indemnity Co. captive, even
though the risks are no longer con-
sidered its own, Mr. Johnson re-

ports.
But Hall believes "consistent reg-

ulation" is one of Colorado's stron-

gest suits and, in fact, does not see
all of it as hindering growth.

Mr. Stutson recalls one malprac-
tice reinsurer that has agreed to
reinsure captive business Hall
managed in Colorado but not in
Vermont because it wants to oper-
ate with that regulation. He de-
clined to identify the insurer.

Also, while Colorado requires
captives to submit policy forms and
rates for department approval, not
one policy form Hall has submitted
since 1972 has been denied, Mr.
Stutson points out.

This apparently cooperative
working relationship with the in-
surance department, combined
with the pressures of the tightening
market, have made most managers
here optimistic about their domi-

8 8

23

Chan: Holly Seguine, Amy Palmer

cile's future.

"I feel really positive for 1986
and '87. It's going to be good
growth," says Mr. Johnson. M&M
has cause for enthusiasm; its two
prospects appear to be moving
swiftly toward incorporation.

One is a not-for-profit association
looking for general liability and
faced with an April 15 renewal
date.

The other is Trailways Lines
Inc., a transportation company in
Dallas that is seeking a facility for
general and auto liability. Insur-
ance managers at the company are
working to meet a May 1 renewal
deadline.

The department, which must ap-
prove each new captive, has been
"very receptive" to approving cap-
tives by both parents, which are
also brokerage clients of affiliate
Marsh & MeLennan Inc., Mr. John-
son says.

Hall has one prospect that will
almost certainly establish its cap-

Continued on next page
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Management company
Captive/Parent
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Frank B. Hall Management Co.
Arroyo Insurance Co.1
Lear Siegler Inc.; Santa Monica, Calif.

Chesapeake Casualty Insurance Co.

Chesapeake Physicians, PA; Baltimore

Clifton Casualty Insurance Co.
Emory L niversity Clinic; Atlanta

Denver Ir surance Co.1

American Medical International; Beverly Hills, Calif.
Greenwa, Insurance Co.1

America-. Medical Internationalt E everly Hills, Calif.
Havican Insurance Co.

Holy Crcss Shared Services Inc.; Notre Dame, Ind.

Interstate Indemnity Co.
CLC of .America Inc.; Houston

Lombardy Insurance Co.

Clougherty Packing Co., Los Angeles

Regal Insurance Co.
Chatharr Supermarkets Inc.; Detoit

United Insurance Corp.1

Empire Gas Corp.; Lebanon, Mo.

M&M Insurance Management Services Inc.
Columbine Casualty Co.1
Tenneco Inc.; Houston

Insurance Co. of Colorado inc.

Darling-Delaware Co. Inc.; Chicago

Lone Star Indemnity Co.
Michigan General Corp.; Saddle Brook, N.J.

Mountainview Insurance Co.

W.R. Graze Co. & Hanna Mining Co.
MSJ Insurance Co.

Sisters 01 Charity; Cincinnati

Risk & Benefit Management Systems Inc.
Constance Insurance Co.

Crawford Fitting Co.; Cleveland
Neimann 1,surance Co.

Franciscan Health System; Philadelphia

Wescap Irsurance Co.

National Welding Supply Assn.; Dhiladelphia

Anistics Inc.

Coachmar Insurance Co.

IU International Corp.; Philadelphia

GarDen Insurance Co.1

Elixir Industries inc.; Gardena, Call-.

Holborn Reinsurance Co.1

Whittaker Corp.; Los Angeles
Sunset Insurance Co.

Santa Fe Southern Pacific Corp.- San Francisco

Johnson & Higgins Services Inc.
Colinco inc.

Boeing Co.; Seattle

Gross written

premiums

$145,237

377,679

816,559

17,450,924

3,966,209

6,317,446

181,643

1,189,400

1,744,595

(149,465)

2,276,850

2,543,550

1,018,504

4,640,632

260,000

2,102,618

3,590,087

286,021

(67,053)

0

41,563

314,719

0

Net

income

$125,416

(62,181)

367,980

31,566

(202,786)

2,109,495

32,211

734,959

130,115

54,470

(3,432)

250,870

286,512

360,745

40,844

166,584

69,077

(115,375)

89,293

833,825

1 Wrote no nevi business in 1985

2 Includes letter-of-credit fees

i Includes consjlting fees

Source: Annual statements filed with the Co orado Insurance Department. All figures are for 1984; 1985 data not yet available.
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3

Intere
THE INTERMEDIARY

199 Water Street, New York, N.Y. 10038

New York · Atlanta · Chicago Dallas

Reinsurance

Leadership
in the
South
Kenneth R. Fewell is senior vice president
and manager of Intere's office in Atlanta. A fully
staffed branch office, Ken's group knows the
reinsurance problems peculiar to the South and
serves clients in the southern states from

Virginia to the Gulf and west to Texas.

San Franciscc London

99,424

6,425

14,488

Bermuda

Management
fee

$27,000

26,700

60,000

50,000

38,000

105,433

24,000

28,000

20,004

24,000

1,681

39,800

32,400

28,200

48,997

14,4532

127,8313

112,1133

30,000

3,078

17,894

22,500

13,500

Taipei

Colorado captives
Continued from previous page
tive here during 1986, the manage-
ment company says. Hall will say
only that the parent is American.

RBMS, whose captive clients
handled $16 million in total pre-
mium volume last year, says it is
working with one company
seriously considering a Colorado
captive, but declined to identify it.
Several Colorado businesses have

also queried RBMS about captives
for associations to which they be-
long.

An Avis captive is a possibility,
but is "really in the exploratory
stage," cautions Stanley Roth, Avis
vp-insurance and claims. The cap-
tive probably would handle domes-
tic auto-related exposures. Avis al-
ready operates a captive for its in-
ternational risks, Bermuda-based
Visa Assurance Ltd.

Captive managers agree that em-
ployers are not being discouraged
by the Internal Revenue Service's
numerous Tax Court victories

against parent companies seeking a
deduction for premiums paid to
their captives.

The transportation company set-
ting up a captive with M&M doesn't
even intend to take a tax deduction

for premiums paid to its captive,
Mr. Johnson says. It's strictly look-
ing to get the coverage and to open
up the reinsurance markets.

"Premiums have gone up so
much that the significance of the
tax deduction has really become
minimal," says Mr. Littell.

"People seem to be just disre-
garding it. Those who are in-
terested in captives have already
done their homework and know

the negative side, but still seem in-
terested."

Today, most Colorado captives
are writing working layers of cov-
erage, but some also write excess
layers. Workers compensation,
product liability, general liability
and medical malpractice are among
the most common coverages writ-
ten here, although at least one cap-
tive, Havican Inc. owned by Holy
Cross Shared Services Inc. in Notre

Dame, Ind., is writing unemploy-
ment compensation insurance.

Besides attracting new captives
to the state, captive managers here
predict the tightening market will
draw more premium into the cap-
tives already operating-at least as
much as capitalization levels w.11
permit-and evidence of that exists
already.

Santa Fe Southern Pacific Corp,
for example, was preparing to close
down its Colorado captive, Sunset
Insurance Co., but the tightening
market caused the San Francisco-

based company to railroad those
plans.

"All of a sudden, things are turn-
ing around for it," reports risk
manager John A. Edwards. The
company now hopes to use Sunset
for a March 31 property renewal.
The captive is managed in Denver
by Anistics.

MSJ Insurance Co., meanwhile,

increased its aggregate liability
limits to $15 million from $4 mil-

lion last May, reports M&M's Mr.
Johnson. M&M manages MSJ, a
captive of the Sisters of Charity in
Cincinnati.

Crawford Fitting Co. last year
began putting excess liability cov-
erage through its Constance Insur-
ance Co. captive to augment what
the parent was able to find in the
commercial insurance market, says
Mr. Littell of RBMS, the Bayly,
Martin & Fay International Inc.
subsidiary that manages Constance.

Constance continues to insure

Crawford's product liability expo-
sures.

Wescap Insurance Co., Colo-
rado's only association captive,
grew sharply in policyholder mem-
bers last year, Mr. Littell says. At
year-end 1985, Wescap had about
300 policyholders, up from a peak
of 160 during its 1983-84 policy

year.

Under a package policy fronted
by Insurance Co. of North America,
Wescap insures the general liabil-
ity, product liability, auto liability
and physical damage and property
exposures of National Welding
Supply Assn. members nationwide.

Wescap's premium volume has
"really mushroomed," says Mr. Lit-
tell, jumping to about $9 million in
gross written premium at year-end
1985 from about $3 million an-

nually in recent years.
To sustain the additional busi-

ness, Wescap has increased its sur-
plus since last September by $5.9
million, generated by a new mem-
bership drive.

Neumann Insurance Co., owned
by the Franciscan Health System
in Philadelphia, brought one more
hospital on board last year, bring-
ing the institutions covered to 11.
Neumann writes medical malprac-
tice coverage of $2.5 million per oc-
currence and $25 million aggregate,
and also writes excess above that.

Lone Star's parent, Michigan
General, has merged with General
Felt, which might funnel some of
its exposures through the Colorado
captive as well, Mr. Johnson says.

Insurance Co. of Colorado Inc.

and Mountainview Insurance Co.

are operating at about the same
level they were a year ago. Mr.
Johnson suspects their parents
might retain a greater amount of
the risk and use the captive above a
higher retention. Darling-Dela-
ware Co. Inc. owns Insurance Co. of

Colorado and W.R. Grace Co. and

Hanna Mining Co. jointly own
Mountainview.

In other captive news, Elixir In-
dustries Inc. in Gardena, Calif., has

moved its captive's license from
one manager to another.

Elixir transferred control of Gar-

Den Insurance Co. to Anistics in

February. GarDen had been man-
aged by RBMS since 1978. The cap-
tive was basically empty at the
time, and still is, having trans-
ferred its business to Elixir's Ver-

mont captive, GarDen Insurance
Co. of Vermont.

Elixir, a manufacturer of mobile
home and trailer construction com-

ponents, gave GarDen to Anistics
"purely (because of) the fees," says
Elixir's controller Steve Smith.

Last year, Elixir paid RBMS a man-
agement fee of about $1,500; this
year, RBMS sought to apply a
$24,000 annual minimum fee to
GarDen, Mr. Smith said.

"Why pay $24,000 a year for a
shell?" Mr. Smith says. He expects
to pay Anisties about $3,000 in an-
nual fees.

Besides GarDen, Colorado cap-
tives that wrote no new business in

1985 include Greenway Insurance
Co. and Denver Insurance Co., two

large medical malpractice captives
owned by American Medical Inter-
national Inc. in Beverly Hills and
managed by Hall.

AMI decided last fall to self-in-

sure the primary layer of coverage
written by the captives and to pur-
chase excess coverage above that
(BI, Sept.2, 1985). The company
paid $166,329 to Hall in manage-
ment fees in 1983 and 1984, accord-

ing to the captives' annual state-
ments.

Other inactive but still licensed

Colorado captives are: United In-
surance Corp., a captive of Empire
Gas Corp. in Lebanon, Mo.; Arroyo
Insurance Co., which parent Lear
Siegler Inc. in Santa Monica is
using to run off work comp and
product liability coverages written
from 1976-80; Holborn Reinsurance

Co., owned by Whittaker Corp. in
Los Angeles; and Columbine Casu-
alty Co., a captive of Houston-based
Tenneco Inc.

Both Anistics and Hall manage
Vermont captives from their Colo-
rado offices, although Anistics is in
the process of putting down roots in
Vermont and M&M does the ac-

counting for a Tennessee captive
from its Denver office. .
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Delaware hooe to get---1 4 -

its first captive in 1986
By JERRY GEISEL

DOVER, Del.-Delaware hopes
to attract its first captive insurance
companies this year.

State Insurance Department offi-
cials say they've seen a recent burst
of interest among businesses to set
up insurance company subsidiaries
under Delaware's 1984 captive law.

"Two months ago, we received
about one inquiry a week," says
Daniel Koch, admissions officer at
the Delaware Insurance Depart-
ment. But he says the department
now is logging about a dozen calls
each week from businesses wanting
to know more about the state's cap-
tive regulations.

"Because the market has hard-

ened, companies are not able to
find coverage and they are
seriously considering forming cap-
tives," Mr. Koch says.

Delaware officials say the state
has a lot to offer prospective cap-
tives. They promise smooth and
fair regulation of captives by a
lean-but-efficient Insurance De-

partment.
With a staff of about 40, "We are

large enough to get the job done,
but not too large as to be un-
wieldy," Mr. Koch said.

"This is a very streamlined de-
partment. Employers kn6w that if
they have a problem, they can
quickly obtain an answer."

Under the Delaware captive stat-
ute, the state has the same liberal
capitalization requirements as Ver-
mont: $250,000 for a pure or single-
parent captive; $500,000 for an in-
dustrial insured; and $750,000 for
an association captive. An indus-
trial insured captive is an insurance
program formed by several com-
panies.

Also, no prior approval is re-
quired on rates and forms. A 1%
premium tax is imposed on direct
insurance written by captives.

However, Delaware's captive
law, modeled after Vermont's 1981
statute, differs in one significant
way: Only companies whose princi-
pal place of business is Delaware
can establish captives in the state-
a provision that will limit the num-
ber of captives that want to make
Delaware their domicile.

This isn't the first time that Dela-

ware Insurance Department offi-
cials have been optimistic about at-
tracting captives. Last year, for ex-
ample, officials predicted there was
a chance that several commercial

insurance buyers would set up cap-
tives before the end of the year (BI,
April 15, 1985).

One reason that businesses may
have held off from forming Dela-
ware captives, some observers say,
is that the state-through the ac-
tions of a previous insurance com-
missioner-may have acquired a
reputation as being hostile to cap-
tive insurance programs.

David Elliott, the former insur-
ance commissioner who was de-

feated in 1984 in a re-election bid

by current Commissioner David
Levinson, did not support the cap-
tive proposal as it was working its
way through the Legislature. Mr.
Levinson, by contrast, has been an
outspoken advocate of the captive
statute.

In addition, Mr. Elliott openly
battled with a national association
of home builders that wanted to es-

tablish a risk retention group-a
kind of captive insurer-in Dela-
ware to cover association members'

product liability exposures.
Ultimately, the homebuilders

and their captive-HOW Insurance
Co.-had to obtain a federal court

order to force Mr. Elliott to recog-
nize HOW as a bona fide risk re-

tention group (BI, Oct. 17, 1983).
Mr. Koch stresses that the con-

delaware

troversy surrounding HOW is over,
and the department now is wel-
coming well-structured, financially
sound risk retention groups.

"We want bona fide risk reten-

tion groups to come to Delaware.
Being a center for risk retention
groups will add to the economy of
Delaware," Mr. Koch says, explain-
ing the state's interest in the
groups.

Mr. Koch notes that the state is

just beginning to overhaul its insur-
ance code and the final statute will

further encourage risk retention
group formation in Delaware. .
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vour health core costs, call collect 1 -201-379-6737.

MetPRO

M€TAOPOLITAN P€€A A€VI€111 ORGANIZATION
155 MORRIS AV€NU€ • SPAINGFI€LD, NJ. 07081

Go

Call for Your Solutions:

(213) 859-7277

Canter & Company
9348 Santa Monica Boulevard

Beverly Hills, CA 90210-3615
Telex 698475

en

Exoosu

MetPAO'S HEALTH CAR€ COST CONTAINMENT PAOGAAMS

INCLUDE:

• Pre-Admission CertiAcation

Prevents unnecessan,1 hospital admissions
• length-of-Stay Certification

Prevents unnecessary days of hospital stav
• Second Surgical/Dental Opinion

Avoids unnecessarv procedures and emplovee productiv-
ity loss

• Qualitv Assurance

Provides professional, phvsidan management during and
after hospital stays to assure the deliverv of the highest
quality of core

• Bill Audit and €valuation

Prevents payment for undelivered care and services
• Utilization Analysis

Identifies areas of abuse and over-utilization of hospital
benefi ts

• Workers' Compensation Analysis
Identification and review of claim problems

MetPA(D ... Our Experience Shows
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Tough market is seen as lure to captives
By DAVE LENCKUS tennessee "We still feel positive" about

Tennessee as a viable captive domt- 'With the change of the market, people are
NASHVILLE, Tenn -Despite - cile, said John Matthews, an ae- looking at captives who never had them. PeopleTennessee's sluggish captive activ- count executive with American

tty, some observers still believe the captive," explains Buddy Nichols, Risk Management Inc in Nash- already with captives are looking at a second
state will attract more captive busi- president of U S Security Fire & ville
ness because of the property/casu- Casualty, a senior vp of MHS and "In fact, with the state of the in- captive. Tennessee will get its share of that,'
alty insurance crunch president of the hospital chain's surance market, we feel very posi- says John Matthews of ARM.

The number of captives licensed now-defunct captive "And, we can tive We feel like it's got an excel-
in Tennessee dropped to six in Jan- Just as easily insure the parent in lent future," Mr Matthews said
uary when Methodist Health Sys- Fire & Casualty," he said In Tennessee, ARM manages
tems of Memphis surrendered the Although MHS has left the cap- Pinkerton Insurance Co, which is investigating forming captives will "Taxes weren't the motivating
license of its captive, United States tive market, Mr Nichols gives good owned by Pinkerton's Inc of New locate them in Tennessee How- reason HCA set up Parthenon The
Security Insurance Co, to the state marks to Tennessee as a captive York, the security and investiga- ever, the companies have not made motivation was the last medical
Insurance Department domicile "I found the Tennessee tive agency The captive reported a any firm commitments, he con- malpractice crisis in the 1970s," Mr

The captive reported net income department to be almost overly co- net loss of nearly $803,500 m 1985, ceded Pierson noted

of $47,800 last year, according to operative," he said according to the state Insurance He declined to identify the com- Parthenon writes professional h-
the department Mr Nichols does not understand Department panies by name or industry ability and general liability cover-

MHS combined its captive's book why the state has not attracted "Now, with the change of the Not all observers believe the ages for HCA-owned facilities The
of business with the captive's sub- more captives, but he is one of sev- market, people are looking at cap- state will attract any more captives captive reported more than $4 3
sidiary, United States Security Fire eral observers who expect more tives who never had them People than lt already has, however million in net written premium
& Casualty Co , last year captives to locate there already with captives are looking "I don't see a great amount of volume and $29,200 of net income

The captive wrote professional "I think the growth will go be- at a second captive Tennessee wil growth," predicted Robert Pierson, last year, according to the state In-
liability and general liability cover- yond the four, five or six that's get its share of that," Mr Matthews president of Parthenon Insurance surance Department
ages for MHS The subsidiary iS a been here, with the new increased said Co, a captive insurer owned by HCA last year formed a commer-
commercial insurer that writes emphasis on captives and pool- He explained that many multina- Nashville-based Hospital Corp of cial insurer, Parthenon Casualty
third-party hospital professional 11- ings," he predicted tional companies that already own America Insurance Co, to reinsure Parthe-

ability and hospital general liability The number of licensed captives captives to cover their domestic ex- Mr Pierson contended that the non's exposures above $250,000 per
coverages in Tennessee, Texas, in Tennessee has hovered between posures are considering forming Tennessee Insurance Department occurrence, provide medical mal-
Mississippi and Georgia The in- five and seven for several years additional captwes to cover their is not aggressively promoting the practice liability to physicians at
surer is licensed m all four of these The manager of another Tennes- foreign exposures state as a captive domicile HCA-owned facilities and offer

states and is seeking licenses in Ar- see-based captive also believes the Mr Matthews also said there l: "It seems to me they haven't coverage to non-HCA-owned facil-
kansas and Alabama also state eventually will attract more "greater than an 80% chance" that a been as aggressive in seeking cap- ities The combined net written

"We no longer saw a need for a captives "couple of companies" currently tives as they were initially," he premiums of both the captive and
said the commercial insurer totaled

Bill Hosea, director of financial more than $1356 million in 1985,

affairs in the department, does not according to Mr Pierson
deny that

Are back injury claims
Currently, the commercial insur-

"We are supporting captives as ance company is writing only a few
an alternative form of self-insur- "pilot" malpractice coverages for

derailing your
ance, but we are not campaigning physicians at HCA facilities while

3 r
for them," he said HCA evaluates whether it will pro-

However, Mr Hosea believes the ceed with its plans for the commer-
state will garner its share of cap- cial insurer, Mr Pierson said

budget? tlves "It would help our relationship
"I assume things will pick up," he with our staff by providing that

/ said, though he could not estimate added benefit Offsetting that
l the number of new captives that would be our exposure We're eva-

might be domiciled in Tennessee luating that now," Mr Pierson

4
Mr Pierson theorized that the commented

«S 0 state's capital and premium re- He expects that HCA will deter-
9 quirements may scare away pro- mine within the next three months

spective captives Tennessee re- whether lt W111 expand Parthenon
quires $750,000 in combined capital Casualty's operations or fold the fa-

42*4=
e«

and surplus when forming a pure cility
captive and $1 million when form- Mr Pierson said the commercial

ing an association captive insurer, which is licensed in 10

The state also requires a mini- states, will not be maintained solely
mum of $500,000 in annual pre- to reinsure Pathenon Insurance

ef' mium volume from pure captives Co 's exposures He added the cap-
and $1 million from association tive will not be folded if Parthenon

-

captives Casualty's operations are ex-
Vermont, for example, requires panded

$250,000 in capital and surplus for a Other captives in the state are Fi-
pure captive and $750,000 for an as- nancial Services Insurance Co of

Get back on track with BackTracn . sociation captive And, the state Tennessee, owned by Deutz-Allis
does not require captives to gen- Corp of Milwaukee, Distributors
erate a minimum premium vol- Insurance Co, owned by members
ume of the Chattanooga-based Tennes-

Another back inJury claim Another endless series piles of bills into a concise report of medical activity, But Tennessee's stricter require- see Valley Public Power Assn , and
of medical bills that leave your claims exammers identifies inappropriate or excessive treatment, rates ments could benefit a captive, Mr Hospital Underwriting Group Inc,
wondering Is this charge for a second turnbar x-ray claims by level of severity and potential to become Pierson contended owned by a group of hospitals

lustifed) Is this employee taking longer than usual to long-term or high-cost, and identifies duplicate bills, "We like the regulations We West Germany-based Klockner-
formed a captive to gain access to Humboldt-Deutz AG acquired Fi-recuperatev Didn't we already receive a bill for this unrelated expenses and other problems The Back-

treatment) And as they chug along looking for the Track Service also serves as a management tool to reinsurance, and the reinsurers nancial Services last May when it
like that kind of regulation," he purchased several major elements

answers, here comes yet another back injury claim ensure consistency in claims processing, and identi- said of the Allis-Chalmers agricultural
to jolt you with its painfully high cost fies trends in companies' back injury cases which Another Tennessee captive has equipment business, Including

A clear path to lower costs. may warrant preventive actions not been as fortunate in that re- Allis-Chalmers Credit Corp, which
gard, however Financial Guaranty was the captive's original owner

Fortunately, there's one simple solution to the
A fast line to needed answers.

Insurance Co , owned by State The West German company then

volume and complexity of back miury clatms-the Of course even with the BackTrack Service at Credit Union Share Insurence Co established Deutz-Allis to handle

BackTrack Service The product of Back Systems, work, your claims exammers will still have questions of Chattanooga, has not written its North American business
any business since it was formed in Financial Services, which is

Inc, a specialist m back injury risk management, So we also provide a hotline staffed bv medical per- 1984 managed by broker Corroon &
BackTrack monitors and evaluates each of your com- sonnel who can respond immediately to medical SCUSI formed the captive to Black, reported a net income of
pany's high cost back inlury claims Not only can it concerns gain access to the reinsurance mar- more than $1 5 million last year,
significantly reduce your cost per claim, but it can Get back on track now.

ket but has been unable to do so according to the state Insurance

help assure quality medical care and expedite the said Tom Gaines, president of Department

iniured employee's timely return to work if left unmanaged, back injury claim costs w111 SCUSI Distributors Insurance Co ,

"We have not been effective in which is managed by broker Marshcontinue to mount up, putting your budget on a coth-

© 1986 Back Systems Inc Wl rights resened
More efficient routing and fewer obstacles finding reasonably priced reinsur- & McLennan Cos Inc in Atlanta,

sion course with disaster But the BackTrack Service
to cost-effectiveness. ance," he said reported a net written premium

clears the way for fast and efficient claims handling, None of the observers believes volume of $2 23 million and a net
The BackTrack Service begins with the creation of and ultimately, lower costs per claim To learn more that tax rulings that have gone loss of $548,000 last year, according

a practical, in-depth claims profile which simplifies about how this unique service can benefit you, con- against captive parents will affect to the department Members of the

the entire claims handling procedure It organues tact Kirby L Dalton, at (214) 960-9515 the growth of captives in Tennes- TVPPA distribute power generated
see by the Tennessee Valley Authority

 BACK·SYSTEMS·IN€ "I don't think it's had any effect," Hospital Underwriting Group
observed Mr Matthews of ARM last year reported a net written

A Specialty Risk Management Co "Captives are formed for insurance premium volume of nearly $7 9
5495 Beltline Road • Suite 390 · Dallas, n 75240 • (214) 960-9515 reasons, not tax reasons, in general, million and net income of about

at least with every captive and eli- $473,000, according to the depart-
ent I have worked with " ment



business insurance, April 14, 1986/ 103

Court rulings fueling group captive growth
By STEPHEN TARNOFF

The controversy over whether
businesses can take tax deductions

for payments to single-parent cap-
tives is rapidly becoming a dead
issue in the courts.

While some cases brought by
businesses that assert their right to
deduct premiums are pending, a se-
ries of recent court decisions almost

uniformly have denied such deduc-
tions.

As a result, companies may con-
sider forming group-owned cap-
tives rather than single-parent in-
surance subsidiaries, some attor-
neys and consultants say.

And, others contend the tighten-
ing commercial insurance market
is fostering an opportunity for busi-
nesses to push for legislation that
would permit companies to take
deductions for premiums paid to
captives and for contributions to
self-insurance reserves.

However, little has been accom-
plished on the legislative front so
far, and there are no bills currently
pending in Congress to authorize
such deductions. The Loss Reserve

Deduction Committee, a coalition
of risk management interests that
has in the past pushed for such leg-
islation, has been largely dormant,
its members say.

Last year, at least six court deci-
sions said that companies cannot
deduct as ordinary and necessary
business expenses premiums paid
to their captives because there was
no transfer of risk-and thus no in-
surance-involved.

These included decisions by the
U.S. Tax Court involving Humana
Inc., Clougherty Packing Co. and
Raymond C. Pariseau; the U.S.
Claims Court involving Mobil Oil
Corp.; and the 10th U.S. Circuit
Court of Appeals involving
Stearns-Roger Corp. (BI, Aug. 26,
1985; June 3, 1985).

Also, the tax court held late last
year that a professional corpora-
tion, Anesthesia Service Medical
Group Inc., could not take deduc-
tions for payments made to a medi-
cal malpractice insurance trust, be-
cause there was no risk shifting
and the payments did not constitute
malpractice insurance premiums.

Only in a case brought by Craw-
ford Fitting Co. did a court hold for
the taxpayer. But in that case, the
company did not directly own the
insurer to which it paid premiums
-a deciding factor in the judge's
ruling (BI, Feb. 18, 1985).

The federal government subse-
quently appealed that decision to
the 6th U.S. Circuit Court of Ap-
peals. However, it later withdrew
the appeal.

Some tax cases are pending, in-
cluding a suit brought by Gulf Oil
Co., which is before the U.S. Tax
Court in Dallas (BI, April 15, 1985).
Humana also has filed a motion for
reconsideration of its case with the

tax court, while Clougherty has ap-
pealed to the 9th Circuit.

In addition, an appeal by Beech
Aircraft Corp., which lost a deduc-
tibility case to the government in
1984, is pending in the 10th Circuit
(BI, Sept. 10, 1984). Oral arguments
are scheduled for May 15.

Mobil has still not decided if it

will appeal the decision in its tax
case, which was issued last August.

Although Mobil lost on the issue of
deductibility of premium payments
to its captives, it won its contention
that certain payments made to its
captives were not constructive divi-
dends paid to benefit Mobil and thus
taxes paid should be refunded.

Mobil has since submitted to the

government the amount it contends
should be refunded. The govern-
ment then will determine what it

believes it owes Mobil and the
numbers will be submitted to the
claims court.

In light of the largely unfavor-
able rulings, attorneys and consul-
tants are not optimistic about the
ability of owners of single-parent
captives to take deductions.

"It represents a formidable line
of cases," said Michael Heitz, a tax
partner with the accounting firm of
Coopers & Lybrand in New York.

"With regard to a single-owned
captive insuring a parent company,
it is unlikely the courts will reverse
the cases decided," said James Ca-
meron, an attorney with Baker &
McKenzie in New York.

And if courts did reverse the de-

cisions, the Internal Revenue Ser-
vice and the Treasury Department
probably would seek legislation to
bar the deductibility of premiums
paid to captives, he added.

"It is not a dead issue, but it sure

is not a strong issue from the tax-
payer's viewpoint," says Thomas
Mahoney, a partner with Arthur
Andersen & Co. in Philadelphia.

Mr. Mahoney added that when
single-parent captives are formed,
the chance of companies actually
sustaining a deduction for premium
deductions are "slim and none."

However, Mr. Mahoney does say
that a company may be able to suc-
cessfully deduct premiums if unre-
lated business accounts for more

than 50% of the captive's premium
volume, though he said the Mobil
decision casts some doubt on this.

But, attorneys and consultants
note that single-parent captives
still are being formed for non-tax
reasons, such as gaining direct ac-
cess to the reinsurance market.

Nevertheless, the court decisions

are boosting the popularity of
group captives, many observers
say.

The IRS' Revenue Ruling 78-338
provides that payments made by 31
domestic petroleum companies to a
foreign insurance company in
which each held less than a 5% in-
terest were deductible because

there was the requisite risk shifting
and risk distribution.

"Many of the captives getting
formed are groups as opposed to
single-parent situations," according
to attorney Bruce Wright with the
New York law firm of LeBoeuf,
Lamb, Leiby & MacRae.

Mr. Heitz of Coopers & Lybrand
agrees there has been a shift to
group captives in light of the court
decisions.

However, Mr. Mahoney of

Arthur Andersen says, "I've seen
more talk than action" as far as

more group captives being formed
He noted that companies are often
reluctant to accept responsibility
for the risks of other companies.

Observers also say that the tight
commercial insurance markel

could prompt Congress to pass leg-
islation permitting companies tc
deduct premiums paid to single-
parent eaptives and contributions
to self-insurance reserves.

"The mood and climate today is
more favorable than five or 10

years ago" when captives were
seen by many in Congress as a tax
gimmick, says Mr. Mahoney.

Legislators now believe there is
an insurance crisis and might be
more amenable to permitting de-

Continued on next page
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Court rulings
Continued from previous page
ductions for payments to captives
or self-insured reserves, he
explains.

"In that type of psychological-po-
litical environment, it could lead to
a favorable development," he adds,
though no specific bill permitting
such deductions has been intro-
duced.

Cited as potential vehicles for
this legislation are the proposal to
expand the Risk Retention Act, S.
2129, which was approved by the
Senate Commerce Committee, and
the tax bill, H.R. 3838, now before
the Senate Finance Committee.

Members of the Loss Reserve
Deduction Committee-which in
the past has supported legislation
allowing deductibility of contribu-
tions to self-insured loss reserves
and premiums paid to captives-
have sensed some increased inter-
est for legislation.

Although the committee has
"pretty much been dormant" in re-
cent months, the tight insurance
market has generated interest in
the issue, said Barbara Haugen,
director of federal affairs for the
National Assn. of Insurance Bro-
kers in Washington. Whether this
interest will be sustained, however,
"depends on grass-roots support for
the issue," she notes.

The National Small Business
Assn. in Washington is pushing for
such legislation and believes that
the current tax reform bill might
be the most appropriate vehicle.

A NSBA committee recently
passed a resolution asking for the
tax deductibility of contributions to
self-insured reserves and payments
to captives, subject to review in
three to five years, said Herbert
Liebenson, senior consultant to the
association.

However, neither the current tax
proposals nor the bill to expand the
Risk Retention Act, passed by the
Senate Commerce Committee last
month, permit such deductions.

Moreover, not everyone agrees
that Congress is amenable to per-
mitting deductions. "I don't believe
it," Mr. Cameron said. "I don't
think that, given the desire of the
Treasury for revenue, they are
going to give deductions for self-in-
surance."

"It would be extremely difficult
to enact a proposal that would cost
the Treasury revenue," agreed
Walter Vinyard, an attorney with
the Washington firm of Zuckert,
Scoutt, Rasenberger & Johnson.

Mr. Vinyard added it would be
"very unusual" for the House or
Senate tax panels to begin serious
consideration of tax-deduction pro-
posals without considering bills
that would raise revenue in other
areas to make up the difference.

Recently, Jon Harkavy, general
counsel and director of govern-
mental affairs for the Risk & Insur-
ance Management Society in New
York, proposed that legislation be
focused on permitting deductions
for premiums to domestic captives,
leaving the foreign captive deduc-
tibility issue at the status quo.

"There are many advantages to
such an approach," Mr. Harkavy
said in a speech. "From the parent
company's perspective, you're
creating a safe harbor of certainty
under which the captive premium
deduction can be taken.

"From the captive's perspective,
it would no longer be induced to
accept outside business which may
jeopardize its solvency, in order to
sanctify its parent's premium de-
duction. Instead the decision to ac-
cept or reject such outside business
would be based on underwriting
rather than tax principles," he said.

He noted that there are currently
"few defenders" of the captive con-
cept in the House or Senate. But, he
says support for domestic captive
deduction legislation could be gen-
erated among legislators from
states with captive laws. .

Case

Anesthesia Service Medical Group Inc. vs. Commissioner

Beech Aircraft Corp. vs. U.S.A.

Carnation Co. vs. Commissioner

Clougherty Packing Co. vs. Commissioner

Crawford Fitting Co. vs. U.S.A.

Gulf Oil Corp. vs. Commissioner i

Humana Inc. vs. Commissioner

Mobil Oil Corp. vs. USA

Pariseau vs. Commissioner

Stearns-Roger Corp. vs. U.S.A.

Captive insurance company tax cases
Moit recent court ' Winn;,r

U.S. Tax Court (1985) Government

U.S. District Court of Kansas (1984)

9th Circuit Court of Appeals (1981)

U.S. Tax Court (1985)

U.S. District Court for No. District of Ohio (1985)

U,S. Tax Court

U.S. Tax Court (1985)

U.S. Claims Court (1985)

U.S. Tax Court (1985)

10th Circuit Court 01 Appeals ( 1985)
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where in the world you need
covdrage

These are not mere guidelines, but
mandatory performance standards
agreed to by every Royal office and
facility throughout the world.

This universal Royal commitment
affects everything from policy issu-
ance, underwriting and claims han-
dling to reporting systems, servicing
fees and cash remittance.
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Directory of captive management firms
a

Absit Insurance

Management Ltd.
P.O. Box 1549, Grand Cayman,
B.W.1.; 809-949-4688

Year founded: 1976.

Services provided: Frequent gov-
ernment reporting, accounting, com-
puterized accounting, manual claims
processing, claims reserves analysis, in-
vestment management; occasional cap-
tive feasibility, captive formation, rein-
surance brokered for captives, reinsur-
ance brokered to captives, under-
writing and ratemaking for captives,
specialized accounting services for asso-
ciations.

Staff: Four total staff members, one
professional staff member who holds

FCA and ACII designations.
Clients: Seven total clients.
Compensation: Time and expense.
1985 gross revenues: Not reported;

100% from fees charged for captive
management.

Principal officers: Roger A. Corbin,
president; James Gill, vp.

Alexander

International Ltd.

P.O. Box HM 681, Hamilton 5,
Bermuda; 809-295-3336

Year founded: 1965.

Parent company: Alexander &
Alexander Inc.

Services provided: Frequent captive
formation, government reporting, ac-
counting, computerized accounting; oc-
casional captive feasibility studies,
manual claims processing, computer-
ized claims processing, claims reserves
analysis, actuarial studies, loss forecast-

Royal's International Home Office
in New York is the focal point through
which we can offer global coverage
for both U.S. and foreign exposures,
exported programs (admitted and /or
non-admitted), imported and reverse-
flow programs. Plus captive arrange-
ments providing engineering and loss
prevention risk management services.

We've also added quality profes-
sional line managers and underwriters
with the expertise to handle both
domestic and overseas insurance

needs. So you deal with just one
department that can fully integrate
your global programs and underwrite
your entire account.

ing, reinsurance brokered for captives,
reinsurance brokered to captives, un-
derwriting and ratemaking for cap-
tives, specialized accounting services
for associations, onshore services for as-
sociations.

Staff: 28 total staff members, seven
professional staff members. Profes-
sional designations held by staff include
six CPAs, one MBA.

Clients: More than 65 total clients;
25% with premiums under $1 million,
45% $1 million-$3 million, 15% $4 mil-
lion-$10 million, 15% $11 million-$20
million. Minimum size client, $500,000
premium volume.

Compensation: Minimum annual
fee, $20,000; time and expense, average
rate $65-$75 per hour.

1985 gross revenues: Not reported;
100% from fees charged for captive
management.

Principal officers: Peter G. Leitch,
chairman/chief executive officer; Alan
C. Cossar, president; William B. Nichol-
son, senior vp; Jennifer C. Woods, vp.

Reinforcing our international capa-
bilities is the strength of our vast
international network. Because we

are a major insurance presence in
most of the foreign markets we serve,
you benefit from our in-depth knowl-
edge of local conditions, rules and
regulations.

Royal writes policies in more than
80 countries and in 16 languages. We

Royal 

Altamid Management Co.
(Vermont) Ltd.
P.O. Box 730,102 South Winooski
Ave., Burlinaton, Vt. 05402;
802-658-4660

Year founded: 1982.

Parent company: M.A. Hanna Co.
and Smith, Bell & Thompson Inc.

Services provided: Captive feasibil-
ity studies, captive formation, govern-
ment reporting, accounting, computer-
ized accounting, manual claims
processing, computerized claims pro-
cessing, claims reserves analysis, actu-
arial studies, loss forecasting, reinsur-
ance brokered for captives, reinsurance
brokered to captives, underwriting and
ratemaking for captives, legal advice.

Staff: Staffing provided by parent
companies.

1985 gross revenues: Not reported.
Principal officers: Warren L.

Thompson, president; Roger D. Teese,
V.P.

collect premiums and pay losses in
most of the world's currencies. For

150 years we have truly been a world
class insurer.

To contact our International Home

Office, call Toll-Free 1-800-468-

0404. With our breakthrough Stan-
dards of Performance and integrated
global structure, Royal not only
responds. We deliver.

Insurance
150 William Street,
New York, N.Y. 10038

American
International Co. Ltd.

American International Building,
Richmond Road, Pembroke,
Bermuda; 809-295-2121

Year founded: 1947.

Parent company: American Inter-
national Group Inc.

Services provided: Frequent gov-
ernment reporting, accounting, com-
puterized accounting, computerized
claims processing, claims reserves anal-
ysis, actuarial studies, underwriting
pools (SUMIT III, 14 participants, $32
million premium volume, closed mem-
bership), investment management, spe-
cialized accounting services for associa-
tions, onshore services for associations,
funding, fronting, guaranteed cash
flow, risk management programs; occa-
sional captive feasibility studies, cap-
tive formation, manual claims pro-
cessing, loss forecasting, underwriting
and ratemaking for captives, tax ad-
vice, legal advice, loss-control services
(New York and Brussels, Belgium).

Staff: 52 total staff members, 26 pro-
fessional staff members. Professional

designations held by staff include one
Continued on nert page

Information included

in managers' listings
The annual Business Insurance

directory of captive managers lists
companies in the United States and
abroad that perform a variety of
services for captive insurance com-
panies. There is no charge to be
listed; however, companies must
fill out and return a questionnaire
provided by BI in order to be in-
cluded in the directory.

Each company's name, address,
telephone number, year founded and
parent company (if any), are pro-
vided. Specific services the manager
provides are listed next, followed by
details on staffing and clients.

Subsidiaries and affiliated com-

panies listed include those involved
in captive management in a differ-
ent domicile, for which a separate
listing is usually given. If there are
no separate listings, information on
staff, clients and revenues have
been combined for all offices.

Details on how the company bills
for its services are included, as well
as 1985 gross revenues when re-
ported. Companies were also asked
to identify the percentage of their
gross revenues generated from fees
charged for captive management,
commissions charged for insurance
and/or reinsurance brokerage and
other services the company may
provide.

Names and titles of principal of-
ficers complete the listings.

Although Business Insurance
makes every effort to report com-
plete and accurate information for
companies in the directory, there
are no public documents available
to allow verification of all figures.

Following are the full profes-
sional designations for those abbre-
viated under the staff heading:

ACA is Associate, Chartered Ac-
countants; ACIA is Associate, Char-
tered Insurance Arbitrators; ACII is
Associate, Chartered Insurance Insti-
tute; ACIS is Associate, Chartered In-
stitute of Secretaries; AIB is Associate,
Institute of Bankers; ARM is Associate
in Risk Management; BII is Bermuda
Insurance Institute; CA is Chartered
Accountant; CE is Chartered Engineer;
CGA is Certified General Accountant;
CPA is Certified Public Accountant;
CPCU is Chartered Property Casualty
Underwriter; FAAI is Fellow, Admin-
istrative Accounting Institute; FCA is
Fellow, Chartered Accountants; FCAS

is Fellow, Casualty Actuarial Society;
FCCA is Fellow, Certified Corporate
Accountants; FCII is Fellow, Chartered
Insurance Institute; FCIS is Fellow,
Chartered Institute of Secretaries; FIIC
is Fellow, Chartered Insurance Insti-
tute; GIC is General Insurance Certifi-
cate; HND is Higher National Diploma;
IBAC is Insurance Brokers Assn. (Can-
ada); MBA is Master of Business Ad-
ministration; PLCC is Property Loss
Control Consultant; RU is Reinsurance
Underwriter. .

-
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Automating your benefit plans does not need to carry
a price tag that is sky-high. SPARTIN SYSTEMS offers
a completely integrated Group Benefit Administration
and Claim Processing System with prices starting at - N
under $50,000. Call SPARTIN today and we will outline 1!LE 11
a hardware/software solution for your firm with an af- i
fordab/e down to earth price. El
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14925-A Memorial Drive · Houston, Texas 77079

(713) 496-0771
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Visit us at the RIMS conference
in Toronto-Booth #519A

Announcing a
NEW FACILITY

for Tough Casualty Risks

.

Products Liability
Directors & Officers Liability
Environmental Impairment
Municipal Liability
Liquor Law Liability
Errors & Omissions

Professional Liability

Features

B+ Carrier

Funding Approach
Designed for Large Accounts
$1,000,000 Per Occurrence/

$1,000,000 Aggregate
Higher Limits Available

IP
GROUP OF AMERICA LIMITED

For Details Please Contact:

IPC Group of America IPC/Commonwealth Risk Selvices IPC Group West
1900 Market Street 2000 Market Street 44 Montgomery Stneet

Philadelphia, PA 19103 Philadelphia, PA 19103 San Francisco, CA 94104

(215) 569-1800 (215) 569-1480 (415) 4334020

Stop by booth 607 at RIMS

Continued from previous page
CA, one CMA, two FCIIs, six ACIIs.

Clients: 25 total clients; 22% with

premiums under $1 million, 32% $1 mil-
lion-$3 million, 29% $4 million-$10 mil-
lion, 14% $11 million-$20 million, 3%
exceeding $20 million. Total premium
volume of captives managed, $130 mil-
lion.

Compensation: Minimum annual
fee, $20,000; time and expense, profes-
sional, $100 per hour; clerical, $75 per
hour.

1985 gross revenues: $10.5 million;
20% from fees charged for captive man-
agement, 80% from fronting and fund-
ing programs.

Principal officers: J.C.H. Johnson,
president/chief executive officer; D.J.
Higginbottom, vp/director-captive op-
erations; J. Cassell, assistant vp-under-
writing; P. Jarrett, assistant vp-captive
management; K. Bond, assistant vp-fi-
nancial services.

American International
Management Co.
(Barbados) Ltd.
Trident House, Broad Street,
Bridgetown, Barbados;
809-427-5320

Year founded: 1985.

Parent company: American Inter-
national Co. Ltd.

Principal officers: J.C.H Johnson,
D.J. Higginbottom, P.R.P. Evelyn, J.
Clarke.

American Risk

Management Inc. (The
Reiss Organization)
1 Executive Drive, Fort Lee, N.J.
07024; 201-592-7100

Year founded: 1958.

Services provided: Frequent captive
feasibility studies, captive formation,
government reporting, accounting,
computerized accounting, computerized
claims processing, claims reserves anal-
ysis, actuarial studies, loss forecasting,
reinsurance brokered for captives, rein-
surance brokered to captives, under-
writing and ratemaking for captives,
underwriting pools (through affiliated
companies, loss-control services (Cleve-
land), specialized accounting services
for associations, onshore services for as-
sociations, consulting and risk manage-
ment services, infrared thermographic
surveys; occasional manual claims pro-
cessing.

Staff: 200 total staff members, 150
professional staff members. Profes-
sional designations held by staff include
three CPAs, 25 CPCUs, 20 ARMs, 10
MBAs, three attorneys, 65 PLCCs.

Clients: 12 total clients; 32% with $1
million-$3 million in premiums, 52% $4
million-$10 million, 8% $11 million-$20
million, 8% exceeding $20 million. Total
premium volume of captives managed,
$100 million. Minimum size client, $1
million in premiums.

Affiliated companies: International
Risk Management Ltd., Hamilton, Ber-
muda; European Risk Management
Ltd., Weybridge, England; Transna-
tional Risk Management Ltd., George-
town, Grand Cayman, B.W.I.; Univer-
sal Management Ltd., Shannon, Ire-
land; Transnational Ltd., St. Peter Port,
Guernsey; Transnational Risk Manage-
ment (IOM) Ltd., Isle of Man. Loss-con-
trol offices in Cleveland and Youngs-
town, Ohio; Bridgewater, N.J.; Louis-
ville, Ky.; Chicago; Minneapolis; Bur-
lingame, Calif.; Atlanta; Seattle; South-
field, Mich.; Dallas; Nashville, Tenn.;
Kansas City, Mo.; Toronto; Weybridge,
England.

Compensation: Time and expense,
professional, $75-$200; clerical services
included.

1985 gross revenues: Not reported.
Principal officers: John J. Ryan,

MacVicker Snow and William F. Nehls,
senior vps; Thomas G. Grilli Jr., Donald
Mosier, William T. Torpey and William
G. Watson, vps.

Anistics Inc. (Captive
Management Division)
37017th St., Suite 2300, Denver,
Colo. 80202,303-592-5560

Year founded: 1972.

Parent company: Alexander &
Alexander Services Inc.

Services provided: Captive feasibil-
ity studies, captive formation, govern-
ment reporting, accounting, claims re-
serves analysis, loss forecasting.

Staff: Two total staff members. Pro-

fessional designations held by staff in-
clude one CPA, one FCAS.

Clients: Six total clients; 90% with
under $1 million in premiums, 10% $1
million-$3 million. Total premium vol-
ume of captives managed, $5 million,
No minimum size client.

Compensation: Annual fee; time

and expense, professional, $40-$110 per
hour. 1

1985 gross revenues: Not reported;
100% from fees charged for captive
management.

Principal officers: Luther T. Grif-
fith, president/chief executive officer;
William D. Scaff, executive vp/chief
operating officer.

Anistics Inc. (Captive
Management Division)
7 Burlington Square, Suite 600,
Burlington, Vt. 05401

Year founded: 1986.
Parent company: Alexander &

Alexander Services Inc.

Services provided: Captive feasibil-
ity studies, captive formation, govern-
ment reporting, accounting, claims re-
serves analysis, loss forecasting.

Clients: Four total clients. No mini-
mum size client.

Compensation: Annual fee, time
and expense.

Gross revenues: 1986 estimate:
$100,000.

Principal officers: Luther T. Grif-
fith, president/chief executive officer;
William Scaff, executive vp/chief oper-
ating officer.

Argus International
Management Ltd.
Argus Insurance Building, 12
Wesley St., P.O. Box HM 1064,
Hamilton 5, Bermuda;
809-295-2021

Year founded: 1971

Parent company: Argus Group of
COS.

Services provided: Frequent gov-
ernment reporting, accounting, com-
puterized accounting, manual claims
processing, claims reserves analysis, ac-
tuarial studies through associate com-
pany, specialized accounting services
for associations; occasional captive for-
mation, reinsurance brokered for cap-
tives, investment management.

Staff: 13 total staff members, staff
members from parent company provide
additional services. Professional desig-
nations held by staff include six CPAs,
two ACIIs.

Clients: 22 total clients.

Compensation: Annual fee; time
and expense, professional, $85-$130 per
hour; clerical, $45.

1985 gross revenues: Not reported.
Principal officers: E.J. Sainsbury,

managing director; M. Hardy, Manager.

Atlantic Security Ltd.
Kitson Building, P.O. Box HM 2078,
Hamilton 5, Bermuda;
809-295-5425

Year founded: 1978.
Parent company: Atlantic Security

(Holdings) Ltd.
Services provided: Frequent captive

feasibility studies, captive formation,
government reporting, accounting,
computerized accounting, claims re-
serves analysis, reinsurance brokered
for captives, investment management;
occasional loss forecasting, reinsurance
brokered to captives, specialized ac-
counting services for associations, on-
shore services for associations.

Staff: 10 total staff members; six pro-
fessional staff members. Professional
designations held by staff include two
CPAs.

Clients: 25 total clients; 76% with
under $1 million in premiums, 4% $1
million-$3 million, 12% $4 million-$10
million, 8% $11 million-$20 million.
Total premium volume of captives
managed, $55 million. No minimum size
client.

Compensation: Minimum annual
fee, $15,000; commissions for reinsur-
ance brokered; time and expense, pro-
fessional, $75 per hour; clerical, $30 per
hour.

1985 gross revenues: $750,000; 75%
from fees charged for captive manage-
ment, 20% from commissions charged
for brokering insurance and/or rein-
surance; 5% from consulting.

Principal officers: Hal Forkush,
president; Colin James, vp.

b

B.F. & M.

Management Ltd.
110 Pitt's Bay Road, Pembroke,
Bermuda, or P.O. Box HM 1007,
Hamilton 5, Bermuda;
809-295-5566

Year founded: 1969.

Continued on next page
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Parent company: Bermuda Fire &

Marine Insurance Co. Ltd.

Services provided: Frequent captive
formation, government reporting, ac-
counting, computerized accounting,
claims reserves analysis, reinsurance
brokered for captives, underwriting
and ratemaking f6r captives, invest-
ment management, specialized account-
ing services for associations, captive
rental facilities, funding programs; oc-
casional captive feasibility studies,
manual claims processing, loss forecast-
ing.

Staff: Four total staff members, three
professional staff members. Profes-
sional designations held by staff include
one CPA, one MBA.

Clients: 20 total clients.

Compensation: Annual fee.
1985 gross revenues: Not reported.
Principal officers: C.E. Ranee, man-

aging director; W. Allen Taft, general
manager; J.A. Wilkins, treasurer.

BPC (Bermuda)
Managers Ltd.

Washington Mall, P.O. Box HM
2070, Hamilton 5, Bermuda;
809-295-1646

Year founded: 1981.

Services provided: Frequent gov-
ernment reporting, accounting, com-
puterized accounting, investment man-
agement; occasional captive feasibility
studies, captive formation, claims re-
serves analysis, loss forecasting, under-
writing and ratemaking for captives,
specialized accounting services for asso-
ciations.

Staff: Five total staff members, all of
whom are professional staff members.
Professional designations held by staff
include one CPA, one CLU, one attor-

ney, one FCA.
Clients: One client with a $2.5 mil-

lion premium volume.
Compensation: Annual fee, time

and expense.
1985 gross revenues: Not reported;

100% from fees charged for captive
management.

Principal officers: Thomas A.
Cockrell, president; John E. Smith and
Peter J.N. Strong, vps; Philip R. Hin-
derberger, secretary; Lloyd E. Disney,
treasurer.

BPC Underwriting
Managers Ltd.
P.O. Box 878, West Wind Building,
Grand Cavman, B.W.1,
809-949-6184

Year founded: 1984.

Parent company: Beaver Pacific
Corp.

Services provided: Frequent gov-
ernment reporting, accounting, com-
puterized accounting, investment man-
agement; occasional captive feasibility
studies, captive formation, claims re-
serves analysis, loss forecasting, under-
writing and ratemaking for captives,
specialized accounting services for asso-
ciations.

Staff: Six total staff members, five
professional staff members. Profes-
sional designations held by staff include
one CPA, one CLU, one attorney, one
FCA.

Clients: 10 total clients; 80% with
under $1 million in premiums, 20% $1

i million-$3 million. Total premium vol-
ume of captives managed, $6.6 million.
Minimum size client, $200,000 premium
volume.

Compensation: Annual fee, time
and expense.

1985 gross revenues: Not reported;
100% from fees charged for, captive
management.

Principal officers: Thomas A.
Cockrell, president; John E. Smith and
J. William Rewalt, vps; Philip R. Hin-
derberger, secretary; Lloyd E. Disney,
treasurer.

B.R.I. International

Agency Inc.
156 William St., New York, N.Y.
10038; 212-233-7171

Year founded: 1981.

Parent company: B.R.I. Holding
Corp.

Services provided: Frequent captive
feasibility studies, captive formation,
manual claims processing, computer-
ized claims processing, claims reserves
analysis, actuarial studies, loss forecast-
ing, reinsurance brokered for captives,
underwriting and ratemaking for cap-
tives, underwriting pools (surety facil-
ity); occasional accounting, computer-
ized accounting, reinsurance brokered
to captives, loss control services, ser-
vices for associations.

Staff: Eight total staff members, four

professional staff members. Profes-
sional designations held by staff include
three CPCUs, one ARM, three MBAs.

Clients: Three total clients.

Compensation: Annual fee, commis-
sions for reinsurance brokered.

1985 gross revenues: Not reported;
95% from fees charged for captive man-
agement, 5% from commissions charged
for brokering insurance and/or rein-
surance.

Principal officers: Donald P. Fer-
rarini, president; Joseph Zweig, senior
vp; Bruno Rumignani, vp.

Becher & Carlson

Management Ltd.
Global House, Church Street, Suite
206, Hamilton, Bermuda;
809-295-0519

Year founded: 1981.

Services provided: Frequent captive
feasibility studies, captive formation,
government reporting, accounting,
claims reserves analysis, actuarial stud-
ies, loss forecasting, reinsurance bro-
kered for captives, underwriting and
ratemaking for captives, investment
management, onshore services for asso-

Continued on next page
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Risk Management Sessions
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BI rounds up its final coverage of RIMS
with an information packed report on
the risk management sessions.
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85 Years Experience. Skandia America Group's tradition for providing
sound reinsurance dates back to 1900. Today, in addition to our own strong
financial structure, we are backed by Skandia Group which has $7.3 billion
in assets. Result: Skandia is positioned to provide you with stability based
on fins,ncial integrity.
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The resourceful reinsurer

280 Park Avenue · New York, N.Y. 10017
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Continued from preceaing poge Carlson Risk Management Inc and British-American Management (Cay- chairman, Michael E J Taylor, computerized accounting, claims re-
ciations, occasional computerized Becher & Carlson Insurance Services man) Ltd, Cayman -slands vp/director serves analysis, loss forecasting, rein-
claims processing, reinsurance bro- Inc, Woodland H'lib, Calif Compensation: Minimum annual surance brokered for captives, under-
kered to captives, tax advice, special- 1985 gross revenues: Not reoorted fee $15,000, commissions for reinsur- writing and ratemaking for captives,

British.Americanized accounting serv ces for associa- Principal officers: Wilam E ance brokered investment management, loss-control
tions Becher Jr, chairman, David L Carlson, 1985 gross revenues: $50,000, 100% Management Ltd. services (California), onshore services

Staff: Three total staff, t wo profes- president, James J Kofmeh. Jr, vp, from fees charged for captive manage- 51 Frederick St., P O Box N-3005, for associations, occasional actuarial

sional staff members Professional des- J P Stuart Whitfield, senior vi-admin- ment Nassau, Bahamas, 809-322-2694 studies

ignations held by staff nelude one CA istration/accounting, Martin Rayfield, Principal officers: R Peyton Wood- Staff: Four total staff members, two
Clients: Six total clients, 60% with $1 ass.stant vp son chairman, Dapicl L Watson and Year founded: 1979 professional staff members

million-$3 million m premiums, 50% $4 Judy A Higgs, directors Parent company: British-American Clients: 18 total clients, 91% with $1
million-$10 million British.American Insurance Co Ltd million-$3 million in premiums, 9% $4

Affiliated companies: Becher & Management British.American
Carlson Risk Management Inc and (Bermuda) Ltd. Management formation, government reporting, ac- ume of captives managed, $24 million
Becher & Carlson Insurance Services

[ne, Woodland Hills, Calif cio British-American Management (Cayman) Ltd.
manual claims processing, computer- mium volume

1985 gross revenues Not reported Ltd., P O. Box N-3005, Nassau, P 0. Box 2186, British-American ized claims processing, reinsurance bro- Compensation: Minimum annual
Principal officers: William E Bahamas, 809-322-2694 Center, Georgetown, Grand

Becher Jr, chairman, David L Carlson, Cayman,BWI, 809-949-5627
Year founded: 1984 ment, specialized accounting services managed, time and expense

president, James J Kofmehl Jr, vp, for associations, occasional captive fea- 1985 gross revenues: $402,000, 100%
J P Stuart Whitfield, senior vp-admin- Parent company: British-American Year founded: 1982 sibility studies, claims reserves analysts, from fees charged for captive manage-
istration/accounting, Martin Rayfield,

Insurance Co Ltd Parent company: British-American actuarial studies, loss forecasting, rein- ment
assistant vp Services provided: Frequent captive Insurance Co Ltd Principal officers: James E Little,

formation, government repor:ing, ac- Services provided: Frequent captive surance brokered to captives, under-
writing and ratemaking for captives, Douglas Helm and Nicholas Mascitelli,

Becher & Carlson counting, computerized accounting, formation, government reporting, ac- directors, R Paul Goldsworthy, manag-
manual claims processing, computer- cour ting, computerized accounting, in- tax advice, legal advice

Staff: 56 total staff, 11 professional ing directorManagement (Vermont) tzed claims processing, reinsuranve bro- vestment management, occasional cap-
7 Burlington Square. Suite 600, kered for captives, reinsurance bro- tive feasibility studies, claims reserves staff members Professional designa-

Burlinaton, Vt 05401, kered to captives, investment manage- analysts, actuarial stl.dies, loss forecast- tions held by staff include four CPAs,
one CPCU, one ARM, four MBAs, two

Capacity Resources
802-658-7831 ment, tax advice, legal advice, .oss con- ing, reinsurance brokered for captives,

FCASs, one attorney, one GIC (Bermu«la) Ltd.
trol services, specialized accounting ser- reinsurance brokered to cal)tives, un-

Year founded: 1982 vices forassociatiois, occasiona. captive derwriting and ratemaking for cap- Clients: Eight total clients, 50% with P O Box HM 447, Hamilton 5,
under $1 million in premiums, 12% $1 Bermuda, 809-292-3146Services provided: Freque,t captive feambility studies,claims reserie: anal- tives,tax advice, legal advice
million-$3 million, 25% $4 million-$10feasibility studies, captive formation, ysis actuarial studies, loss forecasting, Staff: Two total staff members, one
million, 13% $11 million-$20 million Year founded: 1980government reporting. accounting, underwriting and ratemaking for cap- professional staff member who holds a
Total premium volume of captives Parent company: Capacity Re-claims reserves analysg actuarial stud- tives CA cesignation
managed, $32 million Minimum size sources Ltdies, loss forecasting, reinsurance bro- Staff: 59 total staff members, 11 pro- Clients: One total client with a $20

kered for captives, underwriting and fess·onal staff members Professional million premium volume Minimum client, $500,000 premium volume Services provided: Frequent gov-
Associated companies: British- ernment reporting, accounting, com-ratemaking for captives, investment designations held by staff mclude four size client, $500,000 premium volume

American Management (Cayman) Ltd, puterized accounting, manual claimsmanagement. onshore services for asso- CPAs, one CPCU, one ARM four Associated companies: British-
ciations, occasional computerized MBAs, two FCASs, one attorney, one American Management (Bermuda) Cayman Islands, British-American processing, mvestment management
claims processing, reinsurance bro- GIC Ltd, British-American Management Management (Bermuda) Ltd, Ber- Staff: Two total staff members, one

kered to captives, tax advice. special- Clients: Four total clients, 25% with Ltd
muda professional staff member

Compensation: Variable minimum Clients: One total clientized accounting services for associa- under $1 million i, premiums, 75% $4 Compensation: Minimum annual
tions million-$10 million Total premium vol- fee, 315,000, commissions for reinsur- annual fee, commissions for reinsur- Compensation: Annual fee

ance brokered 1985 gross revenues: Not reportedStaff: One total staff member who is ume of captives managed, $11 million ance brokered
1985 gross revenues: $217,000, 51% Principal officers: R A Jones,a professional Minimum size client, $500,000 premium 1985 gross revenues: $126,000, 48%

Clients: Two total clients, 100% with volume from fees charged for captive manage- director
from fees charged for captive manage-

$4 million-$10 million m prem ums Associated companies: British- -nent 52% from other services ment, 22% from commissions charged
for brokering insurance and/or rein-Affiliated companies: Becher & American Management Ltd , Bahamas, Principal officers: David J Gurlow, surance, 27% other services, including Cityside Associates inc.
accounting, financial services and cor- 180 South Gannon Ave . Staten
porate secretarial work Island, N Y 10314, 718-494-5786

Principal officers: David J Thur-
-- low, chairman, Judy A Higgs and Year founded: 1982

David L Watson directors Services provided: Frequent cap-

I ,
tive formation, computerized claims

4 processing, claims reserves analysis,
, underwriting and ratemaking for cap-

4%

e tives, tax advice, legal advice, loss-

4 billi......Illir control services (New York, New Jer-
f sey, Michigan), occasional captive fea-

0 sibility studies, government reporting

-448
. f>

CIGNA International manual claims processing, loss fore-
casting, specialized accounting ser-

f

r
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vices for associations, onshore services
Managers Ltd. for associations

Victoria Hall, Victoria Street, P O Staff: Six total staff members, four

.; to
Box HM 1181, Hamilton, Bermuda, professional staff members Profes-

f 809-295-7777 sional designations held by staff include
one ARM, two MBAs, one attorney

4#c -_j Year founded: 1978 Clients: Two total clients, 50% with

U Parent company: CIGNA Corp under $1 million in premiums, 50% with
1' Services provided: Frequent captive $1 million-$3 million in premiumsth: 3.2 -'4--4/13521'Slpy* » .4£ 46*it- formation, government reporting, ac- Total premium volume of captives

counting, computerized accounting, managed, $4 million Minimum size cli-
f
- S » I tidy ' manual claims processing, computer- ent, $1 million premium volume

ized claims processing, claims reserves Compensation: Time and expense,

i
analysis, loss forecasting, reinsurance professional, $75-$125 per hour, clerical,
brokered for captives, reinsurance bro- $30 per hour
kered to captives, underwriting pools, 1985 gross revenues: $600,000,15%
investment management, loss-control from fees charged for captive manager»-- L . -*>25-,9....»4
services, onshore services for associa- ment, 85% from self-insurance manage-

tIux•,-*4=-' 4-4 tions, financial management services, ment for hospitals
occasional captive feasibility studies, Principal officers: Ralph Carnesec

j '&4 d *- -' .44*414' .6
actual·tal studies, underwriting and ra- chi, president, Kenneth Richman, se
temaking for captives, specialized ac- nior vp, Robert Self, vp
counting services for captives

.*
f Staff: 45 total staff members, nine

Continental Risk
professional staff members Profes-
sional designations held by staff include Services Ltd.
three CPAs, two FCASs Continental Insurance Building,

Clients: 24 total clients, 46% with P O Box HM 824, Hamilton 5,
under $1 million in premiums, 33% $1 Bermuda, 809-295-6015
million-$3 million, 13% $4 million-$10

4 million, 4% $11 million-$20 million, 4% Year founded: 1981

exceeding $20 million Total premium Parent company: Continental Corp
volume of captives managed,$845 mil- Services provided: Frequent captive
lion No minimum size client formation, government reporting, ac-

1

A Subsidiaries: Montgomery & Collins counting, computerized accounting
International Ltd manual claims processing, computer-

fee. $10,000. commissions for reinsur- kered for captives, reinsurance bro
ance brokered, time and expense kered to cal)tives, underwriting and ra

1985 gross revenues: Not reported temaking for captives, investment
Principal officers: John C Boden, management, occasional captive feasi-

president, John R Wilson, vp/trea- bility studies Services available

Pereech, assistant treasurer, Evelyn F include claims reserves analysis, actu
For further informatior and a copy of the Annual Report con-act the PLblic Relations Department Mallory, assistant vp/secretary arial studies, loss forecasting, loss con

trol services

Head Office
CSI International Staff: 10 total staff members, five

professional staff members ProfesLondon Contact Office UnderwritingARIG House 8th F oor, Plantation House (Sec-B) sional designations held by staff include

Diplomatic Area P O Box 26992 31-35 Fenchurch Street (Cayman) Ltd. three CPAs

Manama, Bahrain London EC3M 3DX Box 1392, Grand Cavman, Cayman Clients: 18 total clients

Tel 231110 Tel 01-626 4155/6 Islands,BWI, 809-949-7322 Compensation: Annual fee, commis
Telex 9395 BN, 9396 BN ia R" s sions for reinsurance brokered, timeTelex 893281 Ang G
Telefax 0973-251302 Telefax 01-2831923 Year founded: 1982 and expense

Parent company· HL Capital Insur- 1985 gross revenues: Not reported
(...r·J#, C.Aje).t'J. --10 64411 ance Group of California Principal officers: David B

ARAB INSURANCE GROUP (B.S.C) Services provided: Frequent captive Vaughan, president, Anita Weinberger
feasibility studies, captive formation, vp, William H Bolinder, chairman
government reporting, accounting, Continued on factng pagf



Continued from facmg page designations held by staff include three serves analysts, actuarial studies, loss MBAs, four FCASs, one attorney Principal officers: Dan A McCoy,
Corporate Risk CPAs, three CPCUs, four ARMs, four torecasting, reinsurance brokered for Clients· 86 total clients, 8% with chairman/chief executive officer,

Consultants MBAs, one attorney captives, reinsurance brokered to cap- under $1 million in premiums, 24% $1 Philip Stamp, director/chief operating
Clients: 11 total clients, 56% with tives, underwriting and ratemaking for million-$3 million, 49% $4 million-$10 officer, Stuart H Grayston, president,24370 Northwestern Highway,

Southfield, Mich 48075, under $1 million in premiums, 22% $1 captives, tax and legal advice (as it af- million, 13% $11 million-$20 million, 6% W Jay Branum, senior vp
313-358-1100 million-$3 million, 22% $4 million-$10 fects Cayman Islands), loss-control ser- exceeding $20 million Total premium

million vices (Rolling Meadows, Ill ), special- volume of captives managed, $500 mil- Hogg RobinsonCompensation: Minimum dnnual ized accounting services for associa- hon
Year founded· 1976

fee, $10,000, time and erpense, profes- lions. onshore services for associations, Subsidiaries: Frank B Hall Manage- (Guernsey) Ltd.
Parent company: Meadowbrook In- sional, $85 per hour and up, clerical, $30 occasional inG estment management ment Co (Colorado and Vermont), Provident House, Havilland Street,

surance Group per hour and up 1985 gross revenues: Not reported Frank B Hall Underwriting Managers, St Peter Port, Guernsey, Channel
Services provided: Frequent captive 1985 gross revenues Not reported, Principal officers: J F Gelot, presi- Frank B Hall Intermediaries Ltd, Islands, 04-812-6049

feasibility studies, captive formation, 97% from fees charged for captive man- dent 'director,RE Gallagher, J P Gal- Park & Co, Interocean Ltd, Frank B
government reporting, accounting, agement, 3% commissions for brokering lagher and R L Hubbard, directors Hall (Cayman) Ltd, Frank B Hall Year founded: 1978

computerized accounting, computerized insurance and/or reinsurance (Bermuda) Ltd Parent company: Hogg Robinson

claims processing, reinsurance bro- Principal officers: C R Pingel, Green Mountain Captive Compensation: Minimum annual Group PLC
kered for captives, reinsurance bro- president, N J Doree C J Davidson Management Inc. fee, $20 000, commissions for reinsur- Services provided· Frequent ac-
kered to captives, underwriting and ra- and W H Outerbridge vps, G Neilson, ance brokered, time and expense counting, manual claims processing, oc-
temaking for captives, loss-control ser- manager P O Box 628, Barre, Vt 05641, 1985 gross revenues: Not reported casional captive feasibility studies, cap-
vices (Southfield, Mich ), specialized ac- 802-479-1046 Principal officers: George E Corde, tive formation, government reporting,
counting services for associations, on- senior vp-Frank B Hall & Co Inc, claims reserves analysis, loss forecast-
shore services for associations, occa- Year founded: 1982 Robin Spencer-Arscott, president- ing, investment management, tax ad-
sional manual claims processing, claims Staff: Six professional staff mem- Frank B Hall (Bermuda) Ltd, Alverd vice, loss-control services (Reading,reserves analysts, loss forecasting in-   bers Professional designations held by Stutson vp-Frank B liall Management Berkshire, England), services for asso-
vestment management staff include one CPCU, three attor- Co, Geoffrey A Hunt, vp/controller- clations

Staff: Six professional staff mem- nevs Frank B Hall (Bermuda) Ltd, Michael Staff: Four total staff members, two
bers Professional designations held by Arthur J. Gallagher & Co. Clients: Two total clients Jenkins, vp-Frank B Hall Interme- professional staff members Profes-
staff include one CPA, two CPCUs one (Bermuda) Ltd. 1985 gross revenues: Not reported diaries Ltd, John Williams, vp-Frank sional designations held by staff include
ARM, one MBA, one FCAS P O Box HM 2000, Hamilton 5, Principal officers: Thomas Salmon, B Hall Underwriting Managers two FCUs

Clients: Nine total clients
Bermuda, 809-292-4654 presidert, James Mulligan, executive Clients: Seven total clients, 70% with

Subsidiaries: Corporate Risk Con- vp, 'George Nostrand, secretary/trea- Hanna insurance under $1 million in premiums, 30% $1
sultants, Boca Raton, Fla Year founded: 1972 surer, Richard Huskes, vp million-$3 million No minimum size

1985 gross revenues· Not reported Management Ltd.
Parent company: Arthur J Gal- client

Principal officers. Merton J Segal, lagher & Co P O Box HM 2062, Hamilton 5, Subsidiaries: Hogg Robinson (Isle of
president, Robert A Engle, vp, Services provided: Frequent captive
Lawrence Kraus and Lee F Kelly feasibility studies, captne formation,Q---h-

Bermuda, 809-295-2185 Man) Ltd, Douglas, Isle of Man
Compensation: Minimum annual

government reporting, accounting,
Year founded: 1978 fee, $10,000, time and expense, profes-

manual claims processing, claims re- Parent company: M A Hanna Co sional, $80 per hour, clerical, $35-$55

i e serves analysts, actuarial studies, loss Services provided· Frequent captive per hour
H & H Management formation, government reporting, ac-forecasting, reinsurance brokered for 1985 gross revenues: Not reported

captives, reinsurance brokered to cap- Services Ltd. counting, computerized accounting, Principal officers: Roger A Hall,
Eu,opean Risk tives, underwriting and ratemaking for H&H House, Hurst Holme, Trott manual claims processing, computer- managing director, Graham M Powell,

Management Ltd. (The captives, investment management, tax Road, P O Box 1861, Hamilton 5, ized claims processing, claims reserves company secretary
analysts, reinsurance brokered for cap-and legal advice (as it afiects Bermuda),

Reiss Organization)
Bermuda, 809-295-3342

loss-control services (Rdling Meadows, tives, reinsurance brokered to captives, Homeland Insurance
31/33 Monument Hill, Weybridge, Ill ), specialized accounting services for underwriting and ratemaking for cap-See listing for International Advisory

tives, underwriting pools (CIRCL, 15 Management (Cayman)Surrey KT 13 8RS, England, associations, onshore services for asso- Services Ltd
09-325-4711 clations participants, $25 million premium vol- P O Box 2167, George Town,

Staff: Five total staff members, four Frank B. Hall & Co.
ume, members must have a net worth Grand Cayman,BWI,

Year founded: 1969 professional staff members Profes- of $500,000, Risk Exchange Assn , 26 809-947-4616
Craig Appin House, Hamilton 5, participants, $9 million premium vol-Services provided: Frequent captive sional designations held by staff include

feasibility studies, captive formation, one FCA, one ACII
Bermuda, 809-295-5454 ume, members must have a net worth Year founded: 1981

of $1 million),investment management, Parent company: Homeland Inter-government reporting, accounting, Clients: Five total clients No mint-

computerized accounting, manual mum size chent
Year founded: 1965 specialized accounting services for asso- national Inc
Parent company: Frank B Hall & ciations, telecommunication of comput- Services provided: Frequent captiveclaims processing, computerized claims Subsidiaries: Arthur J Gallagher &

processing, claims reserves analysis, ac- Co (Cayman) Ltd
Co Inc erized data, occasional captive feasibil- feasibility studies, captive formation,

tuarial studies, loss forecasting, reinsur- 1985 gross revenues:Not reported Services provided: Frequent captive ity studies, loss forecasting government reporting, accounting,
feasibility studies, captive formation, Staff: 23 total staff members, eight computerized accounting, manualance brokered for captives, reinsurance Principal officers. J P Gallagher

brokered to captives, underwriting and president/director R E Gallagher goz ernment reporting, accounting, profe:,sional staff members Profes- claims processing, claims reserves anal-
ratemaking for captives, underwriting vp/director, J F Gelot, c·hief executive co mputer.zed accounting, manual sional designations held by staff include ysts, reinsurance brokered for captives,
pools (through affiliated companies), officer/managing d,rector, R L Hub- claims processing, actuarial studies, loss four CPAs, one ARM, one attorney underwriting and ratemaking for cap-

loss-control services (Weybridge, Sur- bard, chief financial officer 'director, forecasting, reinsurance brokered for Clients 71 total clients, 25% with tives, investment management, loss-
rey, England), specialized accounting C R Formby, director castives, reinsurance brokered to cap- under $1 million m premiums, 15% $1 control services, services for associa-
services for associations, onshore ser- es, underwriting and ratemaking for million-$3 million, 35% $4 million-$10 tions

vices for associations, risk management Arthur J. Gallagher & Co. caotiges, underwriting pools (15-20 par- million, 20% $11 million-$20 million, 5% Staff Four total staff members, two
ticipants, more than $100 million pre- exceeding $20 million Total premium professional staff members Profes-and consulting services, infrared ther- (Cayman) Ltd. m,um volume, minimum capital re- volume of captives managed, $250 mil- sional designations held by staff includemographic surveys

Staff: 29 total staff members, 21 pro- P O Box 309, Grand Cayman, qL.rement), loss-control services, on- lion No minimum size client one CPA

fessional staff members Professional BWI, 809-949-2081 shore sen ices for associations, occa- Subsidiaries· Altamid Management Clients· 17 total clients, 76% with

designations held by staff Include three sic,nal computerized claims processing, Co (Vermont) Ltd under $1 million in premiums, 18% $1

CPAs, five CPCUs, one MBA, seven
Year founded: 1923 claims reserves analysis, investment Compensation: Annual fee, time million-$3 million, 6% $4 million-$10

ACIIs, six PLCCs Parent company: Arthur J Gal- management, tax advice, legal advice, and expense million Total premium volume of cap-
lagher & Co (Bermuta) Ltd sfecia.lzed accounting services for asso- 1985 gross revenues· Not reported, tives managed, $20 millionClients: Five total clients

Services provided F-equent captive entior s 99% from fees charged for captive man- Subsidiaries Homeland Interna-Affiliated companies. American
Risk Management Inc, Fort Lee, N J feasibility studies, captive formation, Staff: 70 total staff members Profes- agement, 1% commissions charged for tional Management Ltd , Hamilton,
and 13 other locations throughout the government reporting, acrounting, sionaldesignations held by staff include brokering insurance and/or reinsur- Bermuda
U S, International Risk Management manual claims processing, claims re- LI CFAs, six CPCUs, two ARMs, six ance Contmued on net page

Ltd, Hamilton, Bermuda, Transna-
tional Risk Management Ltd, George
Town, Grand Cayman, BWI, Univer-
sal Management Ltd Shannon, Ireland,
Transnational Ltd , St Peter Port,

Incipient fault detection is essential m the

, Guernsey, Transnational Risk Manage- l NEW FROM SUNOHIO J protection of valuable electrical equipment One
ment (IOM) Ltd , Isle of Man of the first symptoms of fault is the presence of

Compensation: Time and expense, dissolved gases (hydrogen, carbon monoxide,
professional, $75-$250, clerical services Early ibrning Incipient Fault Detection

T included acetylene, ethylene) m transformer oil The
1985 gross revenues: Not repcrted Hydran Analyzers detect and monitor theseHYDRAN 1«1 f'*1 20;RAI*kI¥ERS'Principal officers: Robert Brown, ,- 1.,1 1 NAll 1 1 -/ gases, giving you the earliest possible warning

director, Frank How, financial director,

William F Sennett, managing director,
Christopher J Temple, manager-risk r - j.yf %4 -5 1 1 0 W c 1 -LL- 9 * i of mcipient fault

--1 \ The Analyzers detect problems before they
management services, Timothy Windi-
bank, director 11 L

result in downtime, outage, emergency repair or
replacement, and revenue and capital loss Early

3 10 detection means accurate diagnosis can be per-=,cal LD - i
formed and immediate action taken to prevent

- potentially catastrophic equipment failure

Fairway (Captive The H*Iran 101 is portable and can be used for
04,-

Services) Ltd.
spot-checking in the field or preliminary oil
screening m the lab The 201R ls mounted

P O Box HM 2261, Hamilton 5,
Bermuda, 809-295-8473 permanently on the transformer for continuous

Crve.ctesopavded: Frequent gov-
real time monitoring, and features a dual stage

Year founded: 1982 alarm system

For more information on how the Hydran Ana-
ernment reporting, accounting, manual i lyzers can help prevent the loss of your valuable
claims processing, computerized claims equipment, call us today
processing, claims reserves analysis,

I loss forecasting, investment manage-
ment, loss-control services (Dana Risk

Management, Maumee, Ohio), special- * / H-2011R Loss Prevention...

ized accounting services for associa-
tions, occasional captive feasibility Freedom From Fault
studies, captive formation, computer- *Hydran is a registered trademark of Syprotic,inc

ized accounting, reinsurance brokered
for captives, reinsurance brokered to

SLAOHIO 1700 Gateway Blvd ,SE, Canton, Ohio 44707 216-452-0837
Atlanta. 404-923-3821 Sdn Francisco· 415-459-7612 Dallas 214-578-9226

SUNORT«
fessional staff members Professional
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Continued from precedzng page kered for cal)tives, specialized account- Insurance Management Managers (Guernsey i Ltd, Channel Is- services for associations, occasional re-
Compensation: Minimum annual ing services for associations, occasional Services Ltd. lands, Westwinds Insurance Managers insurance brokered to captives

fee,$7,500 manual claims processing, claims re- Ltd, Cayman Islands Staff: Six total staff members, four
Butterfield House, P 0 Box 1289,1985 gross revenues: Not reported, serves analysis, actuarial studies, loss Compensation: Minimum annual professional staff members Profes-

95% from fees charged for captive man- forecasting, reinsurance brokered to Grand Cavman, Cavman Islands, fee, $35,000, time and expense, average sional designations held by staff include
agement, 5% from commissions charged captives, investment management, tax BWI,805-949-7823 in Cayman of $75 per hour one CPA, one MBA, two attorneys

Islands, 305-665-3053 in Miamifor brokering insurance and/or rein- advice, legal advice 1985 gross revenues: Not reported, Clients: One total client

surance Staff· Six total staff members, four 100% from fees charged for captive Compensation: Annual fee, commis-
Principal officers: David S Wil- professional staff members Profes- Year founded: 1979

management sions for reinsurance brokered, time
hams, president, Michael G Herberger, sional designations held by staff include Services provided: Frequent captive Principal officers: David A Brown, and expense

feasibility studies, captive formation,executive vp, Peter MacKay, managing two CPAs, two MBAs president, Robert E Barclay, Bernard 1985 gross revenues· Not reported
director Clients: 21 total clients, 40% with government reporting, accounting, S Y Fung and Donald C Wiseman, ex- Principal officers: Robert F Cole-

under $1 million in premiums, 45% $1 computerized accounting investment ecutive vps, David J Perry, vp/corpo- man, director/chairman/chief execu-
Hudson Underwriting Ltd. million-$3 million, 15% $4 million-$10 management, legal advice, specialized rate treasurer tive officer, Robert B D Batlivala,

million Total premium volume of cap. accounting services for associations, oc-Craig Appin House, Wesley Street, director/president, Barry J Freeman,

P 0 Box 1514, Hamilton 5, tives managed, $35 million No mint_ casional loss forecasting, reinsurance Insurance Services secretary/general counsel
mum size client brokered to captives, underwriting and

Bermuda, 809-295-2482
Subsidiaries: Independent Brokers ratemaking for captives, registered of- International Ltd.

fice facilities International Advisory
Ltd, Bermuda Box 1345, Grand Cayman, Cayman

Year founded: 1979 Compensation: Minimum annual Staff: Five total staff members, two Islands, BWI, 809-949-5499 Services Ltd.

Parent company: Skandia Group fee, $10,000, commissions for reinsur'- professional staff members Profes- P O Box HM 1760, Hurst Holme,
Services provided: Frequent captive ance brokered, time and expense, $90 sional designations held by staff include Year founded: 1968 Trott Road, Hamilton, Bermuda,

formation, government reporting, ac- per hour one CPA, one attorney Parent company: Intex Un- 809-295-3688

counting, computerized accounting, oc- 1985 gross revenues· $650 000, 57% Clients· 12 total clients, 50% with derwriters
casional captive feasibility studies, from fees charged for captive manage- under $1 million in premiums, 30% $1 Services provided: Captive feasibil- Year founded: 1981

manual claims processing, computer- rnent, 43% frorn commissions charged million-$3 million, 10% $11 milhon-320 tty studies, captive formation, go% ern- Services provided. Frequent captive
ized claims processing, investment for brokering insurance and'or rem- million, 10% exceeding $20 million metlt reporting, accounting, computer- feasibility studies, captive formation,
management, specialized accounting surance Total premium olume of captives ized accounting, computerized claims government reporting, accounting,
services for associations Principal officers: Peter J N Inanaged, $40 million Mimmum size processing, claims reserves analysts, ac- computerized accounting, rnanual

Staff 29 total staff members, six pro- Strong, president, John G Neal, vp client, $500,000 premium volume tuarial studies, reinsurance brokered claims processing, computerized claims
fessional staff members Professional 1985 gross revenues: Not reported for captives, reinsurance brokered to processing, claims reserves analysts,
designations held by staff Include two Principal officers. David I Moed, captives, underwriting and ratemaking loss forecasting, investment manage-
CPCUs, two ChAs, two CAs Insurance Brokerage & managing director, Steven R Butler, fi- for captives, investment management, ment, specialized accounting services

Clients 10 total clients, 30% with Management Co. Ltd. nancial director specialized accounting services for asso- for associations, occasional reinsurance
under $1 million in premiums, 60% $1 clations, onshore services for associa- brokered for captlves, reinsurance bro-
milhon-$3 million, 10% $11 million-$20 Penthouse, Masters Building, Reid Insurance Managers Ltd. tions kered to captives, underwriting and ra-
million Tctal premium volume of cap- Street, P O Box HM 1752, Dorchester House, P O Box HM Staff· Three total staff members temaking for captives
tives managed, $23 million No mint- Hamilton 5, Bermuda, 2020, Hamilton 5, Bermuda, Professional designaticns held by staff Staff· 11 total staff members, fipe
mum size client 809-295-2470 809-295-0265 include one ARM professional staff members Profes-

Compensation: Minimum annual Compensation: Annual fee, commis- sional designations held by staff include
fee, $15,000, time and expense, profes- Year founded. 1974 Year founded· 1969 sions for reinsurance brokered one CPCU, one attorney, three CAs
sional, $60-$95 per hour, clerical, $25- Services provided Frequent gov- Parent company: Alexander & 1985 gross revenues Not reported Clients. 34 total clients, 48% with
$40 per hour ernment reporting, accounting, reinsur- Alexander Services Inc Principal officers. Anthon> T under $1 million m premiums, 24% $1

1985 gross revenues: Not reported, ance brokered for captives, investment Services provided. Frequent captive Verchinski, president Klaus J Geb- million-$3 million, 10% $4 million-$10
80% from fees charged for captive man- management, occasional capttie feast- feasibility studies, captive formation, hardt, chairman million, 15% $11 million-$20 million, 3%
agement, 20% from other services billty studies, captive formation, government reporting, accounting, exceeding $20 million Total premium

Principal officers· Robert A Baker, manual claims processing, claims re- computerized accounting, manual Intercontinental Risk volume of captives managed, $114 mil-
president, Nicholas S Dove, vp, Robert serves analysts, loss forecasting, rein- claims processing, computerized claims lion No minimum size client

J Rosser, assistant vp suranee brokered to captives, under- processing, claims reserves analysis, Managers Ltd. Subsidiaries H&H Management
writing and ratemaking for captives 10:s forecasting, reinsurance brokered Third Floor, The First Home Tower, Services Ltd, Hamilton, Bermuda

Staff Three total staff members, two for :aptives, underwriting and rate- P O Box 1062, George Town, Compensation· Minimum annual
. professional staff members Profes- making for captives, underwriting Grand Cayman, Cavman Islands
1

fee, $5,000, commissions for reinsurance
sional designations held by staff include pools (Insurance Managers Ltd, $37 BWI, 809-949-5586 brokered, time and expense
one ACII, two ACIAs million premium iolume, members 1985 gross revenues· Not reported,

Clients. Nine total clients, 67% with must be clients of Insurance Managers Year founded 1984 85% from fees charged for captive man-
under $1 million in premiums, 33% $1 Ltd or Alexander & Alexander Ser- Parent company. The Intercontl- agement, 5% from commissions charged
million-$3 million Total premium vol- vives Inc ), investment management, nental Financial Group for brokering insurance and/or rein-

Independent ume of captives managed, $12 million specialized accounting services for asso- Services provided Frequent captive surance, 10% from other services
Management Minimum size client, $500,000 premium clations, occasional reinsurance brc- feasibihty studies, captive formation, Principal officers· David Ezekiel,

Group Ltd. volurne kered to captives government reporting, computerized president/managing director, Terence
P O Box HM 2070, Hamilton 5,

Compensation: Minimum annual Staff: 35 total staff members, eight accounting. computerized claims pro- Power, Simon Everett and David Pick-

Bermuda 809-295-1646 fee, $15,000, commissions for reinsur- professional staff members Profes- cessing, claims reserves analysts, actu- ering, directors
ance brokered sional designations held by staff include arial studies, loss forecasting, reinsur-

1985 gross revenues: Not reported, five CPAs, two IBACs, one BII ance brokered for captives,
Year founded 1984

International Insurance
60% fees charged for captive manage- Clients 57 total clients, 53% with underwriting and ratemaking for cap-

Management Ltd.Services provided· Frequent captive ment, 40% commissions charged for under $1 million in premiums, 35% $1 tives, investment management, loss
feasibility studies, captive formation, brokering insurance and/or reinsur- million-$3 million, 8% $4 million-$10 control services (through Interconti- Collymore Rock, Bridgetown,
government reporting, accounting, ance million, 4% $11 million-$20 million nental Insurance Managers Inc , Barbados, 809-426-1442
computerized accounting, computerized Principal officers· Eric J M Areay, Subsidiaries: Insurance Managers Schaumburg, Ill ), specialized account-
claims processing, reinsurance bro- managing director (Barbados) Ltd, Barbados, Insurance ing services for associations, onshore Year founded 1985

Services provided· Captive forma-
tion, government reporting, accounting,
manual claims processing, claims re-
serves analysis, loss forecasting, tax ad-
vice, legal advice

GIVE YOUR BENEFITS PLAN A CHECK-UP Staff: Four total staff members Pro-

... fessional designations held by staff in-
clude one MBA

Attend Corporate Healthcare Management 86 and learn about
Clients: One total client

Associated company: CGM Insur-
ance Brokers Ltd, Bridgetown, Bar-

the latest developments in the employee benefits industry. bados

Compensation: Annual fee plus ex-
penses

1985 gross revenues: Not reported,

Corporate 100% from fees charged for captive
management

Principal officers William Tomlin

Healthcare Management 86 and Trevor Carmichael, directors

International Risk
*lf Midwest Management Ltd. (The

1.1 Reiss Organization)
P O Box 660, Hamilton, Bermuda,

'L--- A comprehensive conference & exposition for today's benefits professionals. 809-295-0713

Year founded. 1962

Services provided· Frequent captive
September 30-October 2,1986 at Chicago Hilton & Towers feasibility studies, captive formation,

government reporting, accounting,
computerized accounting, computerized
claims processing, reinsurance placed

CHM 86 CONFERENCE CHM 86 EXPOSITION for captives, underwriting and rate-
making for captives, occasional manual
claims processing, claims reserves anal-

Industry experts and the Illinois State Chamber The expo will showcase the full spectrum in ysis, loss forecasting, reinsurance ceded

of Commerce have designed a 3-day program today's health benefits marketplace, including: to captives, underwriting pools (Ho-
pewell International Insurance Ltd , 36

offering seminars in these six interest tracks: insurance carriers; HMOs; PPOs; health clubs; participants, $89 million premium vol-

Corporate Health Policy; Plan Design; Plan medical review services; TPAs; consulting ume, members must be captives man-
aged by the Reiss Organization and ced-

Administration; Employee Communication & firms; fitness/wellness equipment, programs ing business to the pool), tax advice,

Education; Health Promotion & Wellness; and services; hospitals; and benefits legal advice, specialized accounting ser-
vices for associations

Data & Utilization Management. management software. Staff· 65 total staff members Profes-

sional designations held by staff include
12 CPAs, one CPCU, one MBA, one at-

Call now for show information: Marsha Woods, Andry Montgomery & Associates Illinois State Chamber torney, one FCII, one ACII
of Commerce Clients: 75 total clients, 20% with

101 N. 7th St., Louisville, KY, 40202 502/582-1672 Telex: 213372 MONT LVL under $1 million in premiums, 15% $1

r-M) &7 1-7 million-$3 million, 35% $4 million-$10
million, 15% $11 million-$20 million,

Continued on fae:ng page



Continued from factng page ..................................................................underwriting and ratemaking for cap- 
15% exceeding $20 million No mint- tives, occasional captive feasibility stud- 0
mum size client les Services available through subsi- 0

Associated companies: American diaries include claims reserves analysts, 0
Risk Management, Fort Lee,-NJ, actuarial studies, loss forecasting, loss- 
Transnational Risk Management, Cay- control services Wrongful Discharge Litigation Reporter ...........man Islands, Universal Management Staff: Staff provided by Continental 0
Ltd, Shannon, Ireland, Transnational Rtsk Services Ltd
(Guernsey) Ltd, Guernsey, European 0 The National Journal of Record for Job Termination Lawsuits Alleging Tort andCompensation: Annual fee, time 0
Risk Management Ltd, Weybridge, and expense
England Contract Claims Against Employers.

1985 gross revenues: Not reported
Compensation: Minimum annual Principal officers: David J Batche- 0

fee, $25,000 lor, president, David B Vaughan, 0 The growing body of law stemming from litigation identified as wrongful discharge or •
1985 gross revenues: Not reported, vp/general manager  employment-at-will cases is becoming increasingly important to the insurance industry. We are •100% from fees charged for captive

management J.S. Johnson & Co. Ltd.  now publishing the definitive journal covering the nation's courts on the subject. Texts of •
Principal officers: Frederick M P 0 Box N-8337, Nassau,

Reiss, president, Arthur H Deters, ex- Bahamas, 809-322-2341
ecutive vp, Alan E Chilvers, group vp,  bald, .Fa amnodders plus comprehensive editorial coverage of the evolving issues are
Anna W Summers, vp/secretary, .

Year founded: 1977
David Hackett, vp/treasurer Call or write to receive a sample issue. We are the nation's foremost litigation reporter-Parent company: Hogg Robinson 0

Group PLC . ... since 1970.

Services provided: Frequent gov- .................] ernment reporting, accounting, occa- 0
sional captive formation, computerized 0 ANDREWS PUBLICATIONS, INC.
accounting, manual claims processing, 0 P.O. Box 200, Edgemont, PA 19028
reinsurance brokered for captives, un- 0

James (Bermu€la) Ltd. derwriting and ratemaking for cap- 800 345-1101 (PA 215 353-2565)

Global House, Church Street, P O tives, investment management

Box HM 2280, Hamilton 5, Staff: 58 total staff members, 13 pro- .

Bermuda, 809-292-6667 or Continued on net page 0

809-295-8662 ...................................................................

Year founded: 1977 1f

Parent company: Sedgwick Group 'PEWYEN ·. _-_
PLC

/

Services provided: Frequent captive >„.ni,a.:3*,
feasibility studies, captive formation,
government reporting, accounting

4.,

computerized accounting, manual ,·Ir-41 - 4. . ·-4 . .
v r " V- .claims processing, computerized claims . 650*: .,+ -4 --

2 4.-4 'processing, claims reserves analysts, ac- 40¥fr 4
tuarial studies, loss forecasting, reinsur-
ance brokered for captives, under- ,¢64.- A. i.'

writing and ratemaking for captives, SN. 4 2
loss-control services (worldwide), spe- .._- . - -

cialized accounting services for associa-
tions, onshore services for associations,
occasional reinsurance brokered to cap- · 1 .

tives t

Staff: 22 total staff members, nine 4 Ar- I
4.

professional staff members Profes-
sional designations held by staff include K'- 4 03 * 4

2

seven CPAs, one CPCU, one FCAS
f. 9. IClients· 45 total clients No minimum

size client DN<+ .- :b, 49,

Cni#M,(2=ans) Lki40 *ff«.·,ff*I,]4':f'.,-j:....':<4..2,5'' 0, -4 1

' f
surance Corp Ltd , Bermuda

Compensation· Annual fee, commis-
sions for reinsurance brokered, time 1

and expense, professional, $80-$150 per
hour, clerical, $30-$70 per hour -.

1985 gross revenues: Not reported
Principal officers: Warren D i, 4

.

Sproule, president/managing director, ,".p' 13,

Pamela Lambarth, senior vp, Norman ,; 04 2 32'
-4- t L

k
C Amondsen and Jonathan C Rich-

mond, vps, Stanley Mayhew, chairman

James (Cayman) Ltd.
P O Box 309, Grand Cayman,
Cayman Islands,BWI,
809-949-2329 - Le

Year founded· 1983 1  -6 rly· ' :
Parent company· James (Bermuda)

4

Ltd

Services provided: Frequent captive

feasibility studies, captive formation, 1*a@iji=isz*V=*i€i
government reporting, accounting,
computerized accounting, manual

-- 4\
SEEBEZESSE

j

ance brokered for captives, under- 111111 ' 1 . - ji

writing and ratemaking for captives,
loss-control services (worldwide), spe- ,

*mi--i--cialized accounting services for associa-
tions, onshore services for associations,

occasional reinsurance brokered to cap-
tives

Staff: Staff provided through parent
In this court, complaining about unfair calls

company

Clients: Total clients not reported is in everyone s interest.
No minimum size client

Compensation: Annual fee, commis-
sions for reinsurance brokered, time Most players realize that unfair calls problem too unable to provide many of the
and expense, professional, $80-$150, are a part of any sport But our civil We've directed our consumer essential protections that society's
clerical, $30-$70 lustice system is no game, and when advertising toward publicizing this come to depend on1985 gross revenues: Not reported the calls are bad in this court, every- issue Our annual report and related Of course, there are a lot ofPrincipal officers: Warren D
Sproule, president/managing director,

one comes out a loser company publications discuss the problems involved in civil lustice
Pamela Lambarth, senior vp, Norman The stakes are simply too high, sublect in detail And our chairman, reform But there are a lot of good
C Amondsen, vp, Stanley Mayhew, both to our industry and our society, Jack Riffle, has spoken and written answers too Groups like the Insur-
chairman, Anthony T Pett, director for us to stay silent and deal with this extensively on the civil iustice once Information Institute and the

issue solely as an Insurance prob- problem Alliance of American Insurers are
Jardine Risk

Services Ltd. lem It's primarily a crisis generated Surprisingly, even some within our developing them And Utica is
by societal forces, and can only be own industry haven't realized the supporting their efforts

Continental Insurance Building, alleviated by society as a whole critical importance of this issue The Yes, there's still a lot to be done,
P O Box HM 824, Hamilton 5,
Bermuda, 809-295-6015 So at Utica National, we're doing fact is, without significant civil lustice but we're convinced that by raising

all we can to make the public aware reform, Insurance companies and all our voices, and working together,
Year founded: 1985 that the civil lustice problem is their their agents will be increasingly our concerns can make o difference
Parent company: Jardine Matheson

Holdings Ltd
Services provided: Frequent captive

formation, government reporting, com- UTICA NATIONAL
puterized accounting, manual claims
processing, computerized claims pro- INSURANCE GROUP
cessing, reinsurance brokered for cap- INSURANCE THAT STARTS WITH OU

tives, reinsurance brokered to captives,
Utica National Insurance Group including Utica Mutual Insurance Company and Its affiliated companies, 180 Genesee St , New Hartford, New York 13413



Continued from preceding page
fessional staff members. Professional

ilesignations held by staff members in-
2lude five FCIIs, three ACIIs, one AIB,
two FIICs.

Clients: Two total clients; 50% with

$1 million-$3 million in premiums, 50%
$4 million-$10 million. No minimum
:ize client.

Compensation: Annual fee.
1985 gross revenues: Not reported;

100% from fees charged for captive
management.

Principal officers: C.T. Fernie,
chairman; A. MeGill, managing direc-
tor; P. O'Gorman, department man-
ager.

Johnson & Higgins
(Bermuda) Ltd.
Victoria Hall, P.O. Box HM 1826,
Victoria Street, Hamilton 5,
Bermuda; 809-292-4402

Year founded: 1969

Parent company: Johnson & Hig-
gins.

Services provided: Frequent captive
formation, government reporting, ac-
counting- computerized accounting,
computerized claims processing, loss
forecasting, reinsurance brokered for
captives, underwriting and ratemaking
for captives, underwriting pools (First
[sland Reinsurance Assn., nine partici-
pants, more than $60 million premium
volume, members must be brokered by
parent company), loss-control services
(through parent company offices), spe-
eialized accounting services for associa-
tions, onshore services for associations,

occasional captive feasibility studies,
claims reserves analysis, actuarial stud-
ies, tax and legal advice (as it affects
Bermuda), accounting and administra-
tive services.

Staff: 99 total staff members, 35 pro-
fessional staff members. Professional

designations held by staff include two
ARMs, one MBA, 16 accountants, two
ACIIs, two FCIIs, two CGAs.

Clients: 140 total clients. Total pre-
mium volume of captives managed,
$750 million.

Affiliated companies: Johnson &
Higgins (Cayman Islands) Ltd., Cay-
man Islands; J&H Intermediaries Ltd.,

Bermuda; Johnson & Higgins (U.S.V.I.)
Ltd., U.S. Virgin Islands.

Compensation: Annual fee, time
and expense.

1985 gross revenues: Not reported.
Principal officers: Brian R. Hall,

president/chief operating officer;
Wayne Morgan, Roger Gillett, Philip
Simpson and Thomas A. Clark, vps; Ian
Kilpatrick, managing director (Cayman
Islands); Peter MeKenzie, vp/general
manager (J&H Intermediaries Ltd.).

Johnson & Higgins
(Cayman Islands) Ltd.
P.O. Box 1051, Butterfield House,
Grand Cayman, B.W.1.;
809-949-1988

Year founded: 1978.

Parent company: Johnson & Hig-
gins.

Services provided: Frequent captive
feasibility studies, captive formation,
government reporting, accounting,
computerized accounting, computerized
claims processing, claims reserves anal-
ysis, actuarial studies, loss forecasting,
reinsuranee brokered for captives, un-
derwriting and ratemaking for cap-
tives, specialized accounting services
for associations, onshore services for

captives.
Staff: 17 total staff members, seven

professional staff members. Profes-
sional designations held by staff include
three CAs, two ACIIs, two attorneys,
two AIBs.

Clients: 60 total clients; 5% with

under $1 million in premiums, 75% $1
million-$3 million, 15% $4 million-$10
million, 3% $11 million-$20 million, 2%
exceeding $20 million. Minimum size
client, $1 million premium volume.

Subsidiaries: IMC (Turks & Caicos)
Ltd., Turks & Caicos.

Compensation: Minimum annual
fee, $18,000; commissions for reinsur-

ance brokered; time and expense, pro-
fessional, $75-$125 per hour; clerical,
$40-$75 per hour.

1985 gross revenues: Not reported.
Principal officers: Ian Kilpatrick,

managing director; Brian Allen, assis-
tant vp; Brian Bridson, James Boyd,
Graham Cork and Wayne Cowan, ac-
count managers.

Johnson & Higgins
Services Inc.

7 Burlington Square, Suite 600,
Burlington, Vt. 05401;
802-658-7865

Year founded: 1983.

Parent company: Johnson & Hig-
gins.

Services provided: Frequent captive
formation, government reporting, ac-
counting, computerized accounting,
manual claims processing, actuarial
studies, loss forecasting, reinsurance
brokered for captives, underwriting
and ratemaking for captives; occasional
captive feasibility studies, computerized
claims processing, claims reserves anal-
ysis.

Staff: Three total staff members, two

professional staff members. Profes-
sional designations held by staff include
on ARM, one MBA.

Clients: Six total clients; 50% with $1

million-$3 million in premiums, 33% $4
million-$10 million, 17% $11 million-$20

million. Total premium volume of cap-
tives managed, $28 million.

Compensation: Annual fee, time
and expense.

1985 gross revenues: Not reported;
100% from fees charged for captive
management.

Principal officers: Richard J. Rice,
president; Alan G. Page and Arthur G.
Koritzinsky, vps.

m

M & M Insurance

Management Services
Inc.

650 South Cherry St., Suite 630,
Denver, Colo. 80222; 303-399-5580

Year founded: 1976.

Parent company: Marsh & MeLen-
nan Inc.

Services provided: Frequent captive
formation, government reporting, ac-
counting, compu.erized accounting,
manual claims processing, computer-
ized claims processing, investment
management, tax advice; occasional
captive feasibility studies, claims re-
serves analysis, reinsurance brokered
for captives, reinsurance brokered to
captives, underwriting and ratemaking
for captives, legal advice.

Staff: Four total staff members, all of

whom are professionals. Professional
designations held by staff include one
CPCU, one ARM

Clients: Six total clients; 30% with
under $1 million in premiums, 50% $1
million-$3 million, 20% $4 million-$10

million. Total premium volume of cap-
tives managed, $19 million. Minimum
size client, $500,000 premium volume.

Compensation: Minimum annual
fee,$30,000.

1985 gross revenues: $200,000; 100%
from fees charged for captive manage-
ment.

Principal officers: Tony Demas,
president; Richard Johnson, vp.

M & M Insurance

Management Services
Inc. (Vermont)
Park Plaza, 95 St. Paul St.,
Burlinaton, Vt. 05401;
803-658-0776

Year founded: 1981.

Parent company: Marsh & McLen-
nan Inc.

Services provided: Frequent captive
feasibility studies, captive formation,
government reporting, accounting,
computerized accounting, computerized
claims processing, claims reserves anal-
ysis, actuarial studies, loss forecasting,
reinsurance brokered for captives, un-
derwriting and ratemaking for cap-
tives, policy wording, internal control,
administration; occasional manual

claims processing, reinsurance bro-
kered to captives, investment manage-
ment, tax advice, legal advice, loss-con-
trol services (through M&M Protection
Consultants), specialized accounting
services for associations, onshore ser-
vices for associations.

Staff: Two total staff members, both

of whom are professionals. Professional
designations held by staff include one
CPA, one MBA.

Clients: Three total clients, 33.3%

with under $1 million in premiums,
33.3% $11 million-$20 million, 33.3% ex-
ceeding $20 million. Total premium
volume of captives managed, $27 mil-
lion. No minimum size client.

Compensation: Annual fee, time
and expense.

1985 gross revenues: Not reported;
100% from fees for captive manage-
ment.

Principal officers: Raymond C.
Oberg, vp

Marsh & McLennan

(Bermuda) Ltd.
P.O. Box 1262, Hamilton, Bermuda;
809-295-3278

Year founded: 1970

Continued on facing page
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Parent company: Marsh & MeLen-

nan Inc.

Services provided: Frequent captive
formation, government reporting, ac-
counting, computerized accounting,
manual claims processing, computer-
ized claims processing, claims reserves
analysis, reinsurance brokered for cap-
tives, loss-control services (onshore
through M&M Protection Consultants),
specialized accounting services for asso-
ciations, onshore services for associa-
tions; occasional captive feasibility

I studies, reinsurance brokered to cap-
tives.

Staff: 55 total staff members, 19 pro-
fessional staff members. Professional

 designations held by staff include 16
CPAs, two CPCUs, one attorney.

Clients: 80 total clients

Subsidiaries: Marsh & MeLennan

(Cayman) Ltd., Cayman Islands.

1985 gross revenues: Not reported.

Principal officers: Andrew D. Carr,
president; Bryan S. Thompson, vp-in-
surance; Brian G. Walford, vp-account-
ing; Fiona E. Luck, Tim Felton and
David Earl, assistant vps.

Marsh & McLennan

(Cayman Islands) Ltd.
P.O. Box 2196, Grand Cayman,
Cavman Islands, B.W.1.;
809-949-7466

Year founded: 1978

Parent company: Marsh & McLen-
nan (Bermuda) Ltd.

Services provided: Computerized
offshore insurance company manage-
ment services.

Staff: Five total staff, three profes-
sional staff members. Professional des-

ignations held by staff include three
CPAs.

Clients: 20 total clients. No minimum

size client.

Compensation: Annual fee; time
and expense, professional, $90-$120;
clerical, $45.

1985 gross revenues: Not reported.
Principal officers: A. Carr, presi-

dent; Tim Marsh, vp/manager; Chris
Jackson, account executive.

McDonough Caperton
International Ltd.
129 Front St., Hamilton 5,
Bermuda; 809-295-9911

Year founded: 1978.

Parent company: MeDonough Ca-
perton Insurance Group Inc.

Services provided: Captive feasibil-
ity studies, captive formation, comput-
erized accounting, computerized claims
processing, actuarial studies, loss fore-
casting, reinsurance brokered for cap-
tives, underwriting and ratemaking for
captives, specialized accounting ser-
vices for associations, onshore services
for associations.

Staff: Four total staff members, two
professional staff members.

Clients: Two total clients; 50% with
under $1 million in premiums, 50% $1
million-$3 million. Total premium vol-
ume of captives managed, $3 million.
Minimum size client, $1 million pre-
mium volume.

Compensation: Annual fee, commis-
sions for reinsurance brokered.

1985 gross revenues: Not reported.
Principal officers: Michael Egan

and Vivian Tierney (Bermuda office);
Dennis Vogelsberger, W. Marston
Becker and Gaston Caperton (U.S. of-
fice).

Meadowbrook Risk
Management Ltd.
P.O. Box-RM 2340, Hamilton,
Bermuda; 809-292-7569
Parent company: Meadowbrook In-

surance Group.

Services provided: Frequent captive
feasibility studies, captive formation,
government reporting, accounting,
computerized accounting, computerized
claims processing, claims reserves anal-
ysis, actuarial studies, loss forecasting,
underwriting and ratemaking for cap-
tives, investment management, loss-
control services (Southfield, Mich.),
specialized accounting services for asso-
ciations, onshore services for associa-
tions; occasional manual claims pro-
cessing, reinsurance brokered for cap-
tives, reinsurance brokered to captives,
tax advice, legal advice.

Staff: Four total staff members, two
professional staff members. Profes-
sional designations held by staff include
two FCASs.

Clients: 15 total clients; 60% with
under $1 million in premiums, 33% $1
million-$3 million, 7% $4 million-$10
million. Total premium volume of cap-
tives managed, $12 million. No mini-
mum size client.

Compensation: Annual fee, commis-
sions for reinsurance brokered.

1985 gross revenues: Not reported.
Principal officers: Merton J. Segal,

president; William R. Storie, managing

.

jealth benefits retire
With cdrporate health care costs

leaping 140 percent since 1976 and
corporate liability for retiree health
benefits alone now topping $125 bil-
lion, the real question may be, will
his company retire before he does.

Today; your company may be
facing these same questions.
Caremark can be your answer.

We realize you need to control
health care costs. At the same time,

we understand youu like to con-
tinue to offer your employees qual-
ity health benefits. Helping you
accomplish both goals is the single
goal oi Caremark.

We're a uniquely integrated man-
aged health care company Our
family includes The Health Data
Institute, the leading provider of
health benefit management sys-
tems to the Fortune 500. Caremark/

Home Health Care of America, the

leading provider of hospital-level

care at home. And Americas Phar-

macy; a leading provider of mainte-
nance prescription drug programs
by mail.

Together, we provide you not
only the means to identify opportu-
nities for greater health care quality
and productivity; but also the tools
to implement a comprehensive
health care management plan.

So with Caremark, your employ-
ees can receive better health care.

And your firm can actually pay less
for their coverage. Maybe that's why
30 of America's 100 largest employ-
ers count on us.

Rising health care expenses and
an aging work force are threatening
to turn your firm's profit picture
prematurely gray Let us help you
keep it in the black. Call Caremark,
(714) 851-2311, ext. 305.

Exhibiting at RIMS, Toronto.

to Caremark
Making your health care dollars more productive.

director; Brian Stephenson, vp.

Samuel Montagu & Co.
(Cayman) Ltd.
P.O. Box 1109, Grand Cayman,
Cavman Islands, B.W.1.;
809-949-7755

Year founded: 1984.

Parent company: Midland Bank
P.L.C.

Services provided: Frequent captive
formation, government reporting, ac-
counting, computerized accounting, in.
vestment management, banking ser-
vices; occasional manual claims pro-
cessing, specialized accounting services
for associations.

Staff: 15 total staff members, five
professional staff members. Profes-
sional designations held by staff include
one CPA, two AIBs, two ACIIs.

Clients: 45 total clients. No minimum

size client.

Compensation: Minimum annual
fee, $7,500; time and expense, profes-
sional, $100-$120 per hour; clerical, $60-
$80 per hour.

1985 gross revenues: Not reported.
Principal officers: David A. White-

field, managing director; Anthony B.
Stelling, director; Thomas Clark, man-
ager-client services; L. Kevin Sedg-
wick, manager-operations; Christopher
J. Bowring, client accountant.

Mutual Risk

Management Ltd.
Trimingham Building, Front Street,
5th Floor, Hamilton 5, Bermuda;
809-295-4239

Year founded: 1977

Services provided: Frequent captive
feasibility studies, captive formation,
government reporting, accounting,
computerized accounting, computerized
claims processing, investment manage-
ment, specialized accounting services
for associations; occasional manual

claims processing, loss forecasting, un-
derwriting and ratemaking for cap-
tives; management of Mutual Indem-
nity Ltd.'s insurance profit center pro·
grarn.

Staff: 10 total staff members, six pro-
fessional staff members. Professional

designations held by staff include three
CPAs, one attorney.

Clients: 12 total clients; 60% with
under $1 million in premiums, 20% $1
million-$3 million, 20% $4 million-$10
million. Total premium volume of cap-
tives managed, $17 million. Minimum
size client, $500,000 premium volume.

Subsidiaries: Mutual Indemnity
Ltd., Bermuda; IPC Group of America
Ltd., Philadelphia; Commonwealth
Risk Services Inc., Philadelphia; An-
exco Insurance Agency Inc., Boston;
Mutual Risk Management (Barbados)
Ltd., Barbados; Overseas Insurance Ser-

vices Ltd., Cayman Islands.
Compensation: Annual fee.
1985 gross revenues: $6.8 million; 3%

fees charged for captive management;
50% commissions charged for brokering
insurance and/or reinsurance; 47%
other services, including Mutual In-
demnity Ltd. profit center program.

Principal officers: Robert A. Mul-
derig, president; James C. Kelly, con-
troller; David Alexander, assistant con-
troller.

0

Overseaslnsurance
Services Ltd.

P.O. Box 1363, Grand Cayman,
Cavman Islands, B.W.I.;
80§-947-4199

Year founded: 1982.

Services provided: Frequent gov-
ernment reporting, accounting, com-
puterized accounting, investment man-
agement; occasional captive feasibility
studies, captive formation, manual
claims processing, reinsurance bro-
kered for captives, tax advice, special-
ized accounting services for associa-
tions, onshore services for associations.

Staff: Two total staff members, one
professional staff member who has a
CPA designation.

Clients: Three total clients, all with
$1 million-$3 million in premiums.

Compensation: Minimum annual
fee, $7,500; time and expense, profes-
sional, $100 per hour; clerical, $25 per
hour.

1985 gross revenues: Not reported;
100% from fees charged for captive
management.

Principal officers: Peter Mackay,
general manager/director; Spottswood
P. Dudley, director.

Continued on nezt page
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Continued from preced.ng page Subsidiaries: Pinehurst Manage temaking for captives, investment pools, services for associations Principal officers. Michael A

ment Co (Ca>man) Ltd management, loss-control services, spe- Staff· Three total staff members, all Ward, managing director, Diane J
Compensation: Annua- fee, time cialized accounting servt .es for associa- of whom are professionals Professional Ward and Michael Dallamore, direc-

P and e <pense, professional, $61-$200 per tions, onshore services for associations, designations held by staff include two tors, M John Palm, director/secretary,
hour, clerical, $25-$40 per hclr captive rental failities CPAs, one MBA Peter Rowe, underwriting manager

1985 gross revenues· $5 5 million, Staff: Four total staff nemters, three Clients: Total clients not reported,

Paramount Insurance 95% from fees charged for captive man- prifessional staff merrbers Profes- 100% with $4 million-$10 million in pre-
Brokers & Agents Ltd. aEement, 5% f -om other services sional designations held ty staff tnelude miums Total premium volume of cap- Risk Treatment Services

Principal officers: Robert C Whit- one CPA tives managed, $20 million (Bermuda) Ltd.
Sears House, Shirlev Street and ing, managing director, H B Kast, se- Clients: One cliEnt wi-h $15 m:lion Compensation: Annual fee, time
Sears Road, P 0 Box N 1323,

Kitson Building. P O Box HM 2078,
nior -p, Cyril Whitter, vp Michae. in oremiums and expense Hamilton 5, Bermuda,

Nassau, Bahamas, 809-326-6905 Langford, assis-ant vp, L E Patton Compensation: Min mum annual 1985 gross revenues: Not reported 809-295-5425

treasurer fee, $10,000, commissions for reinsur- Principal officers: John R Kane,
Year founded: 1982 anee brokered president, Laura Schoenlein, vp Year founded: 1972
Services provided: Captive feasibil- Polaris International 1985 gross revenues· Not reported,

tty studies, captive fcrmation, govern-
Parent company· Bayly, Martin &

100% from fees charged for captive
ment reporting, accointing, computer- Insurance Managers Fay International Inc

management
ized accounting, manual claims (Bermu«la) Ltd. Principal officers Clive HIM_sworth r

Services provided Frequent captive

processing, claims reserves analysis,
feasibility studies, captive formation,

loss forecasting, reinsurance brokered
P O Box 1154, Hamilton 3, and John M Oien government reporting, accounting,
Bermuda, 809-292-1330

for captives, reinsurance brokered to
computerized accounting, claims re-

captives, inderwriting and -atemaking
Polaris International serves analysis, reinsurance brokered

Year founded: 1981
for captives, investmert management, Insurance Managers Regency for captives, investment managemen*,

Parent company: Polaris Interna-
legal advice tional Inc, Scottsdale, Ariz (Turks & Caicos) Ltd. International Ltd. specialized accounting services for asso-

Staff Four total staff members, three
ciations, occasional loss forecasting, re-

Senices prc,vided· Captive feasibil- PMB 10, Grand Turk, Turks & Medical Hall Building, P O Box HM insurance brokered to captives, loss
professional staff members Profes- ity studies, captive formation, govern- Catcos,BWI. 609-943-2080 1224, Hamilton 5, Bermuda, control services, onshore services for
sional des,gnations held by staff include ment reporting, accounting, computer- 809-295-5921
one MBA

associations

ized accounting, claims reserves Year founded: 1982 Staff· 10 total staff members, six pro-
Clients Three total elien:s, all with analys s, loss forecasting, reinsurance Parent company: Polarls Ir terna- Year founded. 1977 fessional staff members Professional

$1 milhon-$3 milho, in premiums brokered for captives, -einsurance bro- tional Inc, Scottsdale, Ariz Parent company: The Crump Cos designations held by staff include two
Total premium volume of captives kered o capties underwriting and ra- Services provided· Captive feasibil- Inc CPAs

managed, $5 5 million Minimum size temaking for captives, in es.ment tty studies, captive formation, govern- Services provided: Frequent captive
client, $1 million premium volume

Clients: Seven total clients, 86% with
managvment, loss control services, spe- ment reporting, acounting, compu-er- feasibility studies, government report- under $1 million in premiums, 14% H

Compensation. Mir imum annual cializes accounting services, orishore ized accounting, claims reserves ing, accounting, computerized account- million-$10 million Total premium vol-
fee, $20,000, time and experse, profes- services for associations, cap-ive rental analysis, loss forecasting reins.trance ing, manual claims processing, reinsur- urne of captives managed, $7 million
sional, $63 per hour, clerical, $25 per facilities broiered for captlves, reinsuranee bro- ance brokered for captives, occasional No minimum size client
hour Staff Five total staff members, four kered to captives, underwriting and ra- captive formation, claims reserves anal- Compensation. Minimum annual

1985 gross revenues Not reported professional staff members Profes- terraking for captives, investnr ent ysts, loss forecasting, reinsurance bro- fee, $15,000, commissions for reinsur-
Principal officers Charles A Don- sional designations held by staff include management, loss-control services, ser- kered to captives ance brokered, time and expense, pro-

aldson, vp/managing director one CPA vices for associations, captive rertal fa- Staff Seven total staff members, one fessional, $75 per hour, clerical, $30 per
Clients. 10 total clients, 10% with cilities professional staff member who holds an hour

Pinehurst Management under 31 million m premiums, 60% $1 Staff Three total staff membe-s, two ACII designations 1985 gross revenues· $150,000,90%

Co. Ltd. million-$3 million, 20% $4 rrillicn-$10 professional staff members Profes- Clients: 10 total clients No minimum from fees charged for captive manage-
millior. 10% $11 million-$20 m.lhon sional designationsheldb> staff nelude size client ment, 10% from commissions charged

Penthouse, Masters Building, Reid Total premium volume of captives one attorney
Street, Hamilton, Bermuda,

Subsidiaries: Regency Reinsurance for brokering insurance and/or rein-
ma,aged, $28 milhon

809-295-4864
Clients Two total clients, 5)% with Brokers Ltd, Hamilton, Bermuda surance

Compensation· Minimum annual under $1 million in premiums 50% $1 Compensation: Annual fee, con'llris- Principal officers· Hal Forkush,
fee $10,000, com-nissic ns for reinsur- milhon-$3 million Total Fremium vol- sions for reinsurance brokered president, Colin James, vp

Year founded 1967 ance brokered, time and expeise, pro- ume of captives managed, 35 million 1985 gross revenues: Not reported
Parent company: Emett & Chandler fessional, $100 Compensation: Minimum annual Principal officers. Donald A

Cos Inc 1985 gross revenues. Not reported, fee, $10,000, comm ssions for -einsur- Thomas, president, Sandra J Ferguson, ROllinS Burdick HUnter
Services provided Frequent captive 90% from fees narged for captives ance brokered executive vp, Horace W Nelson, vp Co. (Bermuda) Ltd.

feasibility studies, captive formation, managed, 10% from commissions 1985 gross revenues: Not reporzed, P O Box HM 2450, Hamilton 5,government reportirg, ac20unting, charged for orokering insurance revenues are genera-ed beth from 'ees
computerized accoun-ing manual and/or reinsurance charged for captive managemer t and Risk & Benefit Bermuda, 809-295-0723

claims prozessing, comiuterized claims Principal officers Clive Eims- from commissions for brokering insur- Management
processing, claims reserves analysts, worth, John M Oxen, A-an Amaral and ance and/or reinsurance Year founded: 1970

loss forecasting, reinst.rance brokered Beryl Pearson Principal officers· Clive Himswcrth
Systems Inc. Parent company. Combined Inter-

for captives, underwriting and rate- and John M Oien 3025 S Parker Road, Suite 825, national Corp

making for captives, investrrent man- Polaris International Aurora, Colo 80014, 303-752-4912 Services provided. Frequent captive

agement, tax advice, loss-control ser- feasibility studies, captive formation,
Insurance Managers Powerscourt Group Ltd.

vices (through E&C Self Insurance Ser- Year founded 1979 government reporting, accounting,

vices). specialized accouiting services (Cayman) Ltd. P O Box HM 2267, Hamilton K computerized accounting, computerized
for associations, onshore Eervces for as- P 0 Box 1289, Grand Cayrran, Bermuda, 809-295-8495 Parent company Bayly, Martin &

Fay International Inc
claims processing, claims reserves anal-

sociations, captive rental .acilt ties Cayrr an Islands, B W 1, ysis, actuarial studies, loss forecasting,

Staff: 17 total staff members, seven 809-549-7823 Year founded: 1984 Services provided· Frequent captive reinsurance brokered for captives, rein-
formation, government reporting, ac-

professional staff members Profes- Services provided: Frequer t ac surance brokered to captives. under-
counting, manual claims processing,

sional designations held by staff include Year founded. 1982 courting, computerized accointing
computerized claims processing, claims

writing and ratemaking for captives,

one CPA, one CA, two CGAs, one GIIC Parent company. Polarts Interna- manual claims processing, cla ms re- underwriting pools, investment man-
reserves analysis, reinsurance brokered

Clients: 65 total clients, 3% with tional Irc , Scottsdale, Ariz serves analysts, Icss forecasting, rein-
for captives, underwriting and rate-

agement, tax advice, legal advice, loss-

under $1 million m premiums, 54% $1 Serviees provided: Captive feasibil- surance brokered for captlies, reinsir- making for captives, investment man-
control services (Chicago), specialized

million-$3 million, 38% 14 million-$10 ity stud es, captive formation govern- ance brokered to captives, Investment accounting services, onshore services

million 2% $11 million-$20 million, 3% ment reporting, accounting, c:rnputer- management, occasional captive feast-
agement, occasional captive feasibility
studies, computerized accounting, spe-

for associations, occasional manual

exceeding $20 million Total premium izec accounting, claims reserves bility studies, captize fornatioi, gov- claims processing
cialized accounting services for associa-

volume of captives maraged, $250 mil- analysis loss fcreeasting, reinsurance ernnent reporting, computerized Staff·15 total staff members, seven
tions

hon Minirrum size client $501),000 pre- brokered for captives, reinsurance bro- claims processing, underwr ting and ra- Staff: Six total staff members, five
professional staff members Profes-

mium volume kered to captives, underwriting and ra- temaking for captives, underwriting professional staff members Profes-
sional designations held by staff include
two CPAs, two CPCUs, two ARMs,

sional designations held by staff include three MBAs
one CPA

Clients· Four total clients, 50% with
Clients· 40 total clients, 14% with

under $1 million in premiums, 14% $1
under $1 million m premiums, 50% 54
million-$10 million Total premium vol-

million-$3 million, 55% $4 million-$10
million, 17% $11 million-$20 million

ume of captives managed, $16 million
No minimum size client Total premium volume of captives

managed, $260 million

Mead Loss Control Consultants Compensation: Annual fee, time Subsidiaries. Rollins Burdick
and expense, professional, $60-$125 per Hunter (Cayman) Ltd, George Town,
hour, clerical, $25 per hour

1985 gross revenues: More than
Grand Cayman, Rollins Burdick

$350,000,95% from fees charged for
Hunter (Turks & Catcos) Ltd, Grand
Turk Turks & Caicos

captive management, 5% from other

Protecting Specialists in Compensation· Minimum annual
services including claims management

Principal officers: Thomas G Lit-
fee, $15,000, commissions for reinsur-
ance brokered, time and expense, pro-

Industry
tell, president, Duane Metcalf, trea-

fessional, $90-$125 per hour, clerical,

HPR Engineering
surer

$40-$60 per hour
1985 gross revenues Not reported,

Risk Management Ltd. 90% from fees charged for captive man-

/.3
agement, 7% from commissions charged

Invicta House, Candie Road, St for brokering insurance and/or rein-Fire Brigade Training Peter Port, Guernsey, Channel surance, 3% investment income
Islands, 04-812-3612 Principal officers: John J Lorhan,

president, Windsor H Ironst(ie, vp, R

Infrared Inspections
Year founded: 1978 David Turner, president-RBH Manage-
Services provided Frequent gov- ment Inc, Stephen J McElroy and

ernment reporting, accounting, com- Daniel L Siegel, vps-RBH Management
puterized accounting, manual claims Inc
processing, reinsurance placed for cap-

Contact - Walter P Luker
tives, underwriting and ratemaking for
captives, investment management, tax

Telephone 513-223-1300
advice, occasional onshore services for S
associations

Staff· 16 total staff members, eight
professional staff members Profes-

Mead Loss Control Consultants, Inc Mead World Headquarters Dayton, Ohio 45463 sional designations held by staff include Sedgwick Group
four FCHs, one ACII, one FCA, one CE Overseas Management

Offices in Dayton, Oh, Buford, Ga & Rome, Ga Compensation Minimum annual Services Ltd.
fee, $20,000, time and expense, profes-
sional, $45-$80 per hour, clerical, $30- P O Box HM 1669, Hamilton 5,

.....1 1..... $45 Bermuda, 809-295-4863

1985 gross revenues. Not reported,
70% from fees charged for captive man- Year founded: 1972

agement, 30% other services including Parent company· Sedgwick Group

non-captive underwriting manage- PLC
ment Continued on factng page
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Continued from facing page
Services provided: Frequent captive

formation, government reporting, ac-
counting, computerized accounting,
manual claims processing, claims re-
serves analysis, captive rental facilities;
occasional captive feasibility studies,
loss forecasting, reinsurance brokered
for captives, underwriting and rate-
making for captives, investment man-
agement, tax advice, legal advice, ser-
vices for associations.

Staff: 28 total staff members, 11 pro-
fessional staff members. Professional
designations held by staff include five
CPAs, one FCII, one ACIS.

Clients: 27 total clients; 37% with
under $1 million in premiums, 48% $1
million-$3 million, 9% $4 million-$10
million, 3% $11 million-$20 million, 3%
exceeding $20 million. Total premium
volume of captives managed, $70 mil-
lion. No minimum size client.

Subsidiaries: Sedgwick Group Man-
agement Services, Curacao, Netherland
Antilles.

Compensation: Minimum annual
fee, $20,000; time and expense, profes-
sional, $85-$160 per hour; clerical, $55-
$85 per hour.

1985 gross revenues: $2 million; 88%
from fees charged for captive manage-
ment, 12% from captive rental.

Principal officers: Barrie Eady,
president; Bryan Cooper, vp/treasurer;
Simon Moore, group underwriter; An-
drew Sargeant, controller.

Sentry Assurance
Management Ltd.
P.O. Box 1776, Hamilton 5,
Bermuda; 809-295-5303

Year founded: 1979.

Parent company: Sentry Insurance
Group.

Services provided: Captive feasibil-
ity studies, captive formation, govern-
ment reporting, accounting, computer-
ized accounting, manual claims
processing, computerized claims pro-
cessing, claims reserves analysis, loss
forecasting, reinsurance brokered to
captives, investment management, spe-
cialized accounting services to associa-
tions.

Staff: Four total staff members, one
professional staff member who holds an
FCCA designation.

Compensation: Annual fee, time
and expense.

1985 gross revenues: Not reported.
Principal officers: Larry Ballard,

president; Harvey Hoth, vp; Dean Zoss,
vp/treasurer.

Southwest Offshore

Management Ltd.
P.O. Box 1571, Grand Cayman,
Cayman Islands,B.W.1.;
809-949-5422/6424

Year founded: 1978.

Services provided: Frequent captive
feasibility studies, captive formation,
government reporting, accounting,
computerized accounting, claims re-
serves analysis, reinsurance brokered
for captives, reinsurance brokered to
captives, insurance brokering; occa-
sional manual claims processing, com-
puterized claims processing, actuarial
studies, loss forecasting, underwriting
and ratemaking for captives, under-
writing pools, investment management,
specialized accounting services for asso-
ciations.

Staff: Four total staff members, two
professional staff members. Profes-
sional designations held by staff include
one CPA, one CPCU, one ARM, one
CLU, one AIM.

Clients: 10 total clients; 80% with
under $1 million in premiums, 20% $1
million-$3 million. Total premium vol-
ume of captives managed, $7 million.
Minimum size client, $400,000 premium
volume.

Compensation: Minimum annual
fee, $7,500; commissions for reinsurance
brokered; time and expense, profes-
sional, $100-$125 per hour; clerical, $25-
$40 per hour.

1985 gross revenues: Not reported;
60% from fees charged for captive man-
agement, 40% from commissions
charged for brokering insurance
and/or reinsurance.

Principal officers: Ross Blumen-
tritt, J.D. Hemphill, Winnie Chung and
Christoph Blumentritt, directors.

Stewart Wrightson Group
(Bermuda) Ltd.
P.O. Box HM 447, Hamilton 5,
Bermuda; 809-292-3146

Year founded: 1978.

Parent company: Stewart Wright-

son (Overseas Holdings) Ltd.
Services provided: Frequent gov-

ernment reporting, accounting, com-
puterized accounting, manual claims
processing, investment management.

Staff: Two total staff members, one
professional staff member.

Clients: Five total clients-

Compensation: Annual fee.
1985 gross revenues: Not reported.
Principal officers: R.A. Jones,

director.

Sussex International Ltd.
P.O. Box HM 104, Commerce
Building, Reid Street, Hamilton 5,
Bermuda; 809-295-8847

Year founded: 1983.

Services provided: Captive feasibil-
ity studies, captive formation, govern-
ment reporting, accounting, computer-
ized accounting, reinsurance brokered
for captives, reinsurance brokered to
captives, underwriting and ratemaking
for captives.

Staff: Two total staff members, one
professional staff member who holds
ACII and AIB designations.

Continued on next page
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Hanna Insurance Management Limited
 The Independent AJternative

for Captive Insurance Services

 Formation, Management, Reinsurance
and Investment Services

Bermlida-Vermont-Barbados

 See us at Booth 730 at RIMS in Toronto,
v or call Stuart Grayston at 809/295-2185

An Affiliate of M.A. Hanna Company, Cleveland

Our Technology Has Captumed The
World 00 Healthca,e Data Management
Throughout the healthcare/insurance world,
you'll find people managing data and contain-
ing costs with state-of-the-art systems and
support from Resource Information Manage-
ment Systems.

Leading Third Party Administrators, Insurance
Companies and Employee Benefits Managers
have expanded their businesses with the Qic-
Claim Healthcare Data Management System.
These organizations are administering health
claims promptly and accurately while identify-
ing cost containment opportunities with Qic-
Claim's clear, concise utilization and provider
data. Integrated products are also available for:
Medical Case Management, Billing & Accounts
Receivable, Disability Processing and Prescrip-
tion Drug Processing.

RAKE
This revolutionary Program for Alternative Care
Environments is enabling Health Maintenance
Organizations and Preferred Provider Organi-
zations to grow profitably with a management
information services package designed to meet
their unique administrative and reporting needs.
QicPACE HMO automates group, staff, IPA or
network model Health Maintenance Organiza-
tions and keeps them updated with profile and
provider comparative reports for detailed per-
formanceanalysis.

OicPACE PPOaddressestheareasof claims pay-
ment, provider panel profile reporting, savings
reporting and fee schedule management...all
areas vital to the success of any Preferred Pro-
vider Organization.

Support
It takes more than the right system to capture
today's healthcare marketplace. It requires
effective training and ongoing personalized
service from professionals who know our
products and understand your needs. We
implement innovations such as our state-of-
the-art Technical Resources Center, nation-
wide cooperative advertising by our users, and
more. It is this commitment which has enabled
RIMS to encompass the world of Healthcare Data
Management.

RimS
RESOURCE INFORMATION

MANAGEMENT SYSTEMS, INC. 312/789-0230

..............................................

" Send me more Name
i information on:

Organ17ation
0 0/co/aim Hea/thcare Data

Management System Address

O QkPACE HMO 0 QkPACEPPO City state zip

I Resource Information Management Systems, inc. Dept. 81 6414 • 2015 Spring Road-Suite 220 · Oak Brook. IL 60521-1811
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Continued from preced:ng page Compensation. Annual fee, commis- kered for captives, reinsurance bro- Services provided Frequent captive ler, T J Carroll and D Neylon, assts-
Clients: 14 total clients, 40% with sions for reinsurance brokered, time kered to captives, undemiriting and ra- feasibility studies, captive formation, tant managers

under $1 million in premiums, 40% $1 and expense temaking for captives government reporting, accounting,
million-$3 million, 20% $4 million-$10 1985 gross revenues· Not reported Staff: Four total staff members, two computerized accounting, manual
million Total premium volume of cap- Principal officers Bernard Ger- professional staff members Profes- claims processing, computerized claims J
tives managed, $15 million No mini- shuny, David Gershuny, Charles W sional designations held by staff include processing, claims reserves analysts, ac- 1mum size client Hannon, John Miller, Leonard Mintz one ACII tuarial studies, loss forecasting, reinsur-

Subsidiaries CMR Insurance Bro- and James Stergiou, members-board of Clients· Nine total clients, 80% with ance brokered for captives, reinsurance
kers Ltd , Hamilton, Bermuda advisers, Peter M Fisher, underwriting under $1 million in premiums, 10% $1 brokered to captives, underwriting and

Compensation Minimum annual manager million-$3 million, 10% 54 million-$10 ratemaking for captives, underwriting Vermont Insurance
fee, $2,500, commissions for reinsurance million pools (United Insurance Co , 32 partlel- Management Inc.
brokered, time and expense, profes-

W.A. Tan & Co. Ltd.
Compensation Annual fee pants, $200 million premium volume,

118 Main St,PO Box 306,monal, $75-$100, clerical, $30 1985 gross revenues· Not reported Tortuga Casualty Co , 25 participants,
Montpeller, Vt 05602,1985 gross revenues. $250,000, 85% P O Box HM 2210, Hamilton 5, Principal officers Michael Egan, $50 million premium volume), loss-con-

from fees charged for captive manage-
802-229-5042

Bermuda, 809-295-8128 managing director, Vivian Tierney, trol services (Cleveland), specialized ac-
ment, 10% from commissions charged treasurer counting services for associations, on-
for brokering insurance and/or rein- shore services for associations Year founded· 1981
surance, 5% from other services

Year founded: 1983
Staff: 30 total staff members, 10 pro- Services provided Frequent captive

Principal officers R N Hughes, Services provided: Frequent capt.ve Transglobe Underwriting fessional staff mernbers Professional formation, government reporting, ac-chairman, C Gordon-Seymour, presi- formation, government reporting, ac- Management designations held by staff include three counting, computerized accounting, oc-
dent, M Davis, secretary, J Whatley counting, computerized accounting, (Guernsey) Ltd. FCIIs, two FCAs, one ACA, one FAAI, casional captive feasibility studies, rein-

manual claims processing, computer- one HND
ized claims processing, reinsurance bro- P O Box 34, Le Fiche House, 50 surance brokered for captives, reinsur-

Clients: 35 total clients, 25% with ance brokered to captives, investment
kered for captives, underwriting and High St, St Peter Port, Guernsey,

under $1 million in premiums, 35% $1 management, services for associationsratemaking for captives, investment Channel Islands, 04-812-8136

t
million-$3 million, 20% $4 million-$10 Staff· Four total staff members, two

management, specialized accounting million, 10% $11 million-$20 million, professional staff members Profes-services, consulting on run-offs, loss Year founded. 1975 10% exceeding $20 million Total pre- sional designations held by staff include
portfolio reinsurance, funding pro- Parent company: English & Ameri- mium volume of captives managed, one CPCU
grams, captive rental facilities, occa- can Insurance Group PLC $400 million Minimum size client, $1 Clients Six total clients, 10% with
sional captive feasibility studies, claims

T & C InterInsurance Services provided: Frequent captive million in premiums under $1 million in premiums, 30% $1
reserves analysts, actuarial studies, loss feasibility studies, capt ve formation, Compensation. Minimum annual million-$3 million, 50% $4 million-$10

Exchange Ltd. forecasting government reporting, accounting, fee, $20,000 million, 10% $11 million-$20 million

P O Box 116, Grand Turk, Turks & Staff: Three total staff members, two computerized accounting, manual 1985 gross revenues: Not reported, Total premium volume of captives
Catcos,BWI, 809-946-2614 professional staff members Profes- claims processing, computerized claims 93% from fees charged for captive man- managed, $25 million No minimum size

sional designations held by staff include processing, claims reserves analysis, agement, 2% from commissions charged client
one MBA loss forecasting. reinsurance brokered for brokering insurance and/or rein- Subsidiaries· Vermont Group Inc,Clients. Two total clients for captives, reinsurance brokered to surance, 5% from consulting Montpeher, VtYear founded 1984 Compensation Annual fee, com In is- captives, underwriting and ratemaking Principal officers: F M Reiss, Compensation. Minimum annualServices provided Captive feasibil- sions for reinsurance brokered. time for captives, investment management, chairman, D J Westmoreland, manag- fee, $12,000tty studies, captive formation, govern- and expense tax advice, insurance and reinsurance ing director, Omar R Cordial, assistant 1985 gross revenues. Not reportedment reporting, manual claims pro- 1985 gross revenues. Not reported company management services, occa- general manager, G R King, financial Principal officers. George A Chaf-cessing, computerized claims Principal officers· W A Taft. presi- sional legal advice, specialized account- controller, Elwyn S Hughes, sentor ac- fee, president/ treasurer, H Lincolnprocessing, claims reserves analysts, ae- dent, Brenda Smith-Casey, vp ing services for associations countant Miller Jr, vp/secretarytuanal studies, loss forecasting, reinsur- Staff. 32 total staff members, four

ance brokered for captives, reinsurance professional staff members Profes-
brokered to captives, underwriting and Tate & Lyle Management
ratemaking for captives, underwriting & Finance Ltd.

sional designations held by staff include Trenwick Services Ltd.
two ACAs, one CA, one ACII

pools (Turks & Catcos Inter-Insurance Trenwick House, Church Street,
129 Front St,PO Box HM 337, Clients 13 total clients, 32% with

Pool in formation), loss-control services Hamilton, Bermuda, 809-295-3009
Y

Hamilton 5, Bermuda, under $1 million in premiums, 22% $1
(United States)

809-295-9911 million-$3 million, 38% $4 million-$10
Staff Seven total staff members, million, 8% exceeding $20 million Total Year founded. 1979

three professional staff members Pro- Yankee Captive
premium volume of captives managed, Parent company· Trenwick Group

fessional designations held by staff in- Year founded 1981
$70 million Minimum size client, Inc Management Co.

clude one CPA, one FCAS, two attor- Parent company· Tate & Lyle $500,000 premium volume Services provided Frequent captive 140 Kennedy Drive,PO Box 2127,
neys, two RUs PLC Compensation Minimum annual formation, government reporting, ac- South Burlington, Vt,

Clients Three total clients, 67% with Services provided. Captive forma- fee, approximately $2.,900, time and counting, investment management, oc- 802-658-1100
under $1 million in premiums, 33% $1 tion, government reporting, accounting,

expense casional computerized accounting,
million-$3 million Minimum size ch- computerized accounting, manual 1985 gross revenues Not reported, manual claims processing, loss forecast- Year founded. 1983ent, $500,000 premium volume claims processing, reinsurance bro- 95% from fees charged for captive man- ing, reinsurance brokered to captives Parent company Yankee Insurance

agement, 5% from other services Staff 15 total staff members, three
Corp

Principal officers: Ian G Daish, professional staff members Profes- Services provided. Captive forma-
general manager, David Johnstone, sional designations held by staff include tion, accounting, manual claims pro-

Cl
captive services manager, Martin C three CPAs, one CPCU, two MBAs. two cessing, claims reserves analysis

aim management: Belcher, underwriter, Michael E J Per- FCASs Staff· Three total staff members, two
rett, manager-non-captives, Brian M L Clients: Seven total clients

professional staff members Profes-
Kirkland, deputy underwriter Subsidiaries Trenwick America Re-

sional designations held by staff include
insurance Co , Westport, Conn one FCAS

Now therek a choice. Compensation: Annual feeTransnational Risk Clients: Four total clients, 50% with
1985 gross revenues Not reported

Management under $1 million m premiums, 25% $1

(Guernsey) Ltd. (The Principal officers: James F Billett, million-$3 million, 25% $4 million-$10
chairman, Angus Robinson Jr, presi- million Total premium volume of cap-

(Check one) Reiss Organization) dent, Mark W Hinkley, executive vp, tives managed, $7 million
31-33 Le Pollet, St Peter Port,

Brian M O'Hara, senior vp, Jacques Q Compensation. Minimum annual
Bonneau, vp

Continue to pay the high costs of Guernsey, Channel Islands, fee,$2,000

04-812-7220 1985 gross revenues· Not reported

in-house claim management Principal officers. L F Hackett,

Year founded· 1976 U president, J F MeNally, vp

r-1 Check out CMS, specialists in control- Services provided Frequent captive 
feasibility studies, captive formation,

L_J ling claim costs in 7 critical areas government reporting, accounting, Z
computerized accounting, manual Universal Risk
claims processing, computerized claims

Management Ltd. (Theprocessing, claims reserves analysis, re-

Claim Management Specialists operates as a insurance placed for :aptives, under- Reiss Organization) Zurich International Ltd.

fully-staffed "home office"claims department writing and ratemaking for captives, Universal House, Shannon, County P O Box HM 2268, Reid House, 31
loss-control services (through European

for self-insurers, MGA's, captives, program Clare, Ireland, 06-161-1955 Church St , Hamilton 5, Bermuda,
Risk Management, Weybridge, Surrey, 809-292-8155managers and small insurance companies England), occasional actuarial studies,
loss forecasting, reinsurance placed to Year founded: 1976

CMS controls accelerating claim costs captives, specialized accounting ser- Services provided. Frequent captive Year founded 1977

with solutions to these 7 common problems vices for associations, onshore services feasibility studies, captive formation, Parent company: Zurich Insurance
for associations government reporting, accounting, Group

1 Unnessary discovery 2 Failure to evaluate Staff: Four total staff members, three computerized accounting, manual Services provided. Frequent captive
early 3 Failure of defense attorneys to follow professional staff members Profes- claims-processing, computerized claims - feasibility studies, captive formation,
instructions 4 Inexperienced adjusters sional designations held by staff include processing, claims reserves analysis, ac- government reporting, accounting,
and attorneys 5 Untrained or overloaded one FCII, one FBIM, one FID, one CA tuarial studies, loss forecasting, reinsur- computerized accounting, manual

Clients: Six total clients, 33% with ance brokered for captives, reinsurance claims processing, computerized claimspersonnel 6 Failure to distinguish cases under $1 million m premiums, 17% $1 brokered to captives, underwriting and processing, claims reserves analysts, re-
by size 7 Lack of timely reports million-$3 million, 50% $4 million-$10 ratemaking for eaptives, underwriting insurance brokered for captives, invest-

million Total premium volume of cap- pools (United Insurance Co,32 partici- ment management, risk financing, oc-
Our experience includes most of today's tives managed, $9 million Minimum pants, $200 million premium volume), casional actuarial studies, loss forecast-

highly specialized claims areas-such as size client, $250,000 premium volume loss-control services (Weybridge, Sur- ing, underwriting and ratemaking for
Compensation Annual fee, time rey, England), specialized accounting captives, tax advice, legal advice, lossunderground pollution-as well as professional and expense services for associations, onshore ser- control services

liability, malpractice, products and related 1985 gross revenues Not reported, vices for associations Staff· 11 total staff members, six pro-
casualty and property claims 95% from fees charged for captive man- Staff: 40 total staff members, 21 pro- fessional staff members Professional

agement, 5% from consulting fessional staff members Professional designations held by staff include one
We're nationwide and we're ready to start Principal officers· John R Parkin- designations held by staff include one CA

cutting your claim management costs to the son, managing director, John W Stuart, CPA, three FCIIs, one FCA Clients: Nine total clients, 60% with
company accountant Clients: Two total clients, 50% with under $1 million in premiums, 20% $1

minimum Call or write for complete details under $1 million in premiums, 50% ex- million-$3 million, 10% $11 million-$20
ceeding $20 million Total premium million, 10% exceeding $20 million

The
Transnational Risk volume of captives managed, $104 mil- Total premium volume of captives

Management Ltd. (The lion Minimum size client, $250,000 pre- managed, $40 million Minimum sizeinnovative a/temative CLAIM
Reiss Organization) mium volume client, $250,000 premium volumeto traditiona/ MANAGEMENT Compensation: Minimum annual Compensation Minimum annual

c/aim management SPECIALISTS, INC. Transnational House, P 0 Box 69, fee,$20,000 fee, $20,000
services. Grand Cayman, Cavman Islands, 1985 gross revenues: Not reported, 1985 gross revenues. $328,875, 100%

525 W MONROE STREET BWI, 809-947-4465MS CHICAGO, IL 60606 95% from fees charged for captive man- from fees charged for captive manage-
1 agement, 5% from consulting ment312/207-1239

Year founded: 1979 Principal officers: F M Reiss, Principal officers: Peter J Jones,
Parent companj Transnational chairman, B D Murphy, managing president, Nigel J Pooley, comptroller,

I Ltd director, T G Owens, financial control- Elizabeth M Ochoa, assistant vp .



CICA meeting

Captive owners urged
to create own capacity

By MICHAEL BRADFORD to close down all the captive opera-
tions," he said.

- "A lot of the problems re are ex-
periencing are related to the indus-
try itself and to business."

As an example, he pointed to
mounting pressure from attorneys
for "tighter agreements' between
parties involved in insurance trans-
actions, whether in the commercial
or captive marketplace.

And insurers and reinsurers are

demanding letters of credit and
cash deposits "from everybody."

"Problems for the indgistry-in-
surance and reinsurance-are abso-

lutely and definitively spilling
over" into the captive business, Mr.
Brandyberry said. .

SCOTTSDALE, Ariz. It may be
time for members of the Captive
Insurance Cos. Assn. to band to-

gether and create some capacity of
their own, one member suggests.

Larry Bell, assistant vp of risk
management for Reveo D.SInc.in
Twinsburg, Ohio, told attendees at
CICA's annual conference last month

in Scottsdale that, "The leopards are
truly showing their spots these days,"
and "the insurance industry has
come out of the closet, shall we say,
and no longer is it masquerading as
the good guy."

During a workshop on "The Ef-
feet of Current Market Conditions

on Captive Operations," Mr. Bell
noted there is "tremendous capac-
ity" among CICA captives.

"Why don't we bring it together
to form a D&0 facility for exam-
ple?" he asked.

Or, he suggested that CICA
members form their own fronting
connpanies.

He urged members to "quit
reacting and start acting. Let's look
at this crisis as an opportunity, let's
start preparing for the next crisis
now.

"Let's use vehicles like CICA to

join together to develop solutions to
problems beyond the capacity of
our individual captives," he said.

In a later interview, Mr. Bell said
he expects captive owners to speak
further about forming their own
capacity-and possibly even to ini-
tiate some action-during the Risk
& Insurance Management Society
conference this week in Toronto.

During the CICA workshop, Mr.
Bell reminded his audience about

how the insurance industry "soli-
cited our loyalty, promising to re-
ward us with continued protection
when times got tough. So much for
our misplaced loyalty.

"To hear them tell it, the cause of
the insufficient rating was not their
greed for investment income, it
was because we forced them to

compete with the innocent capacity
we created with our captives," he
added.

Mr. Bell also took issue with ac-

tion by insurance regulators.
"The regulators, both federal and

state, have continued to demon-
strate their bias against captives.
You all know the efforts of the IRS

to treat us as illegitimate children,"
he said, referring to the Internal
Revenue Service.

"State regulators have also de-
monstrated their disapproval of the
one good thing that the federal leg-
islation has done-the Risk Reten-

tion Act," he said.
State regulators, by opposing the

act, appear to be more concerned
with keeping commercial insurers
from losing their market share
than with helping consumers find
risk-financing alternatives, he said.

Regulators express concern
"about the financial viability of
self-insurance, captives, surplus
lines and any vehicle that they
can't control. All the while, they
allow the carriers under their con-

trol to operate unsoundly and be-
come insolvent," he charged.

Panelist Charles W. Brandy-
berry, vp with Johnson & Higgins
in New York, said problems experi-
enced by captives are not attempts
by commercial insurers and regula-
tors to drive captives out of busi-
ness, but instead are "spilling over"
from problems experienced by the
insurance industry and business in
general.

"What we have going on, in
terms of what you face with your
captives, is not so much an attempt
by the industry to attack captives
and make life difficult and force us
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Bill polishes captives' image: RIMS head
By MICHAEL BRADFORD

SCOTTSDALE, Ariz -Expan-
sion of the federal Risk Retention

Act could enhance the image and
"vital interests" of the captive in-
surance company community, says
the president of the Risk & Insur-
ance Management Society.

"For too long, I think captives
have been misperceived as a sinis-
ter mechanism by the Fortune 500
corporations and conglomer: tes for
tax avoidance and money laun-
dering purposes," said P. Richard

Hackenburg, RIMS' president and
also staff vp and assistant treasurer
at Allegheny International Corp. in
Pittsburgh.

However, enactment of S. 2129,
the legislation to ertend the provi-
sions of the Risk Retention Act to

all lines cf liability coverage except
workers compensaton, "would ob-
viously encourage the formation of
risk retention groups by a much
broader range of participants such
as midw.ves, architects, day-care
centers, municipal. ties and other
entities bes.des corporate

America," he said.
"With this broadened base, I

think the perspective on our panic-
ular industry would certainly
change and would certainly come
to be considered something which
is more normal and more tradi-

tional," he added.

Mr. Hackenburg made his re-
marks at last month's Captive In-
surance Companies Assn. confer-
ence in Scottsdale, Ariz.

The legislation to expand the
Risk Retention Act, which was ap-
proved by the Senate Commerce
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Ccmmittee last month, would allow
businesses, trade groups and mu-
nicipalities to purchase all forms of
commercial casualty coverage ex-
cept workers compensation on a
group basis or to form captive in-
surers, called risk retention groups,
to pool their risks.

These groups would be largely
exempt from state regulation (BI,
March 10; March 31).

Under the current Risk Reten-

tion Act, which was approved in
1981, groups can
be formed only

-f- to purchase or
self-insure prod-

V uct liability and
*, completed oper-ations insurance.

Mr. Hacken-

L burg pointed outthat many busi-
nesses today that

Mr. Hackenburg are considered
"traditional"

have their roots in movements that

bucked conventional trends.

For example, he noted, the Fae-
tory Mutual System was formed by
"a group of cotton mill operators
getting together and forming this
company because they felt they
couldn't get adequate coverage"
from the then-"traditional" insur-

ance industry.
"Today, they're traditional," he

said, referring to Factory Mutual.
"And that's the way the worm
turns.

"It seems that at the end of the

day, there's really nothing new
under the sun. It'sjust the reactions
to current environment."

Mr. Hackenburg pointed out that
unlike the original act allowing
formation of product liability risk
retention groups, the expanded leg-
islation would require groups to be
licensed in at least one state.

The original risk retention legis-
lation allowed risk retention groups
to be formed for a time in Bermuda

or the Cayman Islands.

The reason for licensing require-
ments is to draw capital involved in
the formation of the new groups to
the United States, instead of letting
it go to offshore domiciles, said Mr.
Hackenburg.

"There is great political pressure
to do that, and I think a lot of peo-
ple can understand the reasoning
behind it," he remarked.

An effort to retain "that grandfa-
ther provision under (the new bill)
would have dealt an even more se-

rious blow to the chances of passage
of S. 2129" than will "the modicum

of trouble that we are going to have
from a few people that are not ex-
actly excited about potential pas-
sage of a broadening of the Risk
Retention Act," Mr. Hackenburg
added.

Mr. Hackenburg said he believes
prospects for enactment of the ex-
panded act are good and expects
new legislation to be approved
sometime in late spring or early
summer.

But, he warns, passage won't
come without a continued fight
from insurance agents and proba-
bly the National Assn. of Insurance
Commissioners.

"We should not be lulled into

complacency and believe that the
thing is a sure bet," he warned.

Insurance agents drafted amend-
ments to the risk retention legisla-
tion that would have required orga-
nizations wanting to set up risk re-
tention groups to prove to regula-
tors in each state in which the

groups were to operate that com-
mercial insurance was not avail-

able on reasonable terms from ad-
mitted and licensed insurance com-

panies.
The Senate Commerce Com-

mittee did not consider this and

other agents' proposals when it
passed the bill last month. But
business lobbyists warn that op-
position to the legislation will
continue as it winds its way
through Congress. .

Distressed market puts
risk managers in spotlight

By MICHAEL BRADFORD

SCOTTSDALE, Ariz.-Despite the current problems facing insur-
ance buyers, this is a "golden era" for risk managers, one expert
says.

Risk managers have never had such high visibility "in the branches
of government. . .in the halls of Congress and in our corporations," said
Richard L. Casey, director of risk management at Navistar Interna-
tional Corp., formerly International Harvester Corp.

The amount of publicity generated by the current insurance crisis
"is the greatest thing to happen to risk management in 25 years," he
told members of the Captive Insurance Cos. Assn. at their annual
conference, held March 23-25 in Scottsdale.

And, Mr. Casey urged risk managers to take advantage of their
increased visibility in a marketplace where their advice and exper-
tise is needed more than ever.

"This is the greatest market in the world," Mr. Casey said. "The
insurance industry is in an absolute state of chaos, which is great. I
mean, that's where we expected to be. That's why we formed these
captive companies, so we could react to this type of marketplace."

He urged his listeners to "get more involved in what's going on.
Realize that we are now in the golden era of risk management."

"We have all the visibility that we need. We have to become more
involved in the legislative process, whether we do it through (the
Risk & Insurance Management Society) or CICA or whatever."

In addition, Mr. Casey said CICA should "support all those institu-
tions that support us."

He referred to new excess coverage facilities like A.C.E. Insurance
Co. Ltd. in Bermuda and Tortuga Casualty Co. in the Cayman Is-
lands, which have created capacity for insurance buyers in the dis-
tressed market.

Mr. Casey also said he feels strongly that federal regulation of
insurance eventually may evolve from the insurance industry prob-
lems that continue to repeat themselves.

"And if we get federal regulation of insurance, it might not be all
bad," he added. "But I think we should be part of the process if it's
going to take place."

Mr. Casey noted, "Somehow, they're going to start to repeal the
McCarran-Ferguson Act and put the insurance industry back in
with the rest of industry."
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Reinsurers still have problems: Expert
By MICHAEL BRADFORD

SCOTTSDALE, Ariz.-The primary insurance in-
dustry will "march to the drumbeat of the reinsurers"
at least through next year, as the current tight market
cycle lasts longer than past cycles, an expert says.

Myron M. Picoult, senior insurance analyst with Op-
penheimer & Co. in New York, said slow reinsurance
payments and problems with recoverables from rein-
surers have become major problems "no one wants to
talk about."

And these problems will cause insurers to continue to
write cautiously and at high prices at least through 1987
and possibly longer, Mr. Picoult said during a panel
discussion at the annual conference of the Captive In-
surance Cos. Assn. in Scottsdale.

He noted: "Recoverables have grown from 60% of the
property/casualty industry's surplus in '82 to an 87%
figure in '84," the last year for which there are figures.

He added that while figures on how much is cur-
rently owed in recoverables aren't available from pri-
mary insurers, indications are that "the numbers are
not going to be pretty."

And, there are indications that some insurers' recov-
erables are well above 100% of surplus, he said.

"What you find if you just assume that 5% of the
reeoverables aren't going to be paid. . .you get a hell of
a hit to surplus; more than most people realize."

Mr. Picoult quoted figures that recoverables between
reinsurers have grown from 65% of surplus in 1982 to
120% in 1984. "Again, what that means is, if some of
those recoverables are not paid, the reverberations in
the reinsurance business are going to be kind of stiff."

He remarked that, "To the purchasers of reinsur-
ance, caveat emptor clearly applies."

Renewals for primary insurance buyers in July and
January 1987 are going to be tougher, Mr. Picoult pre-
dicts. "I don't see any reason at all for that to change."

But, despite his prediction, Mr. Picoult is optimistic
that the insurance industry is on the road to a recovery

from years of disastrous underwriting performances.
"I am much more positive today than ever before

about a recovery in the industry," he noted.
"However, it is premature for you to assume that all

is well. . . .Don't let the euphoria of the property/casu-
alty stocks lull you into a false sense of security.

"Things are getting better. but they have a long way
to go. This is not. . .a healthy industry yet."

However, Steven Satler, vp of major accounts with
American Re-Insurance Co. in New York, is more opti-
mistie than Mr. Picoult about the industry's recovery.

"Normally, these speeches that I give over the past
21,4 years have actually been doom and gloom. This is
the first time, I can actually say to you, 'The party is
about to begin again, "' he said.

Mr. Satler said a "holy war" among reinsurers ended
in 1984, when prices started to climb again. However,
he notes, a leveling should occur in 1987.

He said that because it takes 12 to 18 months for

higher rates to have an impact on earnings, the results
of price increases are just beginning to show up in the
reinsurers' balance sheets.

But, he said that capacity is being added to rein-
surers, which in turn will "relieve some pressure" that
has forced primary underwriters to pay more for rein-
surance and pass the cost on to buyers.

However, Mr. Satler points out that there are still
lingering problems among reinsurers, including:

• Inadequate management information systems.
"That is the biggest problem. Reinsurers are very poor
and inadequate on management information systems"

• Some of the runoff business, especially on treaty
books of business, is going to cause "tremendous hits to
surplus," particularly among U.S. reinsurers.

• Reinsurers cannot find personnel with proper ex-
perience in both hard and soft market cycles.

"And the long tail's coming," he said. "We do see
some insolvencies. . . .We expect one large direct
writer, one stock (company) to go under in 1986. There
might be more on the brink. . . ." .

Longtail (Bermuda slang): a person from
off the Island, i.e. a foreigner.

Longtail Business: What we have been
doing for 127 years in a small town on a
mid-Atlantic island.

-                     - 'r*;*
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Risk Manager of the Year
Donald Nelson

Best insurance deal

is worth fighting for1
By KATHRYN J. McINTYRE

PHILADELPHIA-ARA Services Inc. Director of Risk

Management Donald Nelson fights for what he wants.
He uses his sharp wit, keen logic and astute understanding

of insurance and risk management issues convince those
around him that he is right.

But, on the odd occasion Mr. Nelson perceives that some-
one isn't listening to him, he is inclined to shout and pound
his fist on a table to get attention.
 It's what his staff calls his "John Madden Routine," named
for the former Oakland Raiders football coach who was no-

'iorious for his enthusiastic displays of personal opinion both
on and off the field.

 Mr. Nelson's most famous John Madden-outburst exploded
jwhen one in a series of several brokers insisted that he didn't
want to seek bids for a guaranteed-cost insurance program in
1984 because his management wouldn't buy it.

"He almost threw the guy out of his office," recalls ARA
, Corporate Insurance Manager Lawrence Kwasny.
{ Instead, Mr. Nelson started pounding his desk and he re-
 calls shouting something to the effect: "I know my company
i better than you do. I know what I can sell to my manage-

ment. Don't you tell me what I can sell. Just get me what I
ask for."

He was asking for: First-dollar guaranteed-cost primary
insurance to $1 million for workers compensation, general
liability and auto liability with the annual premium paid up
front but discounted to the net present value.
J So was created an insurance program that ARA manage-
jment heralds today for accomplishing three important goals:
fpreserving insurance coverage for the $3.5 billion services
1 company at a time when others are going without; producing
immediate savings; and providing ARA operators with fixed
1 insurance costs.

Mr. Nelson's hard-fought guaranteed-cost insurance pro-
gram is just one reason that he is the 1986 Business Insurance
Risk Manager of the Year.

In addition to citing Mr. Nelson's contribution to the "bot-
tom line for his company and its shareholders," the 10 inde-
pendent judges who selected Mr. Nelson as the recipient of
this year's award also praised Mr. Nelson's "creative, innova-
tive and comprehesive use of tools," his "hands-on approach
to risk management" and his "advanced risk management
practices and professional association involvement."

All these attributes have enabled the 56-year-old Mr. Nel-
son to provide ARA Services with the right risk manage-
ment program for a rapidly growing and changing services
conglomerate over a 15-year career with the company.
i As ARA's first and only risk manager, he continually al-
tered the risk-financing program to meet the company's
changing needs while loss prevention and loss control pro-
grams were developed to protect ARA employees, and
claims-handling procedures were improved to control costs.

When Mr. Nelson joined ARA Services in 1971, liability
insurance for the predominately food service and vending
company with $675 million in revenues was provided under
several traditional incurred-loss retrospectively rated insur-
ance programs with what was then known as Royal Globe
Insurance Co. ARA had insured with Royal for 20 years.

 But, within two years, ARA was on an acquisition drive
,and cash flow was an established priority. Mr. Nelson gen-
lerated approximately $10 million in cash flow by introducing
Iseveral paid-loss retro programs for the various lines of busi-
I ness in 1973, which also were underwritten by Royal.

At the same time, Mr. Nelson drafted with then-broker
Fred S. James & Co. the first version of a broad-form manu-

script liability insurance policy that would continue to be
revised in the coming years to cover the diverse needs of the
growing services company. The form included only two
major exclusions: war and nuclear.

Mr. Nelson and ARA were satisfied with the programs, but
in 1977 Royal said the paid-loss programs could not be sup-
ported by a letter of credit, based on the advice of the New
York Insurance Department.

9 To maintain cash flow for the continually growing com-
pany, Mr. Nelson recommended a captive insurance com-
pany for ARA, which now was generating $1.5 billion in
revenues from expanded food service operations and new
ventures into nursing homes and school bus operations.
, In April 1977, ARA began insuring the first $250,000 of

< losses through a newly incorporated Bermuda-based captive
workers compensation, general liability and auto liability

insurance company: Aramont Co. Ltd. And, a good portion
of the company's coverage was for the first time consolidated
in the captive, managed by International Risk Management
in Bermuda, part of The Reiss Organization.

The 1973 manuscript liability policy Mr. Nelson had

drafted was used verbatim.

Royal initially fronted for
the captive-issuing policies to
ARA and reinsuring 90% of
the risk with the captive-and
provided excess insurance to
$1 million. The reinsurance
was secured by a letter of
credit, which was acceptable to
the New York department.

"In October, The Reiss Orga-
nization came up with a more
advantageous program for
fronting and excess costs," Mr.
Nelson recalls, and ARA
switched from Royal to North-
western National Insurance

Ca
-- 1

But in 1980, Mr. Nelson ob- 4 -
jected to the higher fronting
fees and excess insurance

charges, which Northwestern 5 1, C: .- 10 h. -
National said were justified by

Al-/- Ir- * 64-*®TJ--
332Ziz, UMr. Nelson turned to a 1.J*1»
William R. Schuck of Frank B. 077' 1
Hall of California in Los An-

geles, who advised him to seek ,/I

quotes for a paid-loss retro )YA- id#-
program. ARA had revenues , '...'
of $2.7 billion in 1980 and was
providing construction man-

agement services and uniform 1 Crental services.

American International *#---11- IL
Group indeed offered ARA a -
better deal in Mr. Nelson's

opinion: a paid-loss retro pro- LI-*gram for the first $1 million
limit, with a $250,000 loss limit
per occurrence.

The program was funded :44

with a deposit premium, a let-
ter of credit and a promissory
note. And, again, Mr. Nelson's
policy wording was adopted,
but a cancellation clause was

inserted providing for mutual
acceptable negotiations on
terms at the time of the can-
cellation.

"Everything was working
fine," Mr. Nelson says.

But, in the fall of 1983, Mr. Nelson developed uneasy feel-
ings that the competitive insurance marketplace was going
to change soon and the company could lose the more advan-
tageous aspects of its retro program with AIG.

He remembers sitting on panel at the Philadelphia I-Day
in November 1983 with Stephen Satler, vp of American Re-
Insurance Co., who advised risk managers to "hug your rein-
surers." He predicted that reinsurers would soon stop sup-
porting the competitive pricing that marked the commercial
insurance marketplace in the early 1980s.

At the same, Mr. Nelson was struggling with the problem
of stabilizing insurance costs of ARA operating units, which
the company calls operators.

Under generally accepted accounting principles, the com-
pany had to book expected losses, "so we projected losses and
allocat6d rates to each operation, hoping those were correct,"
Mr. Nelson says.

But, they weren't. "I was no better than the insurance in-
dustry," Mr. Nelson says, referring to insurers' inability to
properly rate risk that led to growing underwriting losses.

"In 1979, I said the cost would be X, but by 1983 I had to
say'You owe me more money for 1979-81.'

"The operators told me: 'I have problems. I don't know
what my costs are going to be. I can't make a profit."'

A commitment to lock in insurance coverage before the
insurance marketplace changed, coupled with his goal to
solve the insurance budgeting problems of the operators who
could not tolerate fluctuations in insurance prices, led Mr.
Nelson to conclude: "It's time to find real insurance."

His idea of real insurance: the first-dollar primary insur-
ance policy with a $1 million limit for workers compensa-
tion, general liability and auto liability risks for all ARA
operations. The insurer was to project losses and then dis-
count them to the present value to arrive at an annual pre-

Photo: Mary Hertehy

Donald Nelson inspects an ARA-operated gift shop at the Philadelphia airport.

mium for the next three years to be paid at the start of each
policy year.

And, Mr. Nelson wanted rates guaranteed at the same
level for three years as well as the terms of the policy he had
written in 1973.

The program not only would serve to fulfill his two goals,
it also would would create immediate savings for ARA be-
cause the premium charge credited the investment income to
be earned upfront.

Concurrently, Mr. Nelson wanted to consolidate insurance
programs that were still rather splintered to obtain a quan-
tity discount. The AIG paid-loss retro program covered only
the operations of the ARASERVE food service and Air/Lei-
sure sectors. Separate paid-loss retro programs were pur-
chased from AIG to cover the operations under the Trans-
portation and Health/Care Sectors.

"And there was quite a bit of self-insurance," Mr. Nelson
said.

With his program defined, Mr. Nelson called in several
brokers in early 1984 who were handling various aspects of
ARA's insurance and told them what he wanted. The bro-

kers: Frank B. Hall & Co. Inc. of California, Fred S. James &
Co. and Alexander & Alexander Services Inc.

"They told me that I'd never convince my management to
buy such a program." Mr. Nelson reports today. That's when
he told them in John Madden terms what he wanted.

Nonetheless, the brokers' proposals "almost all came back
as some sort of a cash-flow program," Mr. Nelson says. AIG,
for example, wanted ARA to continue its present program
under guaranteed terms, but not guaranteed rates. The few
guaranteed-cost, net-present-value programs were unaccept-
able for the discount offered.

"I sent them back to the drawing board," Mr. Nelson says.
Continued on net page
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Continued from previous page nizes it will be difficult to do now

In the meantime, Mr Nelson had mentioned his insurance  Mr Nelson negotiated the guaranteed-cost insurance and
idea to Joseph Giampetro, executive vp of Alexsis, the A&A loss portfolio transfer in the nick of time, before the competi- ARA Services
subsidiary that had been handling ARA's claims since 1980 tive insurance marketplace turned into a nightmare for risk
"I hadn't thought of Alexsis, but Joe was here and I told him managers, he stresses today
what I wanted and he asked for a crack at it," Mr Nelson 5 "I got away from this terrible market," Mr Nelson says
says with relief "I could not duplicate this program today The is a quiet giant

Alexsis succeeded where the other brokers failed It ob-  Lopportunity to do this ended in mid- to late 1985 "
tained a quote from Crum & Forster to provide Just what Mr Mr Nelson knew he was shaving it close in May 1984
Nelson wanted, covering all ARA operations ranging from Indeed, he was so convinced that time was of the essence that
trucking to day-care centers to nursing homes to food ser- he paid a midterm cancellation penalty to get out of the of a company
vice The only excluded risks medical malpractice in the , paid-loss retro with AIG

emergency rooms and general liability coverage for the air-  "If we had waited until October, we never would have Unless you live in Philadelphia or are very observant of
port ground services operation and the Sugarbush ski area , gotten it," Mr Nelson says of the guaranteed-cost insurance the name on a vending machine, you may not know ARA
Each of these is insured under separate programs due to "It's the best move I ever made in my entire career," he Services Inc
their specialized risks says with 20-20 hindsight But, he never doubted it would be But, you certainly have drunk coffee brewed in an ARA

Mr Nelson credits Robert Needle, then sales and market- The guaranteed-cost net-present-value insurance program vending machine, eaten food cooked by ARA staff, bought a
ing manager for the Eastern Division of Alexsis, for devel- would have been appropriate for any company with a large newspaper or paperback book that was distributed by ARA,
oping a program that could be marketed to insurers and volume of claims that was buying a cash-flow insurance or perhaps even skied on its slopes
reinsurers While the insurance company issued the insur- product and having difficulty accurately predicting losses, ARA is the world's largest services management company,
ance coverage, the bulk of the risk and premium was rein- Mr Nelson says with $35 billion in 1985 revenues generated by more than 50
sured with A&A's Bermuda-based subsidiary, Hemisphere Any company that didn't have the cash but needed the lines of service businesses in all 50 states, Puerto Rico, seven
Marine & General Assurance (Bermuda) Ltd Hemisphere program could have borrowed the money from a premium foreign countries and on offshore 011 drilling rigs Its 112,000
then obtained reinsurance exceeding the predictable loss finance company, he notes employees provide services daily to 10 million people
layer of $250,000 and the premium available to pay expected 1 While proud of his program, Mr Nelson says he made one Since Dec 19, 1984, ARA has been privately held, pri-
losses lmistake marily owned by a group of more than 350 company execu-

"They used their expertise in self-insurance excess pro- 1 "I didn't buy a $2 million limit " tives and managers
grams to create a first-dollar program," Mr Nelson observed  Mr Nelson says today that he didn't anticipate in 1984 that ARA's largest business sector is ARASERVE, whose six

Mr Needle is now managing vp of Alexander & Alex- the umbrella market would contract as much as it has "The operating divisions provide food service to millions of peo-
ander Inc in Philadelphia umbrella market lS worse than the primary market," he ple Clients include 375 of the Fortune 500, the Pentagon,

With his proposed guaranteed-cost program in hand, Mr says and enough schools, universities and nursing homes to make
Nelson then had to convince management that it wanted to Mr Nelson lS now negotiating to renew ARA's $100 mil- ARA the largest institutional food service
part with more than $35 million in premium in one fiscal lion of umbrella coverage that expires May 1 And, like other In addition, more than 400,000 meals are served daily at
period He easily convinced his immediate superior, Vp and risk managers, Mr Nelson is finding insurers are demanding more than 350 nursing homes and hospitals in 44 states and
Controller Anthony Tanzola, who has been his boss since higher prices, are distancing themselves further from the Puerto Rico by ARA's Healthcare Nutrition Services
hiring him in 1971 risk by attaching higher layers and want to issue claims- And, ARA's Vending Services Divi-

"I Just asked, 'Are you sure?"' Mr Tanzola recalls made policies sion serves 2 million people from more
After all, Mr Nelson's original cash-flow program, then A qoute offered last month from Peter Wilson at H S than 66,000 vending machines, while

the captive program, then the second cash-flow program had Weavers (Underwriting) Agencies Ltd in London for $20 ARA/Cory Refreshment Services
all been "excellent for the time," Mr Tanzola said million of limits was "considerably more than we paid last serves coffee and snacks at 150,000 10-

Together, Mr Nelson and Mr Tanzola sold the merits of year for $100 million excess of $1 million," Mr Nelson said cations in 39 states

the program to Executive Vp and Chief Financial Officer "We wouldn't buy the same limits at these prices," Mr ARA also has fed the Olympic ath- services
Francis J Palamara and the three Nelson says letes each Olympics since 1968, except
of them went to ARA's chairman - And, the coverage attaches excess in the Moscow games ARA did not bid on those games,

The program was approved 'The company can't afford a of $1 5 million to $5 million-de- which the United States ultimately boycotted
ARA management approved the pending on the exposure-instead ARA lS more than the food and vending service companylarge uninsured loss, and weguaranteed-cost net-present-value of $1 million, and is offered on Mr it began as in 1959

program for the reasons Mr Nelson can't afford some of the Wilson's claims-made form, not the ARA's Air/Leisure Sector furnishes food, refreshment
developed it to lock in a three-year expiring occurrence coverage that and concession services for stadiums, convention centers,
guaranteed rate and to fix the oper- premiums I'm hearing,' Mr. Mr Nelson wants national and state parks, airports and gourmet restaurants,
ators' costs The operators were now Nelson explains. Brokers Frank B Hall & Co of including the "95th" atop Chicago's John Hancock Center
guaranteed that in years to come California and Alexander & Alex- And, in addition to feeding people trapped in 19 major 

\ I they wouldn't be paying more for 9 ander Inc together are working on airports, ARA's Aero Enterprises manages gift shops and
g their insurance coverage in 1985, the umbrella renewal newsstands, while ARA's Ground Services Inc provides
11986 and 1987 than their original charge in each of those Meanwhile, Mr Nelson lS trying to negotiate another $1 ground service to more than 70 commercial airlines at 23
years million layer under the primary guaranteed-cost program, major airports in the United States and the Caribbean

And, the cost savings to the company were just as impor- supported by a reinsurer, to bring the occurrence-based cov- Air/Leisure also operates the Sugarbush ski area in Ver-
tant as cash Charges were reduced 25% in 1984 and 50% in erage to $2 million mont, hotels in national parks and ARA's Environmental
1985 from what would have been accrued under the paid-loss Even with a $2 million primary, there would be a gap in Services Inc, which provides Janitorial and maintenance
program had it remained the same In dollars, the savings coverage for auto liability risks, which Mr Wilson says he services to businesses And, Solon Automated Services sup-
since May 1984 exceed $10 million will insure only excess of $5 million Mr Nelson expects to plies multifamily housing with more than 200,000 washers

And, these savings figures do not calculate what ARA's purchase a swing plan-a variation in a paid-loss retro-to and dryers
costs would have been in the current high-priced and capac- cover the gap The Distributive Sector includes ARA's Magazine and
tty-short commercial insurance market if lt had not locked And, to build additional excess coverage, ARA may invest Book Division, which is the largest distributor of periodicals,
in coverage in one of the giant multiowner insurance companies being delivering annually more than 500 million copies of periodi-

In May 1985, the program was extended with Crum & For- formed offshore to provide their owners with excess insur- cals to 20,000 retail locations across the country
ster for coverage in 1987 to continue through 1988 at a 10% ance, such as X L Insurance Co Ltd Marsh & MeLennan It also includes ARATEX Services, which rents uniforms,
increase to be paid in 1987 And, the program was amended Cos Inc, which is organizing XL, hopes the insurance com- hnens, maintenance items and career apparel to 300,000 eli-
to provide for quarterly payments to ARA covering the ex- pany will participate in a slip that will provide X L owners ents, and lS the largest garment and textile rental company
pected claims payments each quarter with liability insurance limits of $75 million excess of $25 Where it is not the largest, ARA lS often second-largest

The effect was a cash-flow advantage for ARA, although if million (BI, March 19) ARA's Health/Care Sector operates 160 Daybridge Learn-
claims exceed the budgeted amount, ARA pays the differ- In the past, ARA has decided against investing much of its ing Centers in 13 states attended by more than 23,000 chil-
ence, subject to an annual aggregate cap But, if claims pay- capital in the insurance business The only recommendation dren, the second-largest day-care center chain And ARA
ments do not exceed the quarterly budget, ARA keeps the of Mr Nelson's turned down in 15 years involved this very Living Centers operates 290 long-term care facilities in 12 
savings issue He wanted ARA's captive to underwrite general rein- states for the elderly, the disabled and the mentally handi-

In March 1986, however, both Crum & Forster and ARA surance and life insurance for employees, but senior man- capped, making ARA the second-largest in nursing homes 1
mutually agreed to terminate the contract, which had in- agement did not This service sector also provides emergency room manage-
cluded a non-cancellation clause except for non-payment of ARA management may have a different viewpoint on ment services, staffing 400 hospital emergency rooms in 43
premium cpntributing capital to become a shareholder m X L states, and health care services for 30 correctional facilities

Old Republic Insurance Co became the new insurer and ' 66The company can't afford a large uninsured loss, and we ARA's Transportation Sector includes ARA Smith's, with
wanted a full three years under its program, extending the can't afford some of the premiums I'm hearing," Mr Nelson more than 8,000 vehicles
coverage through 1989 explains Under the International Sector, six companies employ

 In addition to fixing operators' future insurance costs, Mr ,While tackling the excess insurance problems, Mr Nelson more than 12,000 people in food and restaurant services
Nelson addressed the problems of the past is Inot sitting back basking in the glory of his past accom- Wholly owned subsidiaries operate in Belgium, France, the

He capped liabilities for prior years' costs by selling the plishments United Kingdom, Germany and Spain, while ARA is en-
loss reserves for fiscal years 1979 through 1983 held by Ara- He travels about 25% of the time, explaining and helping to gaged m Joint ventures in Canada and Japan
mont and under the AIG paid-loss retro program implement risk management programs throughout ARA, ARA International also provides food service on 011 rigs in

And, the loss portfolio transfer saved ARA an immediate which has decentralized management control-including the North Sea and the Gulf of Mexico
\$3 2 million risk management Only the risk financing aspect of risk For those who have a difficult time digesting these statis-

The July 1, 1984, loss portfolio transfer also was facilitated management remains a centralized corporate function ties, ARA has compiled some interesting descriptions to por-

by the use of A&A's Bermuda-based Hemisphere, which as-  As corporate risk manager in a decentralized environ- tray the size of its service business
sumed the loss reserves and purchased aggregate reinsur- ment, Mr Nelson is in demand as a consultant to the operat- • 334 million gallons of coffee are sold annually from
ance ing units of ARA and their personnel assigned to risk man- ARA vending machines, enough to fill 67 swimming pools

Aramont then paid a $12 million dividend to ARA, 'after agement duties And he works with them, giving them ad- • If all the milk cartons sold in one year by ARA's School
starting with $120,000 in 1977 "People like to say their cap- vice on how to improve their programs Nutrition Services Division were placed end-to-end, they
tives made money," Mr Nelson comments, "but it's internal "I talk to operators, to line of business management, about would stretch from New York City to Los Angeles
money " insurance, safety program and claims," Mr Nelson says "It's • The 8 million spools of towels rented to businesses con-

The captive did write some third-party risks through The constant communication " tain enough material to circle the globe more than eight
Reiss Organization "We didn't lose money, but we didn't He adds "You are never finished improving safety and times
make money either," Mr Nelson admitted claims administration I am always looking to do it dif- • The American cheese and sliced bread ARA uses each

Aramont is still licensed in Bermuda, in case it is needed in ferently-and always asking 'How can we do it better?"' day would make a stack of cheese sandwiches higher than
the future And, he continues to evaluate his prized guaranteed-cost Mount McKinley, at 20,320 feet

Loss reserves for claims under the retro program from insurance program • The weekly load of paperbacks distributed by the Mag-
October to May 1984 were not sold, Mr Nelson notes, because "I have to watch our programs I can't sit here and let the anne and Book Division totals 450,000 pounds, about the
the loss experience was considered "too green" to properly program ride That's one reason I have never collapsed the weight of the Statue of Liberty
price the loss portfolio transfer captive • The 22 million gallons of diesel fuel used by

"My goal is to find a buyer," Mr Nelson says, but he recog- "Who knows what business changes are ahead " ARA/Smith's would drive a truck to the sun and back
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Insurance coverage costs ARA $40 million
By KATHRYN J. McINTYRE lion aggregate limit The policy is subJeet to a $300,000 1

ARA also purchases $10 million deductible for all claims plus a
It takes $40 million and six bro- of medical malpractice insurance $10,000 deductible on each of the Bonding not a problem

kers and their subsidiaries to insure excess of $4 million, self-insuring next 15 claims
the diversified businesses of ARA the $2 million gap that Mr Nelson The coverage, which costs Missing a bid bond could cost an ARA Services Inc company a
Services Inc found too expensive to buy $750,000, is brokered by Associates contract

Of the $40 million insurance bud- "We're comfortable we won't of Glens Falls Inc in Glens Falls, But, bid bonds are not the problem they could be because two
get for 1986, in excess of $35 million pierce the $2 million," Mr Nelson NY, the East Coast representative members of the ARA corporate risk management department have
is the annual cost of the guaran- says, but he considers it prudent to of Seattle-based Pettit-Morry Co , a the power of attorney to issue bid bonds and contract bonds at the
teed-cost net-present-value pri- purchase insurance for a catastro- major broker for ski areas ring of a telephone
mary insurance program providing phe ARA's more than $1 billion in "A company will call at 4pm and want the bid bond by 430,"
a $1 million per occurrence limit The $12 million in limits costs property is insured under an all- explains Director of Risk Management Donald Nelson
for workers compensation, general ARA about $2 million risk manuscript policy issued by The bond is handed to a member of the ARA unit requesting the
liability and auto liability risks (see Mr Nelson notes that ARA does Continental Casualty Co , a subsidi- bond, who can deliver it whereever it is needed

story, page 120) not need more than $14 million in ary of CNA Financial Corp, and Mr Nelson and Corporate Insurance Manager Lawrence Kwasny
Umbrella liability insurance of medical malpractice insurance be- brokered by Alexander & Alex- have the power of attorney to issue the bonds on behalf of National

$100 million excess of $1 million is cause "in the emergency room our ander Inc Fire Insurance Co of Hartford, a CNA Financial Corp unit
costing ARA $2 1 million this year, people stabilize you and then turn The policy, purchased in October, ARA issues 50 to 100 bid bonds a month and 600 to 700 contract

which is a "considerable increase you over to an admitting physician provides $25 million of replace- bonds annually-the production of an entire branch office of a
from the previous year," says or your own physician " ment cost coverage per location surety company
Director of Risk Management Don- Healthcare Insurance Services and per occurrence, subject to a But, Mr Nelson does not exercise his contract bond power too
ald Nelson Inc in Houston brokers the medical $25,000 deductible per loss Cover- often, he says He prefers to have the bonding company issue the

The cost doubled this year due to malpractice insurance both to AIG age for earthquake and flood losses contract bonds, which can represent long-term commitments in ex-
increased costs to replace an expir- and in London, in conjunction with is included, subject to a $100,000 de- cess of $100 million And, contract bonds generally are not requested
ing special layer of $10 million ex- Associated Agencies Inc in Chi- ductible or 5% of value in Califor- on a rush basis, he notes

cess of $1 million covering ARA's cago nia, whichever is greater The bid and contract bonds issued are mostly in connection with
Health/Care Sector The coverage Associated Agencies was ARA's "It's a low per-site limit for a food service work for government entities such as colleges, stadiums
was needed because the umbrella first broker when the company was company this size because we do and state-run hospitals Government entities require service provid-
insurers on ARA's $100 million formed in 1959 and continues to not have a large single facility," ers be bonded to ensure they will fulfill their contract
program would not cover the risks work with other ARA brokers on Mr Nelson commented Mr Nelson is a bit bemused by the bonding requirement, since
of this sector-including nursing various proJects The policy also includes coverage suretyship is not insurance. 44I try to convince our clients that we
homes and day-care centers- The largest liability limits pur- for extra expenses incurred to get have as good a financial base as the insurance company, and since
below $11 million chased by ARA cost about $1 mil- back into business after a loss Bum- we are guaranteeing it to the insurance company, we could guaran-

The premium for the replace- lion $200 million of coverage for ness interruption coverage is not tee it to them and save the premium cost for all concerned "
ment coverage in October 1985 shot ARA's Ground Services Inc, which purchased except under contrac- The bonding contract was negotiated by The Simkiss Agency Inc
up to $1 million from $89,000 the provides ground services at major tual relationships, because ARA is in Philadelphia.
year before, and the limits were re- airports around the country in- committed to getting back into
duced to $4 million excess of $1 cluding de-icing airplanes business as soon as possible after a
million The first $100 million is under- loss While other companies are losing owned trucks that sometimes trans-

Mr Nelson continues to try to written by Aviation Office of The property policy also provides their D&0 insurance-and as a re- port medical supplies It is brokered
find coverage to fill the gap America and the second $100 mil- automatic coverage for new loca- sult also are losing members of by Hall

Almost as expensive as the cur- lion is insured in London, with tions, with the premium based on their boards of directors-ARA has ARA-owned aircraft are Insured

rent umbrella and excess insurance British Aviation Insurance Co as property owned at the beginning of D&O insurance under a three-year with United States Aircraft Insur-
programs for almost all ARA oper- the lead the policy year executive risk policy negotiated at ance Group for hull values, and a
ations is the $12 million of medical Frank B Hall & Co of California The rate for the property insur- year-end 1984 with Federal Insur- $20 million primary aviation habil-
malpractice insurance for ARA's in Los Angeles and Hall's London ance doubled the expiring rate, ance Co, a Chubb Group unit ity policy underlies the umbrella
Spectrum Emergency Caredivision subsidiary Leslie & Godwin PLC Jumping to 12 cents per $100 of The policy, which costs $500,000 program This coverage also is bro-
that staffs and manages hospital place the coverage value from 6 cents-a reflection of annually, was renegotiated with kered by Hall
emergency rooms The only other ARA operation higher pricing in the commercial Federal at the time of the le- ARA continues to self-insure

First-dollar primary medical requiring separate liability ccver- property insurance market veraged buyout of ARA some risks, such as workers com-
malpractice insurance is under- age is the Sugarbush ski area in Previously, ARA purchased Chubb's executive risk policy, pensation in the monopolistic states
written by an American Interna- Vermont, which is insured under a property insurance from several brokered by Hall, Includes not only of Ohio and West Virginia Excess
tional Group Inc company under $20 million policy placed in the companies under a layered pro- D&O insurance but also crime cov- insurance is purchased from Old
an occurrence policy with a $2 mil- London market gram provided by a managing gen- erage and fiduciary liability insur- Republic Insurance Co and claims

eral agent and brokered by Hall ance The crime coverage is subject are adjusted by Gates McDonald
But, the MGA lost its capacity to $50,000 deductible Harrington Compensation Consul-

Wholly owned international op- Although not high-pneed, a novel tants in Columbus, Ohio
\ erations in five European countries insurance policy developed for ARA ARA also will soon self-insure its

 and the food services operations on allowed its Health Care Sector's Cor- risk of gradual pollution losses

Excess and North Sea offshore oil rig opera- rectional Medical Systems to land An environmental impairment
tions are now insured under a three contracts lt otherwise would liability insurance policy with $10
global manuscript policy covering not have bid to service million in limits purchased from
property and liability risks issued Thesystem had the chance to bid underwriting manager Shand,

Surplus Lines by Chubb International on providing total medical services Morahan & Co in Evanston, Ill,
The coverage, effective last year, to several state prison systems on a will not be renewed this month

replaced what had been individual fixed-cost basis Shand pulled out of the EIL mar-
programs and for the first time It's not difficult, after studying ket in January 1985, as have most
provides difference-in-conditions the medical history of inmates, to other insurers
coverage for both property and lia- project the medical needs of a ARA's guaranteed-cost insur-Reinsurance, bility risks, wrapping around local prison population, which is nor- ance, however, continues to pro-
policies as required Limits are mally young and healthy vide coverage for sudden and acci-
written and losses are paid in U S But, the management of the sys- dental pollution claims

Treaty and dollars under the policy to ensure tem told Mr Nelson they had con- One broker no longer placing in-
that losses aren't compounded by cerns about pricing the bid to ac- surance for ARA continues as a
foreign exchange fluctuations commodate for the risks of riots, consultant Insurance Management

Mr Nelson started working on fires, epidemics or natural disasters Corp in Kansas City, which had

Facultative consolidating coverage for interna- that would require using outside been the day-care centers' broker
tional operations in 1979, but in medical services and create cata- when they were acquired in the
1985 he went to Europe determined strophic medical costs early 1980s and continued on the
to succeed Mr Nelson discussed the prob- account until May 1984, when the

"I wanted the broadness of aUS lem with his longtime broker and day-care centers' insurance was
form," Mr Nelson explainsTheWetzel adviser, William Schuck of Hall in brought into the blanket program

Reed Stenhouse Cos Ltd in Los Angeles Mr Schuck, in turn, Now, IMC helps develop risk
London, which had been the bro- went to Hall's employee benefits management programs for the day-
ker for the Belgian subsidiary, con- experts, who suggested drafting a care centers, such as evacuation

Company, Inc.
solidated the splintered coverages policy along the lines of group plans and medicine control proce-
that had been placed by other bro- medical plan stop-loss insurance dures IMC also advises claims ad-

kers, including Stewart Wrightson Underwriters at Lloyd's of Lon- min istartor Alexsis Inc on any
in London don accepted the proposal to write claims against the centers .

Local brokers continue to serve a policy capping the system's costs
ARA foreign operations, but they for outside medical services over an
are now paid on a fee basis for ser- expected amount, after ARA satls- On the cover

P 0 Box 66452 vices rendered, such as contract re- fies a self-insured corridor
The cover photograph ofview and the issuance of required While the premium was "nomi-

Houston, Texas 77266 Donald Nelson, director ofpolicies nal," Mr Nelson said, "without this
AC713/621-6033 risk management at ARANot only is the new consolidated insurance, they would not have
Telex. 76-2053 Services Inc, was taken bycoverage broader, but it also saved written the contracts "

ARA 20% on its international insur- Mary Herlehy, chief photog-ARA now purchases three such
rapher for Crain Communi-ance costs The current cost is about policies from Lloyd's underwriters

$600,000 cations Inc, at a gift shopAmong other small-premium
operated by ARA ServicesMeanwhile, ARA is one of the miscellaneous policies purchased
Inc in the Philadelphia In-fortunate companies to have a by ARA are a nuclear risk policy
ternational Airportdirectors and officers liability in- underwritten by American Nuclear

surance premium to pay Insurers to cover the risk of ARA-



Nelson may raise his voice,
but don't take it personally

PHILADELPHIA-Donald Nel-

son has a short fuse, but he does not
hold a grudge.

The director of risk management
at ARA Services Inc. is known to

raise his voice and bang on tables to
make a point, but he isn't attacking
anyone personally.

"When Don feels he is right, he
does have a tendency to be dog-
matic and vocal," says William R.
Schuck, president of Frank B. Hall
of Calfifornia in Los Angeles, who
has known Mr. Nelson for 15 years.

"But he doesn't let it interfere

with a personal relationship," Mr.
Schuck says. "No matter how
angry or upset Don appears to be in
a discussion, it does not have a

bearing on you personally."
"I don't get mad at people as indi-

viduals," Mr. Nelson says. "I'm mad
at myself that I haven't properly
conveyed my position."

And although his temper is leg-
endary at ARA, Mr. Nelson also is
known as affable and fun-loving.

"I've never heard so many jokes
in my life," contends Corporate In-
surance Manager Lawrence
Kwasny.

Mr. Nelson is also complimented
by those work with him for his
honesty and his integrity in his
contact with everyone, which is
just as sincere when he deals with
insurers and brokers as when he
deals with his staff.

Mr. Nelson-married for 34

years and the father of three grown
daughters-generally is in good
humor because, he says, he likes
risk management-especially at
ARA.

He started his career as an un-

derwriter in April 1949 and two
years later became an insurance
broker. Ten years later he switched

, to risk management.
' "You can see things through to
completion as a risk manager," Mr.
Nelson says. "After you underwrite
it, it's in the file, but you don't get
involved in the business. If you are
a broker, you visit people, sell them
a program, but you are not part of
the program.

"Now, I follow it through. I get a
concept and I talk management
into it."

But, he credits his experience as
an underwriter and broker for im-

proving his understanding of
 others' positions in negotiations.
i Mr. Nelson's first risk manage-
ment position in 1963 was as assis-
tant insurance manager for United
Engineers & Constructors Inc. in
Philadelphia. He had left brokering
after the brokerage where he
worked merged with Marsh &
MeLennan Inc.

Mr. Nelson moved to L.B. Foster

Co. in Pittsburgh in 1969 for a pro-
motion to insurance manager, but
soon returned to his native Phila-

delphia to become the first insur-
ance manager at ARA Services Inc.

Fifteen years later, he says: "I
like the dynamics of ARA-the
constant change.

"And I like working for Tony,"
he adds, referring to Anthony Tan-
zola, ARA's vp and controller who
hired him in 1971.

"He treats me like I treat my
people. I have the freedom to get
the job done."

Freedom to get the job done,
however, can interefere with one's
personal life.

Mr. Nelson and his wife, Elaine,
were scheduled to celebrate their

25th wedding anniversary in 1977
with an auto trip through the
South, including a stop in Ashe-
ville, N.C., where Elaine was born.

But the trip never occurred. In-
stead, Mr. Nelson stayed in Phila-
delphia to address the finance com-
mittee of the board of directors on

the proposed incorporation of a '
captive insurance company.

Mr. and Mrs. Nelson did cele-

brate their anniversary: Dinner at
the Hotel DuPont compliments of
ARA.

Mr. Nelson's commitment to risk J
management is reflected not only 1
in his work at ARA but also in his

contributions to the profession.
"He's always reading, studying

and keeping current," comments
Mrs. Nelson.

After obtaining a bachelor's de-
gree in business administration
from Temple University in 1956,
Mr. Nelson went on to earn the

Chartered Property Casualty Un-
derwriter designation in 1964.

He later participated in a re-
search committee that wrote "A

Study in Risk Management," which
is a required textbook in the CPCU
curriculum.

Now, Mr.Nelson grades examina-
tions for the C.P.C.U. and Associate

in Risk Management designations.
Mr. Nelson speaks at national

conferences of the Risk & Insur-

ance Management Society, meet-
ings of the Society of Chartered
Property Casualty Underwriters
and Philadelphia "I" Day meetings.

1 Mr. Nelson also has served as
president of the Delaware Valley
Chapter of the Risk & Insurance
Management Society and as a na-
 tional director of RIMS. .

Perhaps no field ofendeavor
is as personal or as emotionally
charged as the practice ofmedicine.
While dedicated to saving lives,
the medical practitioner is acutely

vare ofthe risks that exist not

only f6r the patient, but for himself
as well.

At John E Sullivan, we're
known for placing the traditionally
more difficult types ofmedical
malpractice reinsurance. It's

i
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Photo: Mary Herlehy

Risk Manager of the Year Donald Nelson and his wife, Elaine.

a reputation we've earned by
consistently seeking out unex-
pected solutions. Which is one
more reason John F. Sullivan is

in the enviably robust financial
position it is in today.

And, no matter how risky the
world becomes, we'll continue to
search for ways to help people
handle it.

JOHNESULLIVAN CO.
REINSURANCE

Sedttle . Ncw York . Philadelphia · Los Angeles · Dallas · Toronto · Vancouver · Iontrcal
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Delmer Ison
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Ison puts brakes on transit system risks
By DAVE LENCKUS

WASHINGTON-Noting that he turns 65 in
July, Delmer Ison figures he will retire at year-end
as risk manager of the Washington Metropolitan
Area Transit Authority.

Yet, in the same breath-but with a little more
fire in his voice he says he is kicking around a few
more ideas on how to further improve the self-in-
sured 'workers compensation program for the
WMATA's bus and rail transit operations in the
District of Columbia area.

Maybe after he molds those ideas into reality, Mr.
Ison can leave the WMATA a little more easily, he
says.

Since his appointment in October 1983 as the au-
thority's first risk manager, Mr. Ison has been con-
sumed with reducing workers compensation costs,
which he has accomplished by totally reshaping the
authority's workers comp program.

But, even if Mr. Ison retired today, his risk man-
agement legacy at the transit authority would be
highly impressive. For example, under Mr. Ison's
revamped program:

• The WMATA's outstanding workers compen-
sation liabilities have been trimmed 35%, from $31.3
million in 1982 to $20.3 million in 1985.

• Unfunded liabilities were cut even further to

$7.8 million from $31.3 million in 1984.
• An $11 million reserve was established to

promptly pay claims, thus avoiding about 25% in
the added claim expenses that the WMATA typi-

tally incurred by deferring claim payments
• Open claims were slashed by 84% to 898 in 1985

from 5,666 in 1982

• Reported claims dropped by 39%, to 1,686 in
1985 from 2,761 in 1982

What's even more impressive is that the
WMATA's workforce grew by 27% to 8,400 from
6,600 during the same period

'One thing rue learned in
working for a government

entity is that you'ue
got to be aggressive;

Delmer Ison says.

In addition, Mr. Ison managed last summer to
renew numerous property/casualty policies for
both the WMATA's transit operations and its con
struction program with the same limits as the ex-
piring coverage at rates only 60% greater than the
previous year's rates and with minimal coverage
gaps (see story, page 128)

This coverage includes property and liability in-
surance covering the WMATA's fleet of 1,329 buses

fy

that are expected to tranport more than 132 million
passengers 47 million miles in fiscal year 1987. It
also covers the 446 rail cars that the authority
projects will carry 117 million passengers during
the next year

WMATA's tangible assets-transit facilities and
other buildings, revenue vehicles and other equip
ment, and land are valued at about $7.8 billion,
according to the authority's 1985 annual report.

In recognition of Mr. Ison's accomplishments, the
judges of the Business Insurance Risk Manager of
the Year competition named him to the 1986 Risk
Management Honor Roll, representing government
entities.

Mr. Ison credits his success to the support he has
received from WMATA's top management and the
attitude that he and the authority's risk manage-
ment team bring to the job.

As Mr. Ison talks about his risk management phi-
losophy, he sprinkles his thoughts about assistants,
contractors, brokers and himself with the word
"aggressive" which belies his easygoing manner
that shows his Kentucky roots.

In fact, aggressiveness is his only risk manage-
ment tenet, he says. He hits risk management prob-
lems head-on at full steam and pushes top manage-
ment for changes that he believes in.

"One thing I've learned in working for a govern-
ment entity is that you've got to be aggressive to get
anything done. And I'm aggressive," Mr. Ison said.

He also expects and receives the same work
Continued on next page
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Transit authority risks for WMATA, along with his legal and administrative back- promptly pay workers compensation claims
ground," said William A Boleyn, the authority's assistant • There was an excessive amount of orthopedic injuries,

Continued from previous page general manager for finance and comptroller which were often treated improperly
ethic from his staff of 20, to whom he gives major credit for "He immediately addressed several serious risk manage- • The cost of medical care was excessive

implementing the authortty'Ss risk management program ment problems costing us millions of dollars annually and • Modified duty and rehabilitation programs were not
For example, referring to Richard Barnes, his chief assis- which threatened to get worse Now WMATA has a con- available to claimants

tant and the head of the risk management office's workers trolled risk management system supporting the operational • The authority did not structure settlements
compensation branch, Mr IsDn said "I have no qualms about needs of the organization," Mr Boleyn wrote in his letter no- Mr Ison immediately moved to establish a reserve fund
giving Rick the malor credit for many of the workers eom- minating Mr Ison for this year's Risk Manager of the Year that would fully fund the authority's outstanding workers
pensation programs whic: have supplemented the great work competition He is Mr Ison's immediate supervisor compensation liabilities within five years
of Crawford & Co," the authority's claims adjuster Mr Ison recalls when the WMATA's general manager, Car- Prior to 1984, the WMATA's annual workers compensation

Although Mr Ison was appointed risk manager Just 21/2 men E Turner, asked him to become the authority's risk claims payment budget did not account for the added costs
years ago, his risk maragement duties with the WMATA manager "She said, 'I want you to straighten out that mess/" incurred by defernng some claim payments during previous
began in late 1966 whei the authority was formed by the referring to work comp claims years, he explained Because the authority did not budget for
Washington Metropolitan Area Transit Commission The The WMATA began totally self-insuring its workers com- those added incurred costs, claims liabilities in the current
commission then regulated area mass transit pensation exposures in July 1981 after its per-occurrence re- year nearly always exceeded the budget That meant the au-

Mr Ison, who at the time was the commission's executive tention climbed over a 10-year period to $2 million from thority had to again defer paying a portion of the current
director and chief executive officer, was named the ne,& au- $100,000 year's claim liabilities
thority's corporate secretary and treasurer In fact, he was the "We felt that with a deductible that high, our exposures That vicious circle was costly Deferred payments were
authority's first employee. would never reach those limits," Mr Ison explained costing the WMATA nearly 25% of its $14 million in outstand-

Mr Ison assisted in organizing and staffing the WMATA, At the time Mr Ison was appointed risk manager, workers ing work comp liabilities at the time, or more than $3 million,
developed and implemented a loss-control program for the compensation claims were handled in-house by inex- annually, he noted
authority's massive subway construction project in the Dis- perienced adjusters, who had been pulled primarily from sec- In mid-1984, the WMATA approved Mr Ison's recommen-
trict of Columbia and suburban counties, and took charge of retarial and clerical ranks The authority did not have a com- dation to establish a $14 million claims reserve, $11 million of
the authority's insurance program puterized risk management information system, so statistics which was appropriated to pay workers compensation claims

Developing the insurance program eventually proved to be were compiled by hand And, most of the claims were settled and the remainder earmarked to pay general liability claims
his biggest challenge For nample, to ensure that all the con- before the formal hearing stage Nearly all of the fund-$13 million-was drawn from the
tractors working on the construction project had proper cov- "Outstanding liabilities had been climbing at the rate of interest earnings of a similar reserve that Mr Ison set up in
erage, Mr Ison devised : w rap-up insurance program cover- over $7 million per year," Mr Ison pointed out 1977 to pay workers compensation and general liability claims
ing all their exposures One of Mr Ison's first recommendations was to contract for arising from the wrap-up program covering the authority's

In addition, Mr Ison and the WMATA's office of construe- workers compensation claims adjusting with a private firm- contruction proJect
tion and general counsel developed a safety incentive pro- Atlanta-based Crawford & Co -and to give the firm full au- In addition, under Mr Ison's five-year plan to fully fund
gram that motivated contractors to improve their safety per- thority from the time a claim is filed to its adjudication outstanding WMATA workers compensation liabilities stem-
formance, thus reducing claims significantly Under the contract, which comes up for renewal at the end ming from operations, the authority agreed to appropriate $1

The wrap-up insurance program and the safety program of the year, Crawford was given authority to contract for re- million in interest earnings from the construction claims fund
are still in place today How ever, the federal government has habilitation, medical management and legal counsel services each year and transfer the money to the operations fund
not appropriated funds to allow the authority to continue con- "If you're going to hold them accountable, you've got to give Since the operations fund was created in 1984, unfunded
structing the 103-mile rail skstem beyond this summer The them the tools to work with," Mr. Ison pointed out workers compensation liabilities have been reduced to $7 8
authority in June plans to open another nine miles of the Under Mr Ison's directive, Crawford immediately imple- million from $313 million And, Mr. Ison now proJects that
system for service, bringing the total number of miles to 70 mented a risk management information system, which would workers compensation claims will be fully funded by next

By the early 19805, after the wrap-up program was com- anchor the WMATA's work comp loss-control program summer, two years ahead of schedule
pleted, Mr Ison had dropped his role as WMATA's treasurer The RMIS breaks down data by department, office and As many as 80% of the authority's workers compensation
to spend more time on the risk management program, though branch-the WMATA has six departments, 35 offices and 119 claims are orthopedic in nature To ensure that those injuries
he still retained his title as secretary branches Not only does the information allow the WMATA are properly treated, Mr Ison contracted in September 1984

"I feel that area was the one most needed to be corrected," to evaluate the performance of its subdivisions, but more im- with Health Care Systems Inc of Washington to review
Mr Ison said, referring to the risk management program portantly, it also builds an awareness of loss control and safety claims

Then, in 1983, Mr Ison who is a lawyer, was selected to throughout the organization, Mr Ison contends Now, after a WMATA employee sustains an orthopedic in-
head the authority's new Office of Risk Management and Data first produced by the RMIS in 1984 indicated that Jury and is examined by his or her personal physician, the
gave up his other duties and titles workers compensation claims and costs were higher than nec- employee must submit to an examination by an HCS physi-

"Del was appointed risk manager based on his notable ac- essary because cian

complishments developing the wrap-up insurance program • The authority lacked a funded reserve program to Continued on next page
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Transit risks consult work comp claims arise
The orthopedic clinic has saved The coordinators are 38 WMATA WMATA's insurance

Continued frompremouspage the WMATA approximately staff members whose part-time re-
An HCS computerized monitoring $500,000, or 25% of orthopedic med- sponsibility is to provide the risk

program evaluates the treating wal costs annually since its incep- management office with informa-
physician's diagnosis and prescibed tion, according to Mr Ison The tion concerning a claim and assist provides extensive cover
treatment, identifying the severity number of lost-time cases involving in its verification
of the injury and a recovery curve orthopedic injuries also has Coordinators also keep their in- By DAVE LENCKUS
of victims who have sustained simi- dropped dividual departments up to date on
lar injuries and indicating whether In a loss prevention effort, the work comp procedures "They're WASHINGTON-While Delmer Ison has focused on the Washington
the treating physician's prescribed WMATA is testing orthopedically an extension of the risk manage- Metropolitan Area Transit Authority's workers compensation program
treatment is suitable designed seats for bus operators to ment office," Mr Ison said since becoming risk manager in 1983, he hasn't neglected the authority's

The WMATA's risk management find a seat design that will reduce In addition, three specialists- other property/casualty insurance programs
office reviews this analysis and re- the number and severity of lower one each for the authority's Mary- Mr Ison says he lS "extremely pleased" with the program covering other
lated HCS reports and recommen- back injuries claimed by drivers land, Virginia and Capital regions exposures that stem from the authority's transit operations
dations to determine how the cases To further trim the fat from -perform their duties on a full- "I don't know of any other transit authority out there that has more than
should be handled medical costs, Mr Ison hired a time basis Like the coordinators, $50 million in coverage," he said, referring to the WMATA's liability

Another element of the program Medical Cost Reductions Systems they are involved in the original limits "We are extremely pleased, and frankly, we are out in front of most
provides for inJured employees to Inc of Bethesda, Md., to audit any investigation of a claim, but they transit companies as far as coverage is concerned "
be examined weekly by certified work comp-related medical ex- also assist adjusters and attorneys In addition, Mr Ison continues to oversee a wrap-up insurance program
orthopedic specialists, who are as- penses exceeding $300 through disposition of cases that covers all the contractors working on the WMATA's rail construction
sisted by the authority's occupa- The firm, an affiliate of National And, the specialists sometimes project That program was put together in 1971
tional nurse Again, those findings Medical Advisory Service Inc, uti- testify as witnesses at workers "There's no way this project could have been built without the wrap-up
are compared with the treating lizes a computer program based on compensation hear.ngs program," Mr. Ison says "The insurance industry couldn't have supported
physician's findings In the event of 16 algorithms, or special methods of The coordinators and specialists it "
discrepancies, the orthopedic spe- studying certain kinds of problems, represent another example of risk All of the coverages for the WMATA's transit operations are written on
cialists and the treating physician to analyze the medical care pro- management team member's ag- an occurrence basis, as are the coverages under the authority's wrap-up

vided a work comp claimant gressiveness, Mr Ison said rail construction insurance program
The algorithms are based on Shirley DeLibero, assistant gen- The WMATA retains the first $3 million per occurrence of liability ex-

medical and surgical ground rules eral manager for bus services and a posures for bus and rail operations and purchases coverage with limits of
established by the American Medi- member of the WMATA's nine- $47 million excess of $3 million
cal Assn for the injury or disease member risk management commit- The excess coverage is led by Indemnity Insurance Co of North
that was treated, validated research tee, first advocated the program America, a subsidiary of California Union Insurance Co, CIGNA Corp's
papers on treatment effectiveness, Mr Ison opposed the plan initially surplus lines affiliate, and brokered by Railroad Insurance Brokers of Los
and usual costs in the geographical but eventually relented to Ms De- Angeles, which specializes in placing railroad insurance
area (BI, Sept 16, 1985) Libero's insistence After Indemnity establishes the lead, Mr. Ison heads to the London mar-

The program, implemented in Mr Ison now calls the program ket with representatives of RIB and New York-based Johnson & Higgins,
September 1985, has reduced au- "the greatest thing since sliced another authority broker, to fill out the remaining layers
dited medical bills as much as 49%, bread when lt comes to solving Mr Ison noted that under the current program, the first $7 million of
saving the authority $250,000 since workers compensation problems " liability coverage above the WMATA's $3 million retention is completely

--eattla its inception, Mr Ison said Overall, by next summer, the au- insured He also estimated that WMATA's brokers have managed to place
"And, we put in a fudge factor," thority's renovated workers com- 75% of the $40 million layer excess of $10 million

I- ciblci he said, referring to allowable pensation program will have cut Mr Ison dechned to name other excess underwriters besides Indemnity
treatment costs "We allow 50% the WMATA's annual claims costs to avoid Jeopardizing the exclusivity of those markets
more than the normal costs to by more than two-thirds, he says The authority insists that the underwriters that provide the WMATA's_- -- Cl 11 Ct  // F 11  make sure people are getting the "I can see a budget of no more operating liability coverage also must write the authority's special railroad

1EXPO 86
therapy they need " than $5 million for fiscal year liability coverage for the same hmits Like its operating liability coverage

The WMATA's risk management 1988," which begins July 1, 1987, program, WMATA retains $3 million per occurrence for special railroad
office last summer established a Mr Ison said That figure Includes liability risks
modified duty program under paid and incurred claim costs "We have insisted that this coverage be written as a package" to create a
which injured employees are In comparison, work comp claim market for the special railroad coverage, Mr Ison said How do I walk placed in alternative jobs until they COStS, including incurred costs, ex- The coverage is required by the four long-haul railroads that allow the

< the fine hne between \ can return to their normal duties ceeded $17 million for fiscal year WMATA to operate a portion of its rail transit system parallel to their
HEALTH SPENDING ) The program, in which 20 in- 1985 and $12 2 million for 1986 The rights of way The special railroad liability coverage would respond if a

& jured employees are now partict- WMATA board has approved a $7 8 WMATA train and one of the long-haul trains collided, regardless of
<HEALTH SAVINGS? pating, is still in the "experimental million workers compensation bud- which train was at fault, Mr Ison says

stage," Mr Ison pointed out get for 1987 However, the authority last year was not able to secure special railroad
However, he estimates that In fiscal 1985, Crawford disposed property coverage, which would cover losses to a long-haul railroad's prop-

workers compensation costs for of 442 cases without hearings Of erty in the event a WMATA train and a long-haul train collided
--

4

employees in the program are 25% the 206 cases that were heard, "We are, in fact, self-insuring that," Mr Ison said But, if such a collision
.-.

1 --- ---/.31/...*..#----*
- lower Crawford's contingent of five law occurred, the authority can draw on a $9 2 million contingency fund estab-

In addition, Crawford adminis- firms won 109 cases, settled 73 and lished to pay catastrophic losses resulting from its construction project- 3 ORG'S __1 - ters a work comp vocational reha- lost 24 Much of the remainder of the WMATA operations'insurance program is
bilitation program, attemptig to In addition, Crawford's attorneys brokered by J&H1 /8 1 /%1
place WMATA employees who are proved in several permanent dis- The authority purchases $30 million of coverage of its own property

THIS NATIONAL on total temporary total disability ability cases that an injured em- above a $250,000 deductible from American Protection Insurance Co of
m Jobs outside the authority If an ployee's disability was caused in Long Grove, Ill, a Kemper Group unitCONFERENCE/ employee later fully recovers, he or part by another injury the em- The property insurance covers the authority's buses, trains and build-TRADE SHOW she can return to the previous ployee sustained in a non-work-re- ings, but not the subway tunnels "We think lt'S a matter of economics,"

WILL TEACH YOU. WMATA position with full senior- lated incident Mr Ison explained 44If we were flush with money, we could insure them
ity Meanwhile, the income from In those second-injury cases, the There are some risks we just decided to self-insure rather than buy insur-

SEPT. 11-13 an employee's new Job offsets his or authority is only required to pay ance for "
her work comp disability benefits the injured employee only 104 Mr Ison added that under the authority's wrap-up construction insur-

HYATT REGENCY "Psychologically, we believe weeks of workers compensation ance program, a builders' risk policy covers the tunnels while they are
these programs will keep people benefits under construction

MIAMI, FLORIDA from going on workers compensa- Mr Ison noted that because of St Paul Fire & Marine Insurance Co writes coverage for the WMATA's
tion unless it's absolutely neces- the "aggressiveness" of Crawford electronic data processing equipment for its stated value of $11 5 million
sary" because employees would attorneys in pursuing second-in- The WMATA retains a $1,000 deductible
rather retain their present Jobs Jury cases, $365,000 was returned to The Hartford Steam Boiler Inspection & Insurance Co of Hartford,

• Over 100 HOM companies than learn new ones, Mr. Ison says the authority in fiscal year 1985, Conn , writes $3 milhon of boiler and machinery coverage The WMATA's
exhibiting The authority's computerized which paid for about half the attor- deductible is $10,000

• 3 days of information work comp structured settlement neys' total fees for the year Lumbermans Mutual Casualty Co of Long Grove, Ill, a Kemper Group
exchange. program, which was Implemented The risk management depart- unit, writes several types of coverage for the WMATA

• New contacts to markets in June 1984, allows the WMATA ment is developing three more pro- • Crime coverage, with a $15 million limit and a $25,000 deductible
nationwide made direct and to develop payment structures of grams designed to trim workers • Transit police vehicles coverage, with a $500,000 limit with no deduct-
m person with the buyers any type and for any period compensation costs further ible The insurance covers third-party liability arising from the operation
and providers in the cost For example, if a WMATA em- • A comprehensive risk man- of transit police vehicles
containment field ployee is permanently disabled, the agement analysis of the entire au- • Automobile fleet coverage, with property and liability combined

program identifies several invest- thority, to identify every occupa- limits of $5 million There 15 no liability deductible, a $100 deductible for
7/jil ments the authority can make at a tional injury risk and existing loss- damage caused by a collision and a $50 deductible for claims for damage

==
151 . fraction of the cost of the ultimate control measures and to design new not caused by an accident

workers comp liability that will to- measures • Garagekeeper's liability coverage, with a $120,000 limit and a $100
"DEFINES THE INDUSTRr tally fund the ultimate liability The program also is expected to deductible The policy covers third-party losses of vehicles attended,

The program's software, devel- improve communications and coor- parked or stored in the garages of the authority's headquarters building
EXPO oped by Brokers' Service Corp of dination between the risk manage- • Snow removal liability coverage, with a $500,000 limit and no deduct-

Providence, RI, also allows the ment office and other authority of- ible. The policy covers liabilities arising from the authority's snow removal
WMATA to analyze the immediate fices operations.

INFO TO EXHIBIT OR ATTEND cost of a variety of payout struc- • A program to charge back the The WMATA also purchases two owners, landlords and tenants liability
MARGARITA S OSBORN tures in minutes "with the touch of cost of all work comp claims to policies through MeFarlin Insurance Agency, a managing general agent in

Show Director

305-44&6242
a key," Mr Ison noted. WMATA departments, offices and Riverdale, Md Northeast Insurance Co of Portland, Maine, writes a

Other programs that Mr Ison divisions $500,000 policy for the authority's bus storage facility Aetna Casualty &
says have contributed "signifi- • A program to provide perma- Surety Co of Hartford, Conn, writes a $1 million limit for an office where
cantly" to solving workers com- nent employment alternatives to the authority stores its construction specifications. There lS no deductible
pensation problems are the coordi- permanently injured employees on either policy
nators' program and the specialists' who cannot return to their regular And, Continental Casualty Co. of Chicago, a subsidiary of CNA Finan-
program These programs apply duties cial Corp., writes $5 million in first-dollar fiduciary liability insurance,
only to employees in the Depart- Mr Ison hopes to implement which covers the trustees who administer the WMATA employee retire-
ment of Bus Services, from which these programs before the end of ment plans
more than 80% of the authority's the year . Continued on net page
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Continued from previous page
The WMATA's intricate wrap-up

insurance. program, which covers
the general liability and workers
compensation exposures of the con-
tractors that are constructing the
authority's rail transit system, has
earned Mr. Ison praise from
WMATA management and the
judges in this year's Risk Manager
 of the Year competition.

One judge commented: "He ap-
plied the management process to a
difficult situation in great fashion
and made himself and the au-

thority winners in my view."
Construction of the rail transit

system began in 1969, and as many
as 600 contractors have been in-

volved in the project at any time.
Between 1969 and 1971, the au-

thority required each contractor to
secure a total of $10 million of gen-
eral liability, workers compensa-
tion and builders risk coverage. But
two years into the project, it be-
came apparent that the commercial
insurance marketplace could not
meet the insurance needs of all the
contractors. A number of contrac-
tors' coverages during that period
were canceled, or insurers refused
to renew them.

And those contractors often

failed to inform the authority they
had lost their coverage. "We never
were hit by any serious claims, but
we always felt we were very fortu-
nate," Mr. Ison recalled. "We felt
very uncomfortable with the situa-
tion."

To prevent ever facing that type
of problem, Mr. Ison implemented
the wrap-up insurance program in
1971, which provides general liabil-
ity, workers compensation and
builders risk coverage to WMATA
contractors.

Under an arrangement that Mr.
Ison negotiated in 1977 with Lum-
bermens, which manages the pro-
gram, the authority pays the in-
surer an annual flat administration

fee.

The fee is currently set at 3% of '
the authority's outstanding liability
for work·comp and general liability
claims arising from the construe-
tion project. However, the fee can-
not exceed $1.6 million in any year,
regardless of the level of the au-
thority's outstanding liabilities.

Currently, the WMATA is pay-
ing a $1.3 million fee, based on
$42.8 million in outstanding gen-
eral liability and workers comp lia-
bilities.

The services Lumbermens pro-
vides for the fee include reviewing
claims, setting reserves and other
"normal functions" an insurer

would perform, Mr. Ison explained.
The WMATA self-funds $3 mil-

lion of general liability and work-
ers compensation exposures per oc-
currence. According to the ar-
rangement, the authority projects
its total liability for the upcoming
year and pays that amount to Lum-
bermens in 12 equal monthly in-
stallments. The authority assesses
its loss record quarterly and adjusts
its monthly premium installment to
reflect its loss record.

For fiscal 1986, the authority
projected it would have to fund for
approximately $12 million of losses.
"But, we're going to be quite a bit
under that," Mr. Ison noted.

. He explained that losses have de-
creased in part because of the slow-
down in construction, which is due
to a drop in federal funds for mass
transit construction.

 After Lumbermens pays the 
WMATA's current losses out of

each monthly installment payment,
any excess amounts are deposited
into a joint reserve fund main-
tained by Lumbermens and the au-
thority. If monthly losses exceed I
the WMATA's monthly contribu-
tion, the insurer withdraws the dif-
ference from the fund.

Under the arrangement, the au-
*ority also must keep the reserve
funded at 120% of outstanding lia-

bilities.

Meanwhile, the authority earns
more than $7.5 million annually in
interest income from the joint re-
serve fund principal of more than
$63.5 million.

Lumbermens also writes a $2
million excess general liability and
work comp layer above the au-
thority's $3 million per-occurrence
retention.

The authority also has $45 mil-
lion in liability coverage excess of
35 million that is written by U.S.
and London underwriters, though
a few coverage gaps exist, he said.

Again, Mr. Ison declined to name
the underwriters to protect the ex-
clusivity of the markets.

If the authority suffers a loss that
pierces a gap in its coverage, the
authority would not find itself
empty-handed, however. Mr. Ison
appropriated $5 million from the
joint reserve fund's interest earn-
ings in 1981 and established a con-
tingency insurance fund.

"We plow the interest earnings
from the contingency fund back
into the fund every month, so it
feeds on itself." The contingency's
fund current value is $9.2 million.

"But, the point of it is we've just
never had those kinds of losses," he
said. "We've been able to control
losses."

The WMATA also contracts with
National Loss Control Service

Corp., another Kemper unit, to in-
vestigate, settle and pay all work
comp and general liability claims
related to the construction project.

NATLSCO also provides loss-
control engineering services, such
as inspecting all construction acti-
vities to ensure that contractors are

following safety procedures.
NATLSCO reports to Metro In-

surance Administrators, a J&H
- unit, which then reports to the

WMATA's risk management office.
The wrap-up program also pro-

vides builders risk coverage, which
covers the loss of construction

work in progress.
Under the builders' risk pro-

gram, which provides $30 million
of coverage limits, the contractor
that triggers coverage pays a
$100,000 deductible. The first $10
million layer is written by Ameri-
can Home Assurance Co. of New

York, a subsidiary of American In-
ternational Group Inc. Philadel-
phia-based Insurance Co. of North
America, another CIGNA unit, and
National Union Fire Insurance Co.

of Pittsburgh, Pa., another AIG
subsidiary, each write about 50% of
the $20 million layer excess of $10
million.

The authority's contingency fund
could be used in the event a loss

pierces a coverage gap, Mr. Ison
noted.

Mr. Isoh believes the major rea-
son the authority is able to secure
as much insurance as it has while
some transit systems are scram-
bling for coverage is because it did
not shop around for the best insur-
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ance buys during the soft market,
electing instead to stay with the
same insurers.

"We've been loyal to our un-
derwriters through thick and thin,
and now they are willing to stand
by us," he said. "When the going
gets tough, they're willing to do
business with us."

But, Mr. Ison goes farther than
maintaining longstanding relation-
ships with brokers and un-
derwriters-about 3,000 miles far-
then Every year, he accompanies
Earl Adams, vp and account execu-
tive with J&H, and Thomas Carey,
president of RIB, when they travel
to London to line up excess insur-
ance for both the operations and
the wrap-up insurance programs.

Along with Mr. Adams and Mr.
Carey, Mr. Ison meets with officials
at C.E. Heath P.L.C., the a·u-
thority's London broker for the op-
erations program, and those at
Willis Faber P.L.C., the London
broker, for the wrap-up program. .

DATA BASE: IRI
Our Total Information System, which contains 1.5 billion bytes of information,
helps us analyze losses, plot loss trends and prepare loss prevention and control pro-
grams for our insureds. The loss information portion of this system codes the cause
of loss 75 diferent ways, ranging from fire, windstorm orexplosion to freezing,
smoke or volcanic action. Also, it accumulates loss data on more than 500 occupancy
classes from airplane plants to wholesale groceries, from hospitals to oil refineries,
from aboveground storage tanks to X-ray rooms. All of this information is of value to
'producers, insureds, and IRI. We want to know how and whythings happened, where
they happened, and what we can do to prevent their recurrence. In property markets,
the lessons of the past direct future activities.

Back in 1982, This Kind ofLossAnalysis contributed greatly tothedevelopment
of OVERVIEW, IRI's total management program for loss prevention and control. Dur-
ing this period, IRI examined 1,169 losses, which totaled $172 million. We concluded
that 97.9% of these losses were related in some manner to management failure in
several areas including smoking regulations, maintenance, pre-emergency planning,
and housekeeping. Without adequate data and without computers to help us massage
it, we mayhave taken several years to develop a program such as OVERVIEW, which
has been implemented in thousands of facilities across this country and around the
world. Although it is difficult to measure how many OVERVIEW-oriented properties
have not suffered'a loss, we know that OVERVIEW works in helping to prevent single
human error incidents from becoming multiple human error losses.

Industrial Risk Insurers is also Applying OVERVIEW to the control of loss as
related to natural hazards such as tornadoes, hurricanes, floods, earthquakes, and
arctic freeze. (Arctic freeze is a phenomenon which has inflicted hundreds of mil-
lions ofdollars ofloss on business and industry throughout the world during the past
fewyears.) That's whyspecial sections inthe Pre-Emergency Planning portion of
OVERVIEW deal with getting prepared for hurricanes, floods, and arctic freeze. When
IRI loss prevention consultants meet with insureds, agents and brokers, these sub-
jects are discussed in detail.

OVERVIEW Enables Companies and Corporations to Manage their loss preven-
tion and control programs in much the same way as they manage manufacturing, or
construction activities. For example, since facility process changes are planned and
budgeted, it makes sense to plan and budget the loss pro-
tection hardware necessary to respond to these changes.
Or, when a newbuilding is planned andbudgeted, so are
the extinguishing systems and loss prevention pro- 1dustrial
grams necessary to keep it functioning. It's all in OVER-
VIEW Just ask your servicing IRI loss prevention isk
consultant for assistance, or contact Mrs. R A Sasso, JrIL

IRI, 85 Woodland Street, Hartford, CT 06102, area code lSureiS(203) 525-2601 and request a complimentary copy of
the OVERVIEW brochure.

-4-13*4 ·:: *St«%*,At
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insured worldwide
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Energetic Ison will never really retire
By DAVE LENCKUS

- 1 «T- 1-r

"I like to move quick," says
Delmer Ison, describing how he
manages the Washington Metropol-
itan Area Transit Authority's risk
management office.

While that energy level has ena-
bled him to solve many of the au-
thority's risk and insurance prob-
lems in short order during his 20-
year tenure, it leaves him a little
uneasy about his retirement at the
end of the year.

"I'm thoroughly enjoying this
risk management. That's one of the
regrets I have about leaving," said
Mr. Ison, 64, who was named to the
1986 Business Insurance Risk Man-

agement Honor Roll, representing
government entities.

And, he says he especially hates
leaving now that the transit au-
thority's risk management program
is seeing the light at the end of the
tunnel.

But, this is a time when family
wishes must take precedence. Mr.
Ison and his wife, Ellen, who have

two daughters and a son, plan on
retiring to Pinehurst, N.C., a re-
nown golfing center where Mr.
Ison bought a piece of property in
1978.

Mr. Ison, the son of a coal miner,

was born and raised in Kingdom
Come Creek, Ky.

After graduating in 1942 from

Chillicothe Business College of
Chillicothe, Mo., he served in
World War II.

Mr. Ison then worked in a cleri-

cal capacity for the Atchison, To-
peka & Santa Fe Railroad, before
heading to law school and earning
a law degree from the University
of Kentucky College of Law in
1951.

Mr. Ison is licensed to practice
law in Kentucky and before the
U.S. Supreme Court and the Inter-
state Commerce Commission Fol-

lowing law school, Mr. Ison was
director of rates and service for the

Kentucky Department of Motor
Transportation in Frankfort. In
that capacity, Mr. Ison established
and regulated rates for all forms of
motor transportation in the state.

"When I got out of law school, I
had to get into a profession where I
could make a living to support my
family," said Mr. Ison.

In 1955, he was named the de-

partment's deputy commissioner of
motor transportation, where he re-
mained until 1961.

From Kentucky, he headed to
Washington, D.C., where he was
named executive director and chief

executive officer of the Washing-
ton Metropolitan Area Transit
Commission, a predecessor of sorts
to the WMATA.

Although the WMATC is still in
existence, it now regulates only

sightseeing and tour buses in the
region.

Mr. Ison was the first employee
of the WMATC, which regulated
the area's mass transit system in
the region until 1967, when the
commission established the

WMATA, which would build .

subway system that would serve
the district and nearby areas in
Maryland and Virginia, as well as
regulate the existing bus transit
system.

Mr. Ison was also the new en-

tity's first employee.
Mr. Ison was corporate secretary

and treasurer of the WMATA until

1983, when he was appointed risk
manager.

Other than attacking problems
aggressively, Mr. Ison does not sub-
scribe to any risk management
dogma.

"I feel very strongly that even
among transit properties there is no
eu:-and-dried approach to risk
management," he told the Ameri-
can Public Transit Assn. at a risk

management seminar in Seattle last
fall.

"Personally, I feel that anyone
who advocates uncompromising
approaches to risk management
does the concept a disservice," Mr
Ison said.

He also does not believe in one-

man shows.

Mr. Ison gives his staff credit for

2nd Annual Insurance Seminar - Cayman Islands

CAPTIVES - THE LONG TERM

ALTERNATIVE

May 27th, 28th, 29th and 30th 1986

TUESDAY MAY 27th

8:30a.m.tol:3Op.m.

WEDNESDAY MAY 28th

thru

FRIDAY MAY 30th

8:30 a.m. to 1:30 p.m.

Johnathan F. Bank

Ronald F. Compton

BettyCordial

John Cox

Walter Duer

JohnFarmer

Hon. Bruce Foudree

Thomas Hermes

Ronald A. Jacks

Kathryn J. Mcintyre
James T. O'Hara

DanielI. Simon

Mark J. Sobel

Stuart Soldate

S.K. Neal Stanley

Graham Stapeley

RichardTickner

John Wharton

Gene Witherspoon

Bruce Wright

This will be a day devoted to the whys and wherefores of
setting up an offshore captive.

These are technical days devoted to the complexities of
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'1'm too young to retire-too young in spirit, that is,' Mr. Ison says.

much of the success of the

WMATA's risk management pro-
gram.

"Delmer Ison has relied heavily
on people-he's a people-oriented
person," noted Earl L. Adams Jr., a
vp with Johnson & Higgins and the
:ransit authority's account execu-
ive.

"His ability has come about be-
cause of selecting good people for
his staff.

"If you look around to the people
who service his account, I know his

players and they're all top-level
people," said Mr. Adams, referring
to the WMATA's risk management
staff, the contractors the transit au-

thority uses to administer some
of its programs and its un-
derwriters.

But, whatever approach a risk
manager takes, it "must cross orga-
nizational lines," Mr. Ison told the
transit association in his autumn

speech.
"Because the risk manager must

place so much reliance on other of-

fices in the implementation and ex-
ecution of his own programs, it is
incumbent upon him or her to es-
tablish excellent working relation-
ships with these other offices....

"Mere coordination and coopera-
tion is not enough. We must work
together."

Although he will be retiring at
year-end, Mr. Ison does not plan to
stop working, at least not entirely.

"I'll play some golf, and I'll work
some on the side," he said. "I'm too

young to retire-too young in
spirit, that is."

In addition to his law degree, Mr.
Ison has a real estate license, and he

, expects to use both in some capacity
during his retirement from the
transit authority.

"And, I know a little about risk
management," he said, hinting that
he is interested in joining the pro-
fession of risk management con-
sulting

"I think I'm thoroughly going to
enjoy retirement, as long as I mix
a little work with it," said Mr. Ison. i

This game show gambler
spun his way out of a job
WASHINGTON-From the beginning of the round, the"Wheel of

Fortune" contestant appeared in control. He had first crack at the
two-word puzzle during a segment of the television game show, and
the letter he guessed appeared three times.

The other two contestants stood by idly as he completely domi-
nated the round, cheered on by the studio audience. He built up his
winnings to more than $3,000 in that game.

Although a few letters in the puzzle remained unsolved, the visi-
bly excited contestant decided not to risk losing his prize money or
the round. He ended the game by solving the puzzle with a single
guess: "presidential inauguration."

His winning performance, however, eventually cost the man, an
employee of the Washington Metropolitan Area Transit Authority,
his job.

At the time the contestant appeared on the show, the WMATA
was paying him workers compensation benefits for an injury he
claimed severely limited his ability to focus on any activity or con-
versation, preventing him from performing his job with the
WMATA.

The authority's Transit Police and Security team tipped off the
WMATA's risk management department about the employee's game
show appearance, and the department bought a copy of the tape for
$125 from the producers of the show.

After the department showed the tape to the employee's physi-
cians, they re-examined the employee.

The results:

• The physicians reversed their earlier diagnoses and concluded
that the employee was faking his claimed injuries.

• The employee resigned.
• The employee's attorney withdrew from the workers compen-

sation case, and the employee withdrew his claim.
• The employee's request for disability retirement was denied.
• The authority will save as much as $500,000 in work comp pay-

ments.
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Risk Management Honor Roll William E. Rogers

f1I

Rogers cures hospital's risk management ills
By CAROL CAIN

JOHNSTOWN, Pa.-Finding the risk manager's
office in Conemaugh Valley Memorial Hospital re-
quires a short elevator ride, a much longer trek
through a maze of corridors and an ascent up two
flights of stairs.

William E. Rogers followed a similar path to be-
come the hospital's first risk manager, and more {
recently, to be named to this year's Business Insur-
ance Risk Management Honor Roll, representing »
tax-exempt organizations.

Mr. Rogers, 38, who now holds the title of direc-
tor of community health services and risk manage-
ment for the 97-year-old hospital, says his "personal
philosophy is that diligence, persistence and atten-
tion to detail are the keys to successful risk man-
agement."

Those attributes can be seen in what Mr. Rogers
has accomplished since joining the hospital in 1976:

• The establishment in that year of an employee
and patient safety program, emphasizing loss pre-
vention and the flow of key information. He also
coordinated diverse safety and loss prevention acti-
vities into a central office.

• The addition in 1978 of a system in which in-
formation about potential losses flows from the hos-
pital's physicians and staff to the risk management
office; the placement of heavy emphasis on claims
control; and the further development of a manual 
information system.

• Development of consultative responsibility in

the late 19705 and early 19805 for loss funding and i
risk financing while, at the same time, pioneering i
and implementing a computerized risk manage-
ment information system (see story, page 136). Use :
of that system showed favorable loss frequency and
severity that led to the establishment of loss-send-
tive retrospectively rated workers compensation
and professional liability programs.

'Diligence, persistence
and attention to detail

are the keys to successful
risk management,'

William Rogers explains.

• Assumption of full responsibility for all risk
management functions in 1984, as well as enhanc-
ing the computerized risk management information
system to allocate costs to operating units within the
hospital.

• Switching last year to a paid-loss retro pro-
gram for general and professional liability coverage
from an incurred-loss program.

Risk management was the furthest thing from

Mr. Rogers' mind in 1972 when he was honorably
discharged from the Navy with a background as a
communications technician.

Among the many things Mr. Rogers learned from
his stint in the Navy was that he liked working
with electronics and he did not like big cities. So it
seemed natural for Mr. Rogers, a native of Union-
town, Pa., to gravitate to Johnstown, where he
found a job as a two-way radio repairman and sales
technician with JM Communications & Electronics.

The electronics sales and service company held
the service contract for Conemaugh Valley Memo-
rial Hospital. Mr. Rogers got to know the people at
Conemaugh Valley and ultimately became the hos-
pital's director of safety and electronics in 1976.

But within a few years, it became obvious that
the risk management aspects of the job were a full-
time assignment, Mr. Rogers said. The hospital ad-
ministration agreed, and electronics was returned
to the maintenance department so that Mr. Rogers
could devote himself exclusively to risk manage-
ment-even though it wasn't called that at the
time.

"I learned as I was going along," Mr. Rogers ex-
plained of his introduction to risk management.

He signed up for the Insurance Institute of
America's Associate in Risk Management self-study
program and received that designation in 1981.

During the same time, he attended night classes
at the University of Pittsburgh to complete an un-
dergraduate degree in economics. He graduated

Continued on next page
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update Midland liquidation directing it to repair its insolvency
Katy Vp and Treasurer Wilham 'We were a victim of

Continued from page 18 Murphy said Katy could not con-
According to a letter to New York tribute more money to Midland be-

the times-the

Reagan signs PBGC increase
Insurance Superintendent James P cause Katy was undergoing finan- recent problems
Corcoran from Midland Executive cial problems of its own
Vp Fred A Koernig that accom- Katy has interests in commercial everybody has had,'

Continued from page 2 panied Midland's 1985 convention fishing, communications, construe-
billing notices to employers who paid premiums at the old rate Mr. Murphy says.

statement, Midland became insol- tion, manufacturing and transpor-
The law also will make it more difficult and expensive for com- vent due to tation

panies to terminate underfunded pension plans and shift the habili-
ties to the PBGC (BI, March 31, March 10; Jan. 6)

• The establishment of an $8 5 "Much as we would have liked

And, the law requires employers with at least 20 full-time em-
million reserve for potential uncol- to, under the circumstances, we just plus to Omitted, which is the worst

ployees to extend their group health coverage for three years to
lectible reinsurance couldn't do it," Mr Murphy said rating a company can receive and

former spouses and for 18 months to employees who lose their Jobs • An $88 million underwriting Midland's potential buyers, is assessed when the company's
loss during the fourth quarter

The law also requires most employers to give workers and spouses
whom Mr Murphy declined to performance does not qualify for a

age 70 and older the option of enrolling in their group health insur-
• Disallowance as an admitted name, could not come to an agree- rating of at least C, Best's lowest al-

ance instead of Medicare for their primary health care coverage
asset under New York regulation ment with Katy to buy the com- phabetical rating (BI, July 1,1985)
of the $12 3 million value of Mid- pany "We tried very hard and the Lawrence P Johnsen, Midland's

Some Presidio recoveries seen land's wholly owned subsidiary, parties on the other side tried very secretary and general counsel, said
Midland Property & Casualty In- hard," but the parties could not at the time Midland would con-

INDIANAPOLIS-Presidio Insurance Co.'s assets should be
surance Co. (MIDPAC) reach an agreement, he said tinue to write new policies but only

According to tie department's
enough to cover claims from the small portion of direct business it

44We were a victim of the times- for workers compensation, short-

wrote, but hquidators of the Indianapolis-based insurer say the
liquidation order, MIDPAC was the recent problems everybody in line railroad risks, maritime risks
sold to Sabre Hcldings Co. Inc, the industry has had," he added and other specialty lines

assets probably won't cover all reinsurance losses
under a stock sale agreement for Midland's problems collecting re-

Presidio was declared insolvent in August 1985 and was ordered
Midland also stopped writing

hquidated by a Marion Circuit Court in Indianapolis in February
$250,000 over MIDPAC's $123 mil- insurance payments do not appear directors and officers liability in-

Presidio had $147 million in assets, $39 7 million in liabilities and
lion policyholder surplus How- to concern unauthorized reinsurers, surance in the first quarter of 1985

a $25 million deficit in policyholder surplus as of June 30, 1985, the
ever, Mr Karpin said the sale is not but rather licensed reinsurers as part of a move to focus on spe-

latest figures available
finalized According to its 1985 convention cialty lines

James Lund, assistant to the liquidator for the Indiana Depart-
• Treating as a non-admitted statement, Midland reinsured with However, the New York depart-

asset a federal income tax recovery the insolvent Mentor Insurance ment determined that Midland was
ment of Insurance, said "proportioning" of Presidio's assets would

from its parent of Sl 8 million Ltd, for example, but apparently not a candidate for rehabilitation
probably begin among "Class 3 creditors," or companies that pur-
chased reinsurance from Presidio

• An $85 million increase in the has withheld enough funds to A spokesman for the department

Presidio wrote mostly treaty reinsurance until spring 1984, when
fourth quarter in agents balances cover losses said that in this case, liquidation
receivable to $142 million

it stopped writing The company reported a 176 1% combined ratio
However, among Midland's 11- "was the most realistic" step

and a $27 million operating loss in 1984 on net premiums of $45
• Disallowance of $2 3 million of censed reinsurers are, for example, All Midland insurance contracts

million in 1984 In 1983, it recorded a combined ratio of 2497% and
its receivables from affiliates as a Mission Insurance Co, Mission Re- will terminate May 4
non-admitted asset insurance and Constellation Rein- However, since Midland was 11-

an $112 million operating loss on net premiums of $9 4 million
Mr Lund said Presidio's insolvency partly stems from product

Midland reported 1985 assets of surance Co censed in all states, guaranty funds

liability reinsurance it wrote in the mid- and late 1970s
$818 million and total habilities of Mission and its subsidiaries are will respond to claims, subJect to
$1163 million, leaving it with a under conservatorship in Califor- limitations and certain exclusions

Presidio is a subsidiary of the Beloit Corp in Beloit, Wis
$34 6 million defic.t in its surplus nia, and Constellation is working Much of Midland's $878 million

Mr Koernig pointed out in his with the New York department to in direct written premiums in 1985
Continental, officers settle suit letter that many of the charges correct a $29 2 million deficit in its was written in New York, Califor-

CHICAGO-Continental Illinois Corp and its former officers
against surplus would be restored, policyholder surplus at year-end nia and Florida

have agreed to settle for $45 million a consolidated class act.on but that even after adjusting for 1985 (BI, April 7) New York accounted for $12 1

brought by shareholders citing the bank's losses stemming from the
them, policyholders surplus would Midland's 1985 convention state- million, California $11 million and

1982 failure of Penn Square Bank m Oklahoma City
be approximately a negative $10 ment shows Mission companies Florida $10 8 million
million owe Midland $5 1 million on paid Among Midland's policyholders

Under the settlement, Continental will pay $25 million to share-
holders who purchased stock from Sept 1, 1981, through July 5,

However, Mr Koernig also and unpaid lossses Constellation are Manville Corp and Union Car-

1982 The company said the former officers will attempt to recover
stated that negotiations had been Re owes Midland $389,283 bide Corp
under way since late 1985 with a Midland tried to restructure its In February 1985, Midland

the remaining $20 million from the insurers that wrote the com-
pany's directors and officers coverage in 1981 Those insurers are

group of investors who had given business last year, after ltS surplus agreed to pay Manville $47 million
Katy Industries a letter of intent to had fallen to $23 million at year- as part of a $112 million settlement

Allstate Insurance Co, Harbor Insurance Co and National Un.on

Fire Insurance Co of Pittsburgh, Pa (BI, Nov 25,1985)
acquire Midland and restore Mid- end 1984 from $58 million at year- between Manville and three insur-
land's surplus to a positive position end 1983 ers to cover asbestos claims

In a related action, the former officers agreed to settle a derive- Mr Koernig said the agreement In April of last year, Midland
tive action suit in which the Federal Deposit Insurance Corp re-

In addition, Midland wrote $11 5

portedly will seek about $65 million from the D&0 insurers Hcw-
could be final in two weeks. How- said it had stopped writing associa- million of Union Carbide's $200
ever, the agreement was never tion and excess liability business, million in excess liability insurance

ever, Continental and its D&0 insurers are litigating in federal
court here on whether the policies should respond

consummated which had accounted for about available to pay claims stemming

The shareholders' settlement must be approved by U S District
He also stated that Midland had one-half of Midland's $75 million in from the deadly gas leak at a Car-

Judge John F Grady Claims by the shareholders and the FDIC
voluntarily discontinued writing net premiums in 1984 (BI, April 22, bide plant in Bhopal, India, that

against Continental's auditor Ernst & Whinney remain.
any new or renewal business 1985) killed more than 2,000 persons and

Cont'inental said the $25 million will come from a reserve set aside In response, the department is- But last July, A M Best Co injured hundreds of thousands of

before 1986 and there will be no impact on current results.
sued a letter to Midland on March 7 lowered Midland's rating from B- others

Tort overhaul
Continued from page 2 surgery that are manufactured by Johnson & Johnson

ingrance services guide
lems that affect every aspect of the economy," Mr One multimillion-dollar verdict would exceed the
Schwartz said profit the company expects to make on the product for

But Judge Weinstein argued that abusive cases are years to come, he said1
not the rule Calling the tort liability system a "wacky way" of

"I agree that we do have transactional cost problems, determining who should be compensated and by how
INDEPENDENT ACTUARIAL AND Use the I n su rance and that we do have to reconsider some aspects of tort much, Mr Frazza said society must change the system
ENVIRONMENTAL CONSULTING law," he said "But to take these peripheral cases and "If Judges tried to make rational decisions and left
• Actuanal Sel insurance Feasibilay Studes Risk Finan

ang Evaluations Budget and Rese.ing Evaluations
Se rv i ces Guideto suggest that they are typical of the mass of cases would tort law where it's supposed to be, we'd be OK "he said

• Environmental Audits Loss Control Studies Superfund be wrong"
44But many judges have delegated to themselves the

Site Health and Safety Evaluations reach your best
• Joint Financlai Evaluation of Environmental Liabilities Judge Weinstem did acknowledge that some product power of legislators and tried to look at tort law as if it

TILLER CONSULTING GROUP, INC. prospects. liability cases tried in his court are heard only because were a compensation system "
5098 Goldenrod Ave 4 Corona dei Mar CA 92625 714673 7089 of "procedural defects in the law that should be reme- Rep Luken added that the current insurance avail-

died" ability/affordability crisis has been caused by the
CASUALTY ACTUARIES, INC. Risk Analysis & Management Corporation He explained that the workers compensation system courts and that Congress may act to correct the situa-
Robert FLowe FCAS,MAAA,FCA • Risk bpmure Audits • Snt,Mat,agement does not provide enough compensation to injured tion
• Loss Reserve and Rate Evaluations for • Claims Audits • Bendits Plans Oeign

Insurance Companies and Self in- • Feasibility Studies • Attuanal Amlysm
workers, so workers are forced to sue product manufac- "It's due to the judge-made law," he said, adding

sured.
• insurance Specihcations • litigation Audits turers "there has been a continuous widening of liability "

• Statutory letters 01 opinion on loss and • Risk Control/Sal,ty Managemmt However, if persons injured by defective products Rep Luken, a member of the House Energy and
loss expense reserves

One Insurance Center Plaza. Suite 1
Brochure Sent on Requst could look to workers comp and other alternative sys- Commerce Committee, said Congress will likely take a

St Louis MO 63141 11 Craig Road • Sulle 260 • St louis MO 63146 • (3141 569·1740 tems to fully compensate them for their injuries, they "pragmatic approach" to amending the problems that
(314) 878-5002 St Louis • Atlanta • los Ang,les • Mmneapolls • Philadalphia

would not sue legislators see with the court system He noted that tort

HEALTH CLAIMS "You wouldn't have to worry about punitive dam- reform bills considered by the Senate in the past have

COMPUTER SOFTWARE
WORKERS ages and pain and suffering," he said been too broad

FOR IBM PC XT/AT COMPENSATION Some of the problems businesses see with the court "The battlefield over insurance liability and tort re-
system are the result of enormous technological and form is strewn with the corpses of those who have tried

Eligibility & Benefit Calc, Checks, CLAIMS sociological changes, Judge Weinsteln added, defend- to do too much," Rep Luken said

EOB's, Correspondence & More SOFTWARE FOR ing the legal system's response to these changes "I don't think we can satisfy all the elements And I

Ideal For Self Insured's & TPA's "I think myself that the law has made a remarkable think that's what they're trying to do in the Senate," he
IBM PC XT OR AT adjustment to what are radical changes that we have said.

Insurance Software experienced in our hves," he said "They have tried to do too much They've tried to
All functions and state forms

Packages. Inc. "That there are problems no one can deny But that satisfy the maufacturers, the insurers, the consumer

5118 North 56th Street Insurance Software Packages, Inc there needs to be a radical disruption of the system and and even sometimes they've tried to satisfy the
5118 North 56th Street a new start seems to be somewhat doubtful," Judge laywers," he added (see story, page 1)

Tampa, Florida 33610 Tampa, Florida 33610 Weinstein added Rep Luken said he supports legislation that would

813-62146069 (FLI 813-621-6069 (Fl) Another speaker, George Frazza, general counsel at make three changes in tort law Place limits on puni-

800-237.8133 CUS) 800-237-8133 (U S )
pharmaceutical maker Johnson & Johnson, agreed tive damages, modify the strict liability doctrine and
with Judge Weinstein that the tort system works most modify Joint and several liability
of the time, but he noted one large Judgment can force a "I think if we concentrated on those three areas that

For advertising information in the INSURANCE SERVICES GUIDE company to withdraw a product from the market or to I've advanced we could come up with some legislation
Contact Margaret H,k,do, 740 Rush Street, Chicago, Illinois 60611 not release a potentially useful product that would be extremely helpful in putting us in the

Telephone (312) 649-5340 Mr Frazza used the example of dr·ills used in brain right direction," he said .
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CIGNA agreement CIGNA'won't be able to be as aggressive in going Peter Cameron-Webb
Continued from page 18

after business. Obviously, if they're running at Continued from page 2
"I would expect they would probably be Exchange of the Americas He resigned thatlooking" by the end of the year to raise addi- 3.2-to-1, they'll be growing at a slower pace' than position earlier this year to form a consultingtional capital, agreed Thomas Rosencrants, firm in Miami, called International Consul-

research director at Conning & Co in Hart- the company would have otherwise, says Gloria Vogel, tory Management Services (BI, Feb 10)ford, Conn vp at Legg Mason Walker Inc. Jufcrest will continue to seek money fromGloria Vogel, vp at Legg Mason Walker other PCW sources, including Mr Dixon, Mr
Inc in New York, said that CIGNA "won't be Kennedy sail
able to be as aggressive in going after bust- The PCW syndicate members face up to
ness" as it may otherwise have been because holders, which are in accordance with gen- the discretion of the insurance commissioner 130 million pounds ($188 5 million) in total
of the surplus drain erally accepted accounting principles However, if the discount rate is increased for losses from 1979 to 1982, largely as a result of

"Obviously, if they're running at 32-to-1, CIGNA boosted ltS reserves $12 billion on a CIGNA, it must also be increased for all other U S liability claims New estimates, how-
they'll be growing at a slower pace" than GAAP basis, charging the entire amount to Pennsylvania-domiciled insurers, the official ever, say the losses may reach 250 million
they would have otherwise, she said its fourth-quarter earnings said pounds ($362 5 million) or higher, as Lloyd's

But other analysts disagree with such as- Insurance regulators in Connecticut and The Pennsylvania department believes the closes accounts for 1983 under its three-year
sessments Pennsylvania-where most of CIGNA's insurer has the financial resources to use a 6% accounting system

"I don't think it is a big deal." says Gus property/casualty subsidiaries are domiciled interest assumption-and therefore put up So far, most PCW members have refused
Demeo, senior insurance analyst at Alex -as well as other states had objected to less in reserves-but the department may not to pay the money, saying that the losses result
Brown & Sons in Baltimore A Jump in CIGNA's decision to discount reserve addi- conclude that other insurers have such re- from negligence and the alleged fraud
CIGNA's premium-to-surplus ratio to 38-to-1 tions to lines other than workers compensa- sources and decide not to raise the interest Since last Christmas, PCW members,
or 4-to-1 would make a big difference, but tion (BI, March 24) rate, he said Lloyd's, Minet and A&A have tried to come
the current 32-to-1 ratio "doesn't really At least one state, Califorma, rejected That would mean that CIGNA may again to some agreement on how these losseschange matters much " CIGNA's 1985 convention statement because have to boost its reserves and file its financial should be paid without going to court

Frederick V Hill, principal with New of the discounting, though CIGNA was given statements a third time They drew up a "standstill agreement,
York-based Derby Securities, said, "I'm as- until April 15 to refile a corrected statement, The Pennsylvania commissioner is ex- under which PCW members could seek a
suming it will have no effect on their opera- said a California Insurance Department pected to make a decision within 120 days, court settlement if no final agreement was
tions or on how they proceed over the next spokesman said the official reached before the statute of limitations on
two to three years " Norris Clark, chief of the California de- The official noted that Connecticut statutes possible criminal charges expired

While he noted CIGNA's premium-to-sur- partment's financial analysis division, said are silent on workers compensation discount The standstill agreement ended March 31,
plus ratio may be above 3-to-1, "it's not last week he has not yet seen the agreement rates, but the Connecticut department has in- but it has been renewed until the end of Sep-
alarmingly so " He said he "doubts" CIGNA's between CIGNA and the Connecticut and dicated it will follow Pennsylvania's decl- tember, according to a recent letter from a
growth will be slowed "because they're still Pennsylvania departments, but said the deci- sion PCW members steering committee
very careful and selective in what they're sion not to discount $228 million of the in- The Pennsylvania official said he could not However, the letter also says if there iS no
doing " crease "sounds like it would probably pass comment on CIGNA's decision to continue to satisfactory progress toward a settlement by

Other companies, Mr Hill pointed out, muster I guess we have to look at the de- discount $65 million in reinsurance reserves July 1, the committee will begin legal action,
have higher premium-to-surplus ratios, in- tails " because CIGNA's reinsurance subsidiaries, confirmed PCW members' lawyers Ashurst,
cluding Aetna Life & Casualty Co , which re- The new statement should meet Califor- Aetna Reinsurance Co and INA Reinsurance Morris & Crisp
ported a 35-to-1 ratio at year-end 1985 (BI, nia's objections, the CIGNA spokesman said, Co, are domiciled in Delaware In addition, about 50 members who are
March 24) adding that most of the other states will ei- The CIGNA spokesman referred questions U S citizens are being advised they can sue

"I don't know what the insurance commis- ther "follow the form" of Pennsylvania and on the reinsurance reserves to the Delaware Lloyd's and other defendants in the United
sioners would do about it," Mr Hill said, re- Connecticut or, at worst, request minor Insurance Department Delaware officials States under the Racketeer Influenced and
ferring to CIGNA's ratio changes could not be reached for comment Corrupt Organizations Act, under which

They're certainly not going to go in and "We discounted, we discussed it with the While analysts disagree on what affect the plaintiffs can recover triple damages
put CIGNA out of business for that It's Just commissioners, we reached an agreement agreement will have on CIGNA's operations, The members are being advised by the
something that's Just going to have to be lived and life goes on Everyone can live with it, they do agree that CIGNA's move will dis- New York law firm of Angel & Mulholland,
with" there's no problem," said the spokesman courage other insurers from discounting re- Howner & Simon, whose lawyers were in

The CIGNA spokesman said the insurer However, there is a possibility that CIGNA serves other than workers compensation re- London recently to discuss the matter .

expects to refile its statutory financial state- might suffer a further hit on surplus related serves
ments in Connecticut and Pennsylvania totheadditionsto its reserves "I think the water's been tested," said Mr
"shortly " A Pennsylvania Insurance Department of- Hill at Derby Securities "In other words, British Issues

1 Week"At this point, it's more a clerical function, ficial explained that under the agreement companies can't go in and discount all their
more than anything else," added Peter F with CIGNA, the insurer now will discount reserves " 8 April Price P/E Div. Yield High-Low

Kelly, director of financial and regulated af- ltS workers compensation reserves using a 6% Companies pence pence % pencepencePrudential/Bache's Ms Hoffer said even
Commt Union 313 285 169 53 315-308fairs for the Connecticut Insurance Depart- interest rate Originally, CIGNA had esti- before the agreement she had not expected Gent Accident 927 16 9 314 33 934-918

rnent mated the discount on the basis of a 5% inter- other companies to follow CIGNA's lead Gdn Royal Exch 920 20 0 40 7 44 920-878
Under the agreement with Connecticut est rate over a 20-year period "This will Just reinforce that belief, that on Royal 900 16.4 367 40 915-893

and Pennsylvania, CIGNA will continue to Under the new agreement, if the discount an industrywide basis, it's not a prudent Sun Alliance 732 24 4 23 6 3.4 749-716

discount $255 million in additional workers had not been raised to 6%, CIGNA would course
Brokerscompensation reserves and $65 million in re- have had to put up about another $30 million CIGNA's decision to refile its statement is
CE Heath 670 91 36.0 53 670-663insurance reserves for long-tail claims in reserves immediately, said the official, good for the industry as well as the company
Hogg Robinson 340 11 3 13 4 39 346-340The company can also continue to discount who did not want to be named. because it had the "good Judgment not to JH Minet 279 103 107 38 282-274about $40 million in previously discounted But it's not yet clear whether CIGNA will make an issue" of reserve discounting, com- Sedg Grp 380 14 1 15.7 4 1 385-380

reinsurance reserves that had already been actually be able to use the 6% interest rate, he mented Alex Brown's Mr Demeo Stew Wrightson 418 135 157 37 424-412
reflected in CIGNA's 1984 financial state- said "Why take on the regulators when it'S not Willii Faber 415 154 125 30 425-415
ment, said the CIGNA spokesman Under a Pennsylvania statute, workers really necessary? I think it was a smart move Source Phillp Olsen/Alan Clifton, Insurance Industry

The decline in CIGNA's surplus will have compensation reserves must be discounted at and a good move on their part to back down Specialists Kiteat & Aitken Stockbrokers,
Londonno impact on the results released to its stock- a 4% rate, which can be raised or lowered at on that matter "

Blinsurance index 
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Brokers Pnce % Chg P/E $ Div % Yld High Low Vol (000) Price % Chg P/E $ Div % Yld High Low Vol (000) , 500

ks 495
Alexander & Alexander Svcs NYSE 34.50 00 00 100 29 34.63 32.63 782 8 Continental Corp NYSE 4825 -35 00 260 54 49.75 47.88 1 575 5

490
Baldw,n & Lyons Inc OTC 101.00 -1 9 388 5 0.80 0 8 101.00 101.00 00 Crown Life Ins ro OTC 270 00 0 0 16 3 0 00 0 0 270 00 270 00 10

Corroon & Black Corp NYSE 60.25 -2 8 19.1 1.30 2.2 62.75 59 SO 62 7 Durham Corp OTC 43.00 12 118 136 32 43.50 42.88 73 6

Crump E H Cos Inc OTC 24.00 -0 5 22 9 0.25 1 0 24.25 24.00 338 3 Farmers Group Inc OTC 84.25 -06 15 5 200 24 84.75 82.00 416 5  480
Emett & Chandler Cos Inc OTC 18.25 0.0 27.2 0.00 0 0 18.63 18.25 10 5 Fairmont Finl Inc AMEX 22.50 -3 2 18 7 0.00 0 0 23.00 22.50 34 9

 475
Gallagher Arthur J & Co OTC 55.00 0.9 25.0 0.40 0 7 56.50 55.00 34 Fireman Fd Corp NYSE 4075 -1 8 0.0 0 30 0 7 41.38 39 00 394 1
Hall Frank B & Co Inc NYSE 21.25 00 00 000 00 22.00 21 00 5171 Fremont Gen Corp OTC 3050 08 0.0 048 16 31.00 3013 233 5 * 470
Marsh & Mclennan Cos Inc NYSE 104 75 -3 5 23 5 3 00 2 9 108 25 104 25 427 8 Great West Life Assurn Co OTC 550.00 10 0 55 18.00 33 550 00* SOO 00 00 4,465 tPoe & Assoc Inc OTC 1900 13 00 080 42 19 00* 18.75 81 Home Group Inc AMEK 2900 31 00 000 00 29 00 27.88 980.4 9 460

Hanover Ins fo OTC 65.25 -0 8 64 0 0.56 0 9 65.75 65.25 19 2
AGENTS/BROKERS AVERAGE 158.3 17 1 455

Hartford Steam awler Insotn OTC 69.63 -1 9 12 8 2.00 2 9 72 00 68 50 30 3

Conglomerates & Holding Cos. Kans City Life Ins OTC 32.00 -3 0 12.6 0.87 2.7 33.00 32.00 50 9 , f 400 /
Kemper Corp OTC 93.25 3 9 20.2 1.80 1 9 93.25 88.25 672 7

Liberty Corp S C NYSE 41 88 -0 3 175 0 72 1.7 42.25 41.88 16 3
49 445

440American Express(Fireman's Fd) NYSE 6600 -2 6 186 1.36 2 1 66.88 63.88 4 637 7 Lincoln Natl Corp Ind NYSE 58.13 0 0 13 5 2.00 3 4 5813 55.00 448 2

Anderson Clayton(Ranger/PanAm) NYSE 54.50 4 8 31 1 0 00 0 0 54 SO 52 38 159.9 435 1
Armco Inc NYSE 938 -14 8 00 0.00 00 11.00 9.38 760 8 Mission Ins Group Inc PAC 4.25 0 9 0.0 0.00 0 0 4 38 4.00 503 0

Berkley W R Corp OTC 51.50 -3 3 54.4 0.36 0 7 53.25 51.25 259 9 Monumental Corp OTC 38 88 1 0 13 2 1.40 3 6 39 25* 38.75 17 6

CIGNA Corp NYSE 70.50 -2 3 00 2.60 37 72.00 70.50 961 5 Nac Re Corp OTC 3475 -35 00 000 00 35.88 3413 212 7

Nobel Ins Ltd OTC 16.25 1 6 21 4 0.25 1 5 16.50 16.25 36 0
ONA Finl Corp (CNA) NYSE 7200 51 23.9 000 0 0 73.25 68.00 446 7 Northwestern Natl life Ins OTC 26.88 -2 3 13 3 0.80 3 0 27.75 26.88 487 6

General Re Corp NYSE 119.50 0.4 86 3 1.76 1 5 120 50 113 88 750 8 The Business insurance index of insurance in-
ITT (Hartford Group) NYSE 4475 -2 5 237 1 00 2 2 45.38 43 38 2 380 7 Ohno Cas Corp OTC 8550 06 251 300 35 85.50 82.75 129 2

Sears Roebuck & Co (Allstate) NYSE 47.50 -1 3 13.5 1 76 3.7 48.13 45.88 4 945 0 Old Rep Intl Corp OTC 41 38 -0 6 11 2 0 74 1 8 41 63 4013 1379 dustry stocks continued to fall, closing at 492.6
Teledyne Inc (Argonaut) NYSE 335.25 -2 0 72 000 00 340.50 335.25 113 7 NYSE 37.25 -0 3 00 0.76 20 37.25 36.00 106 6

OTC 21.00 1 2 12 1 0.66 3 1 21.00 20.75 117 9 points on April 9, down 3 points from 495.6
Transamerica Corp (Occidental) NYSE 37.63 3.4 17 5 1.68 4 5 37.63 36.00 658.5 Provident Life & Acc Ins Co OTC 29 50 -2 9 10 2 0.84 2 8 3013 29.00 179 2 points on April 2. A total of 18 stocks rose, 33

CONGLOMERATES/HOLDING COS AVERAGE 17 8 12 St Paul Cos Inc OTC 97.25 -3 0 43.0 3.00 3 1 99.25 95.00 388 0 fell and nine were unchanged. The biggest
YFE{:,orp OTC 54.38 -1 6 16 5 1.60 2 9 54.50 52.38 773 0

OTC 22.25 0.0 00 080 36 22.50 22.00 1 148 7 gains were by Great West Life Assurance Co.,
Insurers Seibels Bruce Group Inc OTC 2125 -23 11.8 080 38 2175 2125 109 up 10%; Business Men's Assurance Co. of

Statesman Group Inc OTC 688 -52 0.0 0.05 0 7 7.25 6.88 42 0

America, up 7.5%; Avemco Corp., up 6.6%; CNA
Aetna Life & Cas Co NYSE 63 75 -1 4 16 6 2.64 4 1 64 50 62.38 5 540 5 Tok,0 Marine & Fire Ins Co OTC 306 75 -9 6 57 8 1 05 0 3 322 75 303 75 15 2 Financial Corp., up 5.1%; and Kemper Corp., up
American General Corp NYSE 41.88 2 1 13.0 1.12 2 7 41.88 40.50 1 407 9 Torchmark Corp NYSE 3288 -04 151 060 1 8 32.88 30.25 825 9
Amern Heritage Life Init Co NYSE 40.00 -50 150 1.20 30 41.63 40.00 31 Travelers Corp NYSE 55 50 -0 2 13 9 2.16 3 9 55 50 53 75 1 976 7 3.990. The biggest losses were by Tok,o Manne
American Indty Finl Corp OTC 2100 -45 00 112 53 21.75 21.00 191 United Fire & Cas Co OTC 23.00 0.0 766 7 0.80 3 5 23.00 23.00 0S & Fire Insurance Ltd., down 9.6%; USLIFEAmerican Intl Group Inc NYSE 132 00 0 6 26 9 0.44 0 3 133.75 127.00 785 3 United States Fid & Gty Co NYSE 4238 -50 0.0 232 55 42.88 41.13 1.856 1

Corp., down 5.9%; Statesman Group Inc., down
Aneco Reins Ltd OTC 1.00 00 00 000 00 1.00 1.00 82 uslife Corp NYSE 43.38 -6 0 11 7 1.12 2 6 45.00 41.75 696 8

Avemco Corp NYSE 38.38 6 6 15 1 0.60 1 6 38.38 36.13 19.2 Washington Matt Corp NYSE 31.75 -2.7 14 4 1.08 3 4 31.75 30.75 86 0 5.2%; American Heritage Life Investment Co.,
Business Mens Assurn Co Amer OTC 30.38 75 141 110 36 30.50 29 00 272 8 Zer,th Natl Ins forp OTC 3050 25 00 080 26 30.50 29.50 575 4 down 5%; and USF&G Corp., down 5%. The 8/Chubb Corp NYSE 72.13 23 00 156 22 72.13 68 63 577 7 =====

Combined Intl Corp NYSE 60.00 -4 2 12.4 2.24 3 7 60.75 59 SO 154 0 INSURANCE COMPANIES AVERAGE 17 2 22 index fell 0.6% for the trading period. The NYSE
composite fell 0.8% and the Dow Jones 30 In-

ys m es gn man n orma lon ys ms dustrials fell 0.9% for the same period.
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