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ISO may cap defense costs

under new CGL policy forms

NEW YORK-The Insurance Ser-
vices Office is considering rewriting
its new commercial general liability
form to include defense costs within
the policy limits.

ISO announced April 19 that it is
conducting a study to determine the
ramifications of including defense
costs within CGL policy limits. That
study is to be completed by July 1.

In a letter to ISO member insurers, -

Continued on next page

Jewel salmonella suits

FBI sting operation nabs
3 men for insurance crime

By DOUGLAS McLEOD

PHILADELPHIA-A New York insurance agent and two former
Pennsylvania state senators are facing a variety of criminal charges
in the wake of a wide-ranging securities and insurance sting opera-
tion conducted by the FBI.

The five-year undercover operation, which was concluded last
week with several indictments, was built around a number of ficti-
tious insurers. The operation was primarily intended to snare dealers
in fraudulent securities that were supposedly to be used to capitalize
the insurers.

Since the sting was organized in 1980, 29 people have been in-
dicted on charges ranging from transportation of counterfeit securi-
ties and sale of stolen American Express travelers checks to narcot-
ics violations. Twenty-two defendants have already pleaded guilty
or have been convicted on charges stemming from the operation.

Related to insurance crimes, a federal grand jury in Philadelphia
last week indicted:

« Louis Mazzella, owner and president of Sentinel Facilities Ltd.,
an insurance agency based in Great Neck, N.Y., and owner of Colo-
nial Investment Co., a holding company for Colonial Assurance Co.
of Elkins Park, Pa.

The New York Insurance Department revoked the licenses of Mr.
Mazzella and Sentinel last December. Colonial Assurance is cur-
rently being liquidated by the Pennsylvania Insurance Department.

Mr. Mazzella, charged with mail and wire fraud, is accused of
diverting $2.4 million in reinsurance premiums due to Colonial from

Continued on page 60

exceed $200 million

By MEG FLETCHER
and DIANE LYNN KASTIEL

MELROSE PARK, Illl.-dewel Food Stores faces at
least $204 million in damage claims stemming from 92
lawsuits filed after more than 10,000 confirmed cases of
salmonella poisoning were linked to milk processed at a
Jewel plant.

Illinois authorities have cited the
bacterial infection as the primary
cause of two deaths and a contri-
buting factor in two others.

And, Jewel already has been
asked to pay medical bills submit-
ted by more than 4,000 individuals
and families.

Liability insurance covering the
claims against Jewel, which was purchased last year by
Salt Lake City-based American Stores Co., is provided
under American Store's liability insurance.

The Home Insurance Co. provides first-layer excess
coverage to American Stores above a self-insured re-
tention, according to insurance industry sources.
Sources say the self-insured retention is most likely in
the range of $100,000 to $300,000. Information on

American Stores' additional excess insurance was una-

Jewe/

vailable last week.

Jewel previously had purchased $1 million of liabil-
ity insurance from Commercial Union Insurance Co.,
plus several layers of excess insurance. Jewel had a
$100,000 self-insured retention under the Commercial
Union policy, which was brokered by Marsh & MelLen-
nan Inc.

In February, when American Stores consolidated the
insurance for Jewel with its own,
M&M lost the account to Johnson
& Higgins, Business Insurance has
learned.

American Stores risk manager
Robert Salmon, J&H and The
Home refused to comment on
Jewel's liability insurance.

Jewel also is suffering business
losses and was taking steps last week to regain its share
of the high-volume, low-margin food market in the
Chicago area.

About 8% of regular Jewel customers and 14% of all
food shoppers say they no longer will patronize the
chain, according to a Crain's Chicago Business survey
conducted two weeks ago by Ben L. Kahn Market-
ing/Research. Of the 500 grocery shoppers contacted,

Continued on page 64

Plan termination could shock pension system

By JERRY GEISEL

PITTSBURGH-If Wheeling-Pittsburgh Steel Corp. termi-
nates its heavily underfunded pension plans, it could be the
first step in the unraveling of the nation's defined benefit
pension system, experts say.

Earlier this month, Wheeling-Pittsburgh, the seventh-larg-
est steel manufacturer in the United States, sought protection
from its creditors under Chapter 11 of the Federal
Bankruptcy Act.

The bankruptcy filing is raising concern that the company
may terminate several underfunded pension plans that could
slap the Pension Benefit Guaranty Corp.-the federal agency
that guarantees workers' pensions-with $200 million to $300
million in unfunded liabilities.

So far, the largest claim in the PBGC's 10-year history was
$63.3 million (see chart).

PBGC Acting Executive Director David Walker estimates
that a termination of the Wheeling-Pittsburgh plans could
cost the PBGC more than $200 million, while S. Howard
Kline, counsel for employee benefits at the United Steel-
workers Union in Pittsburgh, said the PBGC liability could
exceed $300 million.

Either way, the possible termination of the Wheeling-Pitts-
burgh plans may be a harbinger of more terminations of pen-

Kemper Corp. contributing $50 million
in capital to reinsurance subsidiary

Page 2
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Largest pension claims
assumed by the PBGC

Company Date of termination PBGC liability

1. Wisconsin Steel Co. Ma,1980 $63.3 miillion

$63.3 million

a

. White Motor Corp. November 1981

3. Rath Packing Co. September 1982 $60.9 million
4

. McClouth Steel Corp. November 1982 $54.7 million

5. Braniff International Corp. August 1982 $50.5 million

6. Phoenix Steel Corp. August 1983 $50.1 million

7. White Farm Equipment Co. September 1982 $48.3 million

8. Alan Wood Steel Co. November 1977 $40.5 miillion

9. Mesta Machine Co. January 1983 $29.8 miillion

10. Mansfield Tire Corp. June 1979 $23.0 million

Source: Pension Benefit Guaranty Corp.

sion plans dependent on America's declining smokestack in-
dustries. Such massive terminations could eventually bank-
rupt the PBGC. Or, employers would be forced to pay such
high premiums to the PBGC that they would shun defined

benefit pension plans en masse, unraveling the nation's cur-
rent pension system, experts say.

As of Dec. 31, 1983, Wheeling-Pittsburgh's pension plans
had $255.9 million in assets while the value of vested benefits
was $589.4 million, according to the company's 1983 10K
Form filed with the Securities and Exchange Commission, the
most recent public information available.

If a claim were filed in the range of $200 miillion, it would
dwarf the previous largest claims incurred by the PBGC. The
most costly claims to date were the result of the terminations
of plans sponsored by Wisconsin Steel Co. and White Motor
C6rp. The Wisconsin Steel and White Motor terminations
each will cost the PBGC $63.3 million, the agency estimates.

More huge terminations could be just around the corner.
For example, Allis-Chalmers Corp. of Milwaukee is consid-
ering termination of several plans, with about $80 million in
unfunded vested benefits, covering workers in a farm equip-
ment division that the company is negotiating to sell to a West
German company. The pension liabilities would not be trans-
ferred to the buyer.

So far, Wheeling-Pittsburgh has not said if it will terminate
the plans. Corporate financial officers referred all calls to a
public relations spokesman who would only say that the fu-
ture of the plans is under review.

Continued on page 62

Employers leading workers into battle
against taxes on employee benefits

Perspective, Page 37
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update

ISO may cap CGL defense costs

Cont:nued from preutous page

the property/casualty rate and policy advisory organization said
members should "plan now for the possible incorporation of a de-
fense-expense containment program in the new commercial general
liability policy forms that become effective Jan 1, 1986 "

Richard R Savage, senior vp for ISO, told Business Insurance that
ISO is considering the change because of concern among both direct
insurers and reinsurers over growing defense costs associated with
CGL policies Mr Savage said defense costs often exceed 30% of the
cost of a claim paid under a CGL policy

Since ISO already IS redrafting the CGL policy forms, he said this
would be a good time to include defense costs within policy limits

ISO announced last October that it was redrafting ItS two neu

CGL policy forms to eliminate virtually all coverage for pollution
claims and to include a rerroactive date on the claims-made contract

(Bl, Oct 29, 1984)

In addition to placing defense costs within the aggregate CGL
policy hmits, ISO also is considering an optional endorsement in
which the insurer and policyholder would share liability for defense
Costs after the insurer paid a certain amount of defense costs

However, ISO says if it decides to include defense costs in the
CGL policy limits, it will not issue an endorsement that would rein-
state the current unlimited defense cost provision

William Brady, chairman of the Independent Insurance Agents of
America's commercial lines committee, said he is polling IIAA
members for comment on the ISO study But, he said he expects
"very strong resistance" on the part of agents to any additional
changes in the CGL polic.es until "we've had a chance to digest the
changes that ISO has already proposed "

BankAmerica forms captive

SAN FRANCISCO-BankAmeriea Corp has formed a captive in-
surance company in the Cayman Islands to provide directors and
officers liability coverage for its Bank of America subsidiary

BankAmerica Corp has formed B A Insurance (Cayman) Ltd on
Grand Cayman to insure its D&O liability exposure, according to
officials at the bank's San Francisco headquarters The new captive,
which began providing coverage April 15, iS being managed by
Johnson & Higgins (Cayman) Ltd

A spokesman for Bank of America said the captive was formed
because, "We couldn't get adequate coverage at an appropriate cost"
in the commercial market

In March, Bank of America Meda lawsuit against Employers
Insurance of Wausau in an effort to recover a $95 million loss tied to
allegedly fraudulent mortgage-backed securities handled by officers
of the bank Wausau has since canceled $80 million in D&O cover-
age it wrote for the bank, and First State Insurance Co has indi-
cated it will cancel a $20 million excess layer on May 15

The new captive will retain 100% of the risk, no reinsurance is
being purchased, according to the spokesman The spokesman
would not comment on the exact limits of D&0 coverage the captive
would provide

The captive will write only D&O coverage for Bank of America
and has no plans to accept third-party business, he said

Michael Cetera, a consultant with The Wyatt Co in Chicago, said
the bank's move to form a captive to provide D&0 hability coverage
could signal growing efforts by financial institutions to explore
other options for funding this type of risk

"D&O, particularly for financial institutions, is drying up," said
Mr Cetera "The limits that were there before just aren't available
anymore When you can get them, the premiums are going way up "

EIL coverage rules relaxed

WASHINGTON-Enforcement action will not be taken aga.nst
companies that can prove they have made a good-faith effort to
obtain environmental impairment liability insurance, Environmen-
tal Protection Agency officials decided earlier this month

In an April 12 memorandum to enforcement division directors,
Jack W MeGraw, assistant administrator for solid waste and emer-
gency response, said companies that have been unable to obtain
coverage or have had coverage canceled "generally" should not be
penalized if they can demonstrate a good-faith effort to obtain EIL

According to the memorandum, criteria that may be used by en-
forcement officials to determine whether a company has made a
good-faith effort to obtain EIL insurance include whether the firm
submitted a complete apphcation to an Insurance company or insur-
ance companies in a timely fashion, whether its application was
submitted to "known" suppliers of EIL insurance, and whether the
firm can document its efforts to obtain insurance with known insur-
ers, including reasons given by the insurers for denial or dela> of
their applications

Continued on page 64
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Work comp reform

lllinois will consider Hawaiian legislators
state fund measure tighten benefit rules

By CAROL CAIN By CAROL CAIN

SPRINGFIELD, Il -The perennial competitive HONOLULU-Hawaii employers are claiming
state fund bill is back in the lllinois Legislature, and victory in their battle against high workers compen-
some say it has a better chance of passage this year sation costs with the passage of a bill that tightens

Rising workers compensation premiums over the requirements for receiving work comp benefits
past year may convince employers to support a state The bill also establishes a competitive state work-
fund now, believe the bill's sponsors and other legis- ers compensation fund, although tt does not include
lative sources any start-up money for the fund

But employer groups and their attorneys say they The multifaceted, often-revised, workers com-
still will fight the establishment of a state fund to pensation bill was passed by the Hawaii Legislature
provide workers compensation insurance, contend- in the final hours of an extended session on April
ing that government should stay out of the insur- 22
ance business

Nineteen states have state funds that provide intensively for workers comp reform, arguing that
workers compensation insurance Thirteen of those Hawaii's workers compensation rates and claims
states have competitive state funds, which compete frequency are among the highest in the country
with commercial Insurers for workers compensation As the bill-H B 463-wound its way through
premiums This is the type being proposed in llli- legislative committees, additional benefits to injured
nois workers were added to the package and cost-cutting

The other six states have exclusive or monopolis- features were eliminated
tic funds that exclude commercial insurers from un- Gov George R Ariyoshi, concerned about the
derwriting workers compensation risks in those business climate of the island state, buttonholed sev-
states eral lawmakers in the final days of the session in a

"In all the states that have a state fund, premium personal lobbying effort to seek relief for employ-
rates have been less and there are less administra- ers, and they give him much of the credit for the
tive costs," said lllinois Rep E J Giorgi, D-Rock- passage of the bill
ford, the major sponsor of H B 1515 Although the final bill was not the major reform

He sponsored a nearly identical bill during the package for which employers and insurers had
last legislative session However, that bill was ig- hoped, It Is expected to cut employers' costs overall
nored when the Legislature focused on amending Representatives of business, the insurance industry
and refining provistons ma maJor workers compen- and organized labor all say more reform is needed

Cont,nued on page 58 Continued on page 58

Kemper pumps $50 million
INnto reinsurance subsidiary

By STEPHEN TARNOFF

The business and insurance communities lobbied

"We may expand participation He would not predict Kemper

within our underwriting guide- Re's combined ratio for 1985 except

LONG GROVE, lll -Kemper lines," Mr Mathis says "But we are to say it should improve from the
Corp 's $50 million capital infusion not changing our underwriting 119 2% posted by the reinsurer in
into Its reinsurance subsidiary, guidelines " 1984

Kemper Reinsurance Co , will Kemper Re's maximum per-risk Mr Mathis says Kemper is one of

allow the reinsurer to write addi- net retention is $3 million, accord- the first reinsurers to increase its

tional new and renewal business in ing to A M Best Co, though Mr capital to take advantage of the

an improved market environment, Mathis said Kemper Re rarely hardening market

the reinsurer's president says writes its maximum line
The $50 million capital infusion,

"We're one of the first that went
Kemper Re last week reported it out with a share offering for that
which was raised through a public had written $58 7 million in net purpose,” he says "l don't know of
offering of an additional 2 6 milhon premiums in the first quarter, an any intermediary market subsidi-
shares of Kemper Corp common increase of 646% over the same pe- ary that has done what we've
stock, represents a 40% increase in riod in 1984 done ™

Kemper Re's capital from the However, Mr Mathis estimates Mr Mathis says also that the $50
$1247 million reported at the end that Kemper Re's total 1985 volume million capital increase does not
of 1984 will rise by 27% to about $300 mil- mean the reinsurer will change its

But Kemper Re President David lion, compared with $236 1 million mix of business

B Mathis maintains the addition of last year
new capital, which was announced

The company currently rein-
While Kemper Re generally ex- sures all sizes and most types of
last week, does not mean the com- pects volume to increase, it will risks, and Mr Mathis says he does
pany will change its underwriting also lose some volume by rejecting not expect Kemper Re to concen-
standards some risks because of unsatisfac- trate its new capital on any particu-
In addition, he says he does not tory terms, Mr Mathis said lar type of risk

anticipate a significant expansion "We know with the increased About 65% of Kemper Re's U S
of the per-risk capacit> it offers, al- surplLs capital we have the ability business is commercial casualty,
though It expects to increase its net to handle more business," he added while the rest is primarily property
premium volume by more than 25% "We intend to treat that Judi- business, Mr Mathis said

this year ciously " Continued on page 59

N.Y. lllinois fight over Ideal reinsurance

By JUDY GREENWALD

state and federal courts, have agreed to delay any fur-

ther legal action until May 10 in an effort to negotiate
NEW YORK-New York and lllinois insurance reg- an agreement

ulators are battling in court over which department At the center of a dispute is a pooling agreement be-

should receive reinsurance recoveries that may be pay- tween Optimum and Ideal

able to Ideal Mutual Insurance Co and ItS lllinois affili- In 1980, Ideal, which is a mutual insurer owned by its

ate, Optimum Insurance Co of lllinois policyholders, formed a downstream holding company,
Ideal Mutual was placed into liquidation by the New Optimum Holding Corp, and sold 49% of the new com-

York Insurance Department in January, after the de- pany to the public Optimum Holding Corp then

partment found the insurer was $155 million short of formed Optimum Insurance Co of lllinois

meeting its liabilities Under the pooling agreement subsequently entered
At the same time, Optimum was placed in voluntary into by Ideal and Optimum Insurance, the two com-

rehabilitation under the aegis of the lllinois Insurance panies shared premiums, expenses and liabilities on

Department (Bl, Jan 14, Feb 4) business written by the two companies on a 51%-49%
The New York Insurance Department says that, as basis

Ideal's hquidator, it alone is entitled to any reinsurance The agreement also provided that "the rights and

payments to Ideal and Optimum, while the lllinois In- benefits" of reinsurance contracts or treaties written on

surance Department says it should also have a share of Optimum business would be assigned by Optimum to

the reinsurance Ideal

The two sides, which have taken the matter to both Continued on page 63
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Carnival characters reminiscent of Mardi Gras entertain at the Spencer Foundation benefit that opened the Risk & Insurance Management Society's annual conference.

RIMS/New Orleans

New CGL forms attacked, defended

By LORRIE GIBSON

NEVWVW ORLEANS-The new commer-
cial general liability policy forms are re-
strictive-not attractive-and should be
rejected because they do not offer insur-
ance for a corporation's legal liabilities,
says one attorney who specializes in in-
surance coverage litigation.

But, according to insurance industry
advocates of the new CGL forms, a
change to the new claims-made general
liability form is necessary because insur-
ers must be able to realistically assess
risks or they cannot continue to under-
write them.

However, even they admit that the
transition to the new policy forms pres-
ents myriad problems for both risk man-
agers and the insurance industry, warn-
ing that the switch to the new forms next
year will be chaotic.

The implications of the new CGL

1 forms, which were introduced by the In-

surance Services Office in early 1984 but
then revised last fall to further limit in-

surers' liabilities, were discussed at the
annual Risk & Insurance Management

Society conference, held earlier this
month in New Orleans.

While similar sessions at the 1984 con-

ference were attended by only about 25

participants, both of this year's sessions
attracted standing-room-only crowds that
made their concerns about the new policy
forms heard.

And, repeatedly, the speakers on both
sides of the debate reminded the audi-
ence, "Don't underestimate the change
that is upon us!"

The change began in January 1984
when ISO, the rate and form advisory or-
ganization for the prop-
erty/casualty
industry, unveiled two

nNnNevw CGL forms, one O.

which features a claims-

made trigger and the
other the more-tradi- | _ ...
tional occurrence trigger.
The new forms mark
the first major revision in ,
the CGL form in almost
two decades, and the
change was prompted by the looming ex-
posure to insurers from long-latent dis-

ease claims.

Under the occurrence form, used in
most CGL policies today, an insurer is li-
able for any bodily injuries or property
damage that occur while it is on a risk,
regardless of how long after a policy's ex-
piration a claim is filed

Continued on page 11
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Tight market challenges risk managers

By DOUGLAS McLEOD

NEW ORLEANS-The current tight-
ening commercial insurance market will
create worse problems for risk managers
than have previous tight markets, a panel
of experts warns.

And, while risk managers can take
steps to mitigate the hard market's im-
pact, they will not escape the squeeze this
time, the experts said.

The problems posed by
a tightening market were
-1 discussed by a panel at

the general session of the
Risk & Insurance Man-
agement Society's annual
conference earlier this
month in New Orleans.

The panel was composed

- VW._.N. Murray

Lawrence, deputy chairman of Lloyd's of
London.

* Rolf Hueppi, chief executive officer
of Zurich-American Insurance Cos.

» Frank Tasco, president of Marsh &
MelLennan Cos. Inc.

« John R. Cox, former president and
chief executive officer of Associated
Madison Cos., a unit of American Can Co.

Three interrelated industry problems

have been brought to the fore in the
tightening market of the last year, Mr.
Lawrence said: capacity, lack of continu-
ity of buyer-insurer relationships and in-
surer security.

And, underlying the short-term causes
of the hard market-bad experience after
years of rate wars and cash-flow under-
writing-are a number of trends that
have developed 6ver the last 30 years, Mr.
Lawrence said.

As industrial insurance buyers have
grown, the number of risks in a given in-
dustry has declined while the size of indi-
vidual risks has increased, thereby redue-
ing insurers' spread of risk, he observed.

"Ever since management in industry
began to appreciate the cost advantage of
size, our book of business has become
steadily more unbalanced and unpredict-
able," he explained, adding that the trend
has been exacerbated by an increase in
self-insurance.

Development of new technology and
the need to insure new types of risks has
also created problems for underwriters,
who have found themselves, "wittingly
or unwittingly. . .the guarantors of that
technology,"” Mr. Lawrence said.

Inflation in the last 10 years also has
created problems in assessing insured

Continued on net page

A hands-on lesson in information systems

For the risk manager interested in purchas-
ing a risk management information system for
his department, the Risk & Insurance Manage-
ment Society's annual conference earlier this
month in New Orleans was the place to be.

To accommodate the increasing interest in
information systems, a separate exhibit hall
was set up for computer software vendors to
allow them to offer risk managers a hands-on
demonstration of their wares. A report on the
RMIS lessons learned begins on page 22.

Overall, a record 3,100 persons were regis-
tered for this year's RIMS conference. This
week's report on the seminars continues
through page 57. 1

With the help of Katie McBride of Corporate
Systems, John W. Schaefer, risk analyst at Intel
Corp. in Santa Clara, Calif., tests CS's On-Line
system at the RIMS conference in New Orleans.
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Market t|g htens market's investors-has increased 1986 is the time to Join Lloyd s" pacity problems developing for be for insurers and policyholders to
30% this year to $8 billion from Neve-theless, Mr LawrenDe said themselves as a result " arrive at a clearer understanding of
Confinued fTom premous page $6 25 tillion in 1984 that the Council of Lloyd's has de- Another problem linked b the their intent in an insurance trans-
valies for underwriters who must Horiever, the increase in capac- C, ded b increase the maximum capac ty shortage is the prospect of action and to express that intent
pay claims on a replacement-cost ity has been ad- gross premium limit allowed for in- insurer insolvency, he suggested more clearly in policies, he sug-
basis, he added versell affected d,vidua names to $1 6 m111107 from While "inadequate' premium gested
T iese developments are causing by theDythe $950,00( .n 1986 levels are one threat tc insurer se- One "great step forward”
underwriters to change their aE- strentith of the As many as 10,000 of the existing curity, "there are some other basic though not a cure for insurers' ills
proach to rating, he said Th€se U S dollar, 26000 Lloyd's investors ma, wish problems that cannot be cured by -would be mandatory adoption of
changes include which has ap- to increase their limits, and Lloyd's simply throwing money at them," claims-made liability forms, under
= Less tariff or manual rating cf preciated 20% Il ,#. " e,pects a "surge" of applications he sa-d which insurers are responsible only
large risks agains: the Brit- ,I for membership in 1986, Mr One problem, he observed, tS the for claims that are filed during the
* Less willingness to rate r sks ish po ind in the La\% rerce said increasingly liberal in .erpretation policy period, Mr Lawrence said
on past losses alone Instead, un- last 12 Mmonths 1w A -lother problem that has led to by U S courts of insurance pclicies Mr Hueppi
derwriters must consider spread cf About 6 a capac ty crunch for some risks is in favor of the policyholders expanded on Mr
risk and the values involved on Lloyd s business Mr, Lawrence the breakdown in continuity "We enter into a contract -oday Lawrence's re-
property business is transauted in caused by the soft mariet, Mr witn no conception of the condi- view of the in- bb
- Greater emphasis on a "lcng- dollars, Mr Lawrence noted Lau rerce complained tiors under which ou- successors dustry's prob- Mr
term approach to rating," in which As a result, Lloyd's growth in ca- 'A marketplace in which buyers will te forced to honor it," he said lems
underwriters base rate decisions pacity las been effectively cut in constan:ly flit from one supplier to "Gone is any question of intent as Among other
not just on the last three or four half, Mr Lawrence said another simply to obta.n the chea- uncerstood at the time of writing recent pieces of
years of experierce but on "a kery Increases in the capital of Lloyd s pest rates is bound to be inimical to between the parties Instead, our bad news for in- ff.1 k.. .
much longer period " syndicates-and thus their capacity the prci ision" of insurance ser- successors are faced with the then- surers, he noted 1«alir:Lie
Despite complaints about se- -is a so adversel) affected by a vices, ne said current views of the courts handing that a
verely restricted capacity in some "general pattern” O.' poor results in 'It 15 hard to see how those who down ever more unrea istic, neon- * Industry- Mr. Hueppl
tires, Mr Lawrence said that the insurance industry, he said "It take, maybe quite understandably, sistent and incomprehensible wide 1984 un-
Lloyd s capacity-measured by the does tave the effect of making it a short-term view of this question awards " derwriting losses hit a record $21
premium income limits of all the difficult to persuade names that can then complain if they f.nd ca- A solution to the prcblem would billion, while the combined ratio on

commercial business rose to 127%

LI 1 1 from 118% in 1983
= Investment income failed to
5* ‘ ‘ make up for the underwriting
losses, leaving the Industry with a
INBUSIN MOERETHAN ONE RISK &t

 Premium growth hasn t kept

= = — . pace with the growth in claims
4 4 1 1 1 — rI r While the value of claims rose 18%
s = b " ) »fyi=

in 1984, premiums written in-

MORE4HAN- MPANYAGENT e Y T 2% o e

1 - projects that one-third of all insur-
ers will operate at a 4-to-1 pre-
mium-to-surplus ratio by 1987,
K making for a "severe capacity
crunch ™
Two principal causes of insurers
problems, according to Mr Hueppi,
1t are inflation of claim costs and a
growing gap between exposures
underwriters are asked to assume
and premiums they are paid
Mr Hueppi noted an "alarming
increase in Jury awards, citing re-
search showing that the average
- 004 - jury award in lllinois grew to
S $227,392 in 1983-84 from $117,587 in
= 1982-83
- One of the lines most affected by
/ *'social inflation 15 workers com-
pensation, where the definition of
an occupational claim has broa-
dened and where injured workers
increasingly seek both workers
8 1- 2 comp benefits and Jury awards in
product liability or intentional tort
lawsuits, he said
f Other developments worrying li-
ability insurers, he said, are
- Broadening definitions of
product liability

= More-liberal punitive damage
awards

£

- Possible homeowners' class-
action suits against asbestos manu-
facturers and installers

- The “unmeasurable effects” of

pollution liability cases
= Policyholder liabilities result-
ing from crime and discrimination
While insurers' exposure to losses
has increased dramatically, premi-
Fly )-) ums haven't kept pace, Mr Hueppi
noted
The industry s pure losses have
- increased 84% since 1978 while
premiums have increased only 46%,
he said
_ Adjusting for several years of
under-reserving by insurers, Mr
Hueppi estimated that pure losses

are actually up 90% since 1978
The turn in the market over the

— 111 —-—=-Hal a4 1/i

last year won't produce any imme-

diate improvements for insurers,
he added

Today's businesses face all kinds of risks. From Second, independent A,genrs are profes- You'# find an /ndependent insurance Agent "The attempt to strengthen re-
computer /osses to po#ution habilify. From prod- siona's famihar with in.depth risK management wherever you see *is symbol. sults primarily through rate in-
uc- reca# to product liability. F,-om business mter- techniques. So theycan recommend creative creases will, ironically, lead to
. . - . ) more acute surplus problems,” he
ruption losses to terrorism. And new nsks are programs that utilize trad, riona: ,nsurance, se/f- said
everging every day..That s whyso many busi- |nsurapce, co-Insurar?ce, cap+|ve§ ora (?ombl- Mr Hueppi added that another
nesses seek the advice of an /ndependent nation that best suits your specic/ requirements. threat to surviving insurers is the
/nsurance Agent to help them anticipate anj Third, because /ndependent Agents repre- possibility of post-insolvency assess-
manage those risks. sent you-notsome company-they can help Insuronce 1 ®GENT ments by guaranty funds in 49 states
. . "Pot tial t: 1
Why an /ndependent Agente First Mole.sen- you reach a fast, fair settlemen’ SERVES YOou FimsT otential assessments are area
deit Agents represent many ccmpanies-not No wonder more and more businesses- - oo
. X i of some companies, he said "They
lus# one. So they can find the precise coverage large and sma#-re/yon independent Agents could have a serious domino effect
you need at the best price. And they can e/im- to protect them against today's.-isks. And THE MORE-THAN-ONE-COMPANY . ginal insurers ~
irate over/aps and gaps in your profecNon. tomorrow’s INSURANCE AGENT. Continued on page 10

653® and major threat" to the solvency
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Flexible Spending Accounts are a good
idea for employers and employees.

Unfortunately, the IRS doesn't agree. In
recent rulings, they eliminated some of the
many advantages offered by FSAs.

But despite the changes, Flexible
Spending Accounts are too important of an
idea to die. Not only do they provide
employers with a method for controlling
benefit costs, but they help employees cover
medical costs with non-taxable income.

So NWNL Group has been working
within the recent rulings to develop flexible
spending accounts that offer maximum
advantages to employers and employees.

As a result, Flexible Spending Accounts
are alive and well, and available right now
from NWNL Group.

Because the way we see it, as long as
there's a need for Flexible Spending Accounts,
we'll work to find an appropriate way to
provide them. To find out how we're doing it,
return the coupon for more information.

Send to: Ginny Charboneau
NWNL Group
Box 20, Minneapolis, MN 55402

Please tell me more about Flexible Spending Accounts.

Name
Title
Company
A drirpg<
City

State Zip

NWNLGROUP

A division of Northwestern National Life Insurance Company
Home Office: Minneapolis, Minnesota

So*eve
reconstructed them
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Consider everything that an
insurance company can offer you.
Flexibility Capacity Innovation.

Then consider what that is all
worth when that insurance company
won't pay your claim.

After all, more than one insur-
ance company has sought to build its
reputation by offering the most inno-
vative, sophisticated, and wide-
ranging array of emply promises in
the industry

Needless to say at CIGNA
Worldwide, thafs not the way we
choose to do business.

Because we believe the pri-
mary goal of an insurance company
should be to provide insurance. So
we don't use hidden loopholes or

CIGNA Worldwide, Incorporated
a CIGNA company

prolonged "investigations" to keep
your money in our account.

That means, when you get a
policy from us, you should know
exactly what you're covered for And
best of all, it will be what you tell us
you want to be covered for.

If something does happen, we'll
have adjusters on the spot as soon as
possible. And they'll be there to settle,
not quibble.

It's not our practice to avoid
paying a claim to improve our cash
flow at the expense of yours.

Maybe you don't find our
claims handling procedures contro-

versial at all.

But you can bet our competi-
tors do,

CIGNA
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opinions

...AND HERE'S
WHERE WE KEEP

OUR ACCOUNTSff
Tout

Preserve buyers' rights

ORRQRATE ingirance buyers, kightsfo select the

when brokers tangle over non-compete agreements.

Insurance buyers are not parties to non-compete
agreements signed by insurance brokers and should be
left out of the fray.

Yet, Alexander & Alexander Inc. in Massachusetts is
tromping on insurance buyers' rights in the process of
pressing its litigation against Rollins Burdick Hunter of
Massachusetts Inc. to enforce non-compete agreements
it obtained from two brokers now employed by RBH
(Bl, April 22).

A&A charges that the two brokers, one former A&A
employee and one former employee of an agency ac-
quired by A&A are violating the non-compete agree-
ments they signed that pledged they would not solicit
their former clients for a specified period of time if
they worked for another brokerage.

In its effort to enforce the non-compete agreements,
A&A succeeded in obtaining a sweeping preliminary
injunction against the entire staff of RBH in Massachu-
setts, forbidding the company from soliciting or accept-
ing business from all clients who could be identified as
clients of A&A and its acquired agency in Massachu-

setts during a period preceding the departure of the
two brokers.

Already, two corporate clients have had to obtain
court approval in order to select RBH as their broker.

This is an atrocious development in the relationship
between insurance buyers and their brokers.

A&A has every right to seek court action to force
compliance by the two signers of the non-compete
agreements. And, A&A has every right to seek dam-
ages for violations of the agreements.

But, we strongly object to the injunction prohibiting
all of RBH from soliciting business from clients that
were with A&A or its acquired agency and even ac-
cepting business from a client that seeks it.

That constitutes curtailment of insurance buyers'
rights to select their insurance brokers.

Insurance buyers should be entitled to receive quota-
tions from any broker and to place their business with
any broker they choose. If that account later is found to
have been obtained in violation of a non-compete
agreement, then the court can award damages or fash-
ion another remedy.

But neither brokers nor the courts should dictate

which broker a client can select.

letters

Case for claims-made form is less than convincing

To the editor: Liberty Mutual Insurance
Cos. Chairman Melvin Bradshaw did a
marvelous job of describing the current
abysmal state of the environmental liabil-
ity marketplace and the overwhelming
challenges it presents (BIl, April 8). He
also delivered an eloquent argument for
including defense costs within the limit of
a liability policy. However, the case made
for the adaptation of the claims-made pol-
icy was less than convincing.

Courts have created a good deal of con-
fusion about the definition of "occur-
renee," yet the adoption of the claims-
made form will not correct the situation;
it will most certainly make it worse.

Not only does the new form retain the
concept of "occurrence," it does so for the
purpose of excluding coverage. The in-
sured is burdened with the duty of re-
porting every "occurrence," but is warned
that "notice of an 'occurrence' is not a no-

Business Insurance welcomes let-
ters from its readers. Please keep
yoUT comments as brief as possible.
We reserve the right to edit letters
for cla,ity or space. We wilt not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611.

tice of a claim." It does not trigger cover-
age under the policy.

A client reports to the insurer an occur-
renee that is certain to result in a costly
claim. Coverage is not triggered, but the
insurer is free to cancel and quote the
highest possible premium for an extended
discovery period or to quote a renewal at
a prohibitive premium. Should the client
decide to change insurers, the occurrence,
which is not yet covered, must be re-
vealed and will either be excluded or con-
templated in the premium. If this does not
result in a torrent of litigation, policies are
not printed on paper.

Mr. Bradshaw emphasized the great
risk of continuing to write general liabil-
ity on an occurrence form. It is "to gamble
our economic destiny." But this enormous
risk-one that it is alleged cannot be
quantified by all of the resources of the
insurance business, that stumps the ex-
perts, the actuaries and the billions of dol-
lars worth of computers-is not to be
eliminated; it is merely to be transferred
back to the clients of the business. It is
they who must gamble their "economic
destiny."

Without the resources of the insurance
business, without the actuaries and the
computers, every business that purchases
claims-made coverage must decide in 1986
what to charge for its products or services,
contemplating the eventual cost, which

may not be known by 2012. If it errs, it
goes out of business,

In the meantime, insurance companies,
which have neither the talent nor the
gumption to assume real risk, are allowed
to collect premiums for a policy that does
not respond to the real needs of the eli-
ents.

The claims-made policy may not even
provide the insurers the relief they seek.
At least one court has already decided
that such a policy responds to the same
losses that would be covered under an oc-
currence contract. The courts will not
cease to rewrite contracts in favor of the
buyer. The mandatory availability of a
"discovery period" for a fixed maximum
cost puts a company in the same position
as one that wrote occurrence coverage.

Environmental impairment liability is
best excluded from the general liability
policy, and there are good arguments for
including defense costs within the liabil-
ity limit (though ISO has not proposed
this-yet). Few would object to wording
that would prevent the "pyramiding” of
liability limits, avoiding the tapping of
successive policies to cover a single occur-
renee. But a claims-made form is not nec-
essary to accomplish these worthy objec-
tives.

Charles A. McAlear, CPCU
McAlear Associates Inc.

Grand Rapids, Mich.
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If Youte Not Selling

Extra Strengtli Builders' Risk...
Youte Not Building

Your Business.

The present building boom is not only creating business for contractors-it can
build your business, too. Because The Home has created a new package for

builders called Extra Strengthsm Builders' Risk insurance. It's the first policy that
was designed to cover practically every builder's risk.

Extra Strengthsm Builders' Risk Is The Most Constructive Policy On The Market.

We offer a full range of the most comprehensive features. For example, the policy
provides true "All Risk" protection for property coverage, including earthquake
and flood. Protection for contractor's equipment is part of the package, too--with
extra features other policies don't offer. And, unlike any other builder's insurance
polic ours protects the builder against third-party losses due to "faulty
workmanship" for a full year after the project has been completed.

Another valuable feature we've added is Soft Costs and Loss of Rents
coverage, which includes loss of income and continuing expenses due to
construction delays. Such protection can make an important difference to a
builder's bottom line during these days of increased financing costs. Home
Insurance has dedicated itself to developing coverages that are right for the times

... and this is just one more example. -------—---- :
If You Want To Keep Building Your . Please send a brochure on The Home's

Business, Be Constructive. | Extra Strengths® Builders' Risk Insurance. |
Comntact In he HFHormmie field
Name

1

ofceniast you ©F * Firm-

BACKS¥OUNOP Telephone Nn
on how our policy can
give you the extra 1 Mail to: Marketln%Depaﬂment 3rd Floor,

e Insuran

strength you need. o a| e s T\Te O%r “VNY otl
This policy is available in %10.-

most states.

THE HOME
INSURANCE
COMPANY

A City Investing Company 59 MAIDEN LANE, NEW YORK. NY 10038
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Special skills needed to survive in tight market

Continued from page 4

In order to survive, insurers will
be taking a number of steps, he
said. These include:

- Concentration on essential
services, leading to the sale of affil-
iates and foreign operations.

= Increasing capital through
stock or debenture sales.

* Increased risk selectivity.

= Concentration on lines of busi-
ness with better-than-average prof-
itability.

- Tightening terms of retrospec-
tive premium plans and other loss-
sensitive programs.

= Restricting allowances for in-
terest income on reserves when
rating policies.

= Adopting claims-made liabil-
ity forms.

= Adopting more-stringent loss-
control measures.

Mr. Hueppi added that the capac-
ity crunch is real and in seyeral
ways worse than the hard market
of the mid-1970s.

Among the differences, he noted
that:

- Reinsurers this time had
worse results than direct insurers.

= Capacity from European and
Japanese insurers, which eased the
crisis of the 1970s, is no longer
available for U.S. risks.

« The surplus and reserve posi-
tion of U.S. insurers is worse than
in 1975.

- Captives may not prove as at-
tractive an alternative "for a vari-
ety of reasons.”

= Industrial conglomerates are
"disillusioned” with the prop-
erty/casualty business and are less
likely to add capital to it.

= Capacity that could be used
for property/casualty risks will in-
stead be applied to more-lucrative
personal lines business.

As a result, risk managers should
be ready for rate hikes and more
stringent underwriting, and should
develop longer-term relationships
with stable markets, he advised.

"If you have international expo-
sures, make sure you are with an
insurer that can and will maintain
the expensive foreign operations at
the necessary service level,” he
said.

He added that
— ImNnmnsSsurancs
buyers should

pay particular
attention to the

£1£09: impact of higher
Irda 1# N deductibles or

i ./.-M increased self-
..1-/ "»Slill insurance and

lihL.11 should antici-
H pate capacity
problems by ap-
proaching the
market early on renewals.
"There will be no miracle to get

Mr. Tasco

us out of the problems we face.”

M&M's Mr. Tasco agreed the ca«
pacity shortage this time around is
more severe than a decade ago.

"In the past, the white knights of
capacity have been the reinsurers.
Now you can forget it," he said.

Total limits of $100 million are
tough to arrange in some lines, he
added, noting one client that re-
cently tried to find $500 million in
errors and omissions coverage.

The client was only able to get
$100 million, with a higher deduct-
ible, more restrictive insuring con-
ditions and at more than double the
previous year's premium for half
the limits, he said.

Since January, capacity for
directors and officers liability in-
surance has dropped by $100 mil-
lion while rates have increased
100% to 300% for policyholders
with no losses and up to 1,000% for
those with poor loss history, he
said.

M&M hopes to ease the capacity
problem for some of its clients by
raising $100 million to form a new
insurance company, Mr. Tasco said.

The aim of the new company
would be to provide excess .iability
limits of at least $100 million aver
whatever limits were available
from the worldwide market

Stock in the comfany will be
sold to M&M clients and to other
insurance compan-es, added Robert
Clements, president of Marsh &
MelLennan Inc,

Mr. Clements said :he company
will not operate as a risk-sharing
pool, and it will accept business
submitted by other brokers.

The idea has "gone over very
well” with M&M clients, scme of
which have already committed to
contribute capital, Mr. Clemeits
said. He added that M&M itself will
have no equity inzerest in the com-
pany.

The company, whose inten.ed
lines of business will include en-

vironmental impairment liability
coverage, will be located of'shore,
thiugh Mr.

Clements would — _ _ _ _ _ _
not comment on /0,L 1
which domicile =. t)' "*5% j

will be chosen. ’

Mr. Cox, who'tr' I# OI**

resigned from " C .1 O

Associated Mad- | "1<F

ison Cos. re

cently' to attend l V Z
law school, of- 33.-f834

fered some ad- Mr. Cox

vice to risk man-
ages trying to cope with the sellars’
marke: in commercial insuranze.

Among his suggestions:

- Convince senior mana€emant
that rate increases and coverage |,e-
stiztions are inevitable.

= Don't look for any quicK sclu-
tions to commercial market orib-

a+

O~ O1 <+—1i,

lems "Self-insurance in its many
fcrms will help, tut it's not 20'ng to
be a Danacea this time; he sard.

-Review current self-insurance
programs to assess their aleguaer

- Solidify your pcsi:ion w.th
current brokers and insurers "l: is
cheaper for you, ycur brok€r and
your carrier to remain togisther,”
he said. "No one makes an> Ircney
in the first year of affil:atinic

- Examine your particip: tion in
"cooperative schemes" with nner
buyers, such as assoc iation pro-
grams. "You may find yoldelf
with severe contingen: liabi. t.es,"”
he warned, reccmmendinG wi=h-
drawing if this is the case

- Require your broker 3 pro-
vide financial appraisals o th€.n-
surers on your account Companies
with captives should ask e aptive
managers to provide tie same ap-

pra.sals of the captives' reinsurers.

» Be willing 10 separate-and pay
mc re for--catastrophe coverage.

* Place excess and surplus lines
exposures vith insurers specializ-
ing in E&S lines.

* Try to remove or extend any
60 -day cancellation clauses from
yeir policies.

= While recognizing that bro-
keys have been undercompensated
during the s.oit market, "make your
broker aware that you expect him
k participate in this cost squeeze
and that you» do not expect him to
ge- a windfall" from commissions
on higher prem.ums.

8 Convince your chief financial
officer tha- insurance buying
power can be gained by placing
priperty/casualty and employee
benefit programs under common

< anEtr <101 _ ES1



New CGL forms

Continued from page 3

For example, many insurers that
underwrote liability coverage on
the occurrence form for asbestos
producers :n the 1930s and 1940s
were not hit with claims stemming
from asbestos-related injuries until
as late as the 1970s and 19805, when
the injuries were manifested.

This situation created by long-la-
tent diseases has prompted disputes
and litigation among insurers and
policyholders over when injury
does occur and, therefore, what
policy must respond.

Under a claims-made form, an
insurer is responsible only for
claims filed during the policy pe-
riod, which cuts the long-term ex-
posure insurers face under the oc-
currence form and will reduce cov-
erage litigation, proponents of the
claims-made form say.

Besides introducing a new
claims-made form, the ISO pro-
posal in early 1984 also included a

system of aggregate limits to cap in-
surers' total liability under any one
policy and revised the wording of
the exclusion of coverage for grad-
ual pollution.

However, in October 1984, ISO
revised its proposed policy forms.
The two major restrictions added
were a retroactive date on the
claims-made policy and total exclu-
sion of coverage for all pollution
stemming from an insured's prem-
ises or ongoing operat.ons, includ-
ing the sudden and accidental pol-
lution previously covered under
the CGL. Pollution from prod-
ucts/completed operations will still
be covered.

The retroactive date provision
allows insurers to exclude coverage
for bodily injury or third-party
property damage that occurs before
a date selected by the underwriter,
even if the first claim is filed

within the claims-made policy pe-

riod.

It is expected that in most cases
the retroactive date will be the ef-

fective date of a policyholder's first
claims-made policy.

If a policy is canceled by either
party, the policyholder must be
given the option of buying an ex-
tended-reporting-period endorse-
ment or tail.

Such tail coverage would cover
claims stemming from any incident
that occurred between the retroac-
tive date of the claims-made policy
and the policy expiration date even
if the claims were no: reported
while the policy was still in force.
The tail coverage would be consid-
ered excess of any other primary or
excess coverage available to the
policyholder.

While the new occurrence form
will be offered to buyers next year
side by side with the new claims-

made form, it is expected that the
claims-made form will be the form

of the future.

Insurers say it initially will be
priced as much as 40% or 50% less
than the occurrence form, which
will look very attractive in the cur-

business insurance, April 29, 1985/ 11

rent tight market.

In addition, because of the tight
market, insurers may be able to
force the claims-made policy on

buyers desperate
to find coverage.
1 In many cases,
minsurers say,
their reinsurers
are demanding
that they write
only claims-
made coverage.
"The new
claims-made

Mr Anderson form is being
touted by ISO as
modern, attractive and simplified,"
said Eugene R. Anderson, an attor-
ney who often represents policy-
holders in insurance coverage dis-
putes.

"But, it is not attractive, and any
risk manager who thinks it is
should find a different risk man-
ager for his company.

"The new form represents the
first CGL policy revision in history

, PAUL BRISSON,

BELIEVE

IN LIBERTY™"

General Manager - Corporate Insurance,
H.J. Heinz Co.

66If there's a better disability management system
than Liberty Mutuals, | haven't seen it yet"

"We've been with Liberty Mutual for 50 years. They're the people who came up with
the concept of rehabilitation nurses to get injured employees back to work faster.

Working together with Liberty Mutual, Heinz has been able to get workers back on the
job and come up with new ideas to help prevent accidents.

And that's made us a more profitable company.”

AMERICA BELI EVES IN

LIBERTY MUTUAL INSURANCE.

LIBERTY 1[EI
MUTUAL

Liberty Mutual insurance Company - Liberty Mutual Fire Insurance Company « Liberty Life Assurance Company of Boston - Home Office: Boston

that restricts coverage," stressed
Mr. Anderson. "Every other prior
revision broadened coverage.

"The purpose of insurance is to
insure-an almost revolutionary
concept today,” he quipped. "P.T.
Barnum would make a fortune on
these forms."”

Mr. Anderson, of the law firm of
Anderson Russell Kill & Olick of
New York, represented Keene
Corp. in its landmark court battle
to win coverage for asbestos in-
juries from its liability insurers.

Mr. Anderson urged the audi-
ence to focus on the "insidious
way" ISO changed the CGL form.

"Worst of all, is that name!” ex-
claimed Mr. Anderson, pointing out
that the new policy is called com-
mercial general liability insurance
instead of the former comprehen-
siDe general liability insurance.

"That makes a difference to
you," he warned risk managers, ex-
plaining that in court when law-
yers have pointed out that insur-
ance was written under a "compre-
hensive" policy form, judges have
held insurers to their promises to
provide comprehensive coverage.
"But, that's gone now," he added.

Similarly, he pointed out that the
new form also omits the words "on
behalf of" and "all" from the im-
portant phrase "will pay out all
sums on behalf Of the insured” that
was contained in the old form.

The word att "has been a very
valuable tool for policyholders in
court" when insurers have argued
that they only meant to pay on a
pro rata basis, Mr. Anderson said.
"Look for an explanation from ISO
on why 'all' has been deleted."”

He also pointed out that the old
CGL form says insurers have a
duty and right to defend lawsuits
even if they are groundless or
fraudulent. "That is not in the new
policy any more," he lamented.
"Valuable words are gone."

Despite these changes, however,
Mr. Anderson says the revised
forms do nothing to remove the use
of the term "occurrence" that has
caused insurers to debate their re-
sponsibility to respond to claims
when it is unclear when an injury
occurred.

"It boggles my mind that that
same word is in the form," he said,
"after they have complained for 10
years about the interpretation of
‘occurrence."

Mr. Anderson said that insurers,
who blame the tort system for
many of the problems they face in
underwriting coverage, should be
leading the push for tort reform
since 60% of the lawyers in the
United States are directly or in-
directly employed by the insurance
industry.

"The insurers have the clout to
push tort reform," he said, but they
do not because they are afraid if
they lobby for it others will lobby
to have insurance regulation feder-
alized. "They are afraid of federal-
ization.”

Although it is "late in the day,”
Mr. Anderson admonished risk
managers not to apathetically ac-
cept the new CGL forms.

"You wouldn't accept a car from
GM with only three wheels, would
you?" he asked.

"Contact the insurance commis-
sioners in the states where you do

business and suggest to them that
insurance' should still be avail-

able," he advised. The ISO form
must be approved by state insur-
ance departments before it can be
used.

"Challenge ISO on this. Protest.
Get your local RIMS chapter to
contact insurance commissioners,"
he stressed.

"Remind insurers that asked you
to be loyal during the soft market
that loyalty runs both ways," he
said. "We don't think insurers
should climb out of the ring when
the going gets tough. We need in-
surance.”

Richard R. Savage, senior vp of
ISO, said that the new claims-made

Continued on nert page
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CPCU sets teleconference

A live video teleconference to discuss the new commercial general
liability insurance forms will reach more than 4,500 insurance un-
derwriters, brokers, risk managers, claims administrators and others
across North America.

During the May 15 teleconference, sponsored by the Society of
Chartered Property & Casualty Underwriters, officials from several
insurance industry trade groups will discuss the ramifications of the
Insurance Services Office's new CGL policy forms, scheduled for use
starting Jan. 1, 1986 (see story, page 3).

Larry L. Klein, director of professional services for the Society of
CPCU, said the teleconference will cost "well in excess" of $100,000.
The registration fee is $85 for CPCU members and $95 for non-mem-
bers, and the society has lined up 62 locations across North America
for viewing the conference, which will be transmitted from the cam-
pus of American College in Bryn Mawr, Pa.

Time has been set aside during the teleconference for a live ques-
tion-and-answer session, when viewers will be able to call in ques-
tions to the six panelists.

Mr. Klein says that a videotape of the teleconference will be made
available after May 15, but details are not yet available.

For information on the teleconference location in your area or to
register, contact Mr. Klein at Kahler Hall, 720 Providence Road,
Malvern, Pa. 19355; 215-251-2734.
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New CGL forms

Continued from previous page

form establishes a situation where
"one and only one policy will re-
spond per claim and that policy is
easily identifiable."

"That was the entire purpose” in
revising the CGL form, he said.
The new form does not reproduce
the problem of deciding when in-

jury occurs that is inherent in the
occurrence form.

"The new claims-made form can
remove all the expenses attached to
occurrence form litigation," he
stressed.

However, since it will take time
for the market to accept the new
claims-made form, the new occur-
renee form also will receive the full
support of manual rules and rates
from ISO, he said.

He said ISO had four objectives
in redesigning the CGL form:

- First, to pinpoint the attach-
ment of cover and address stacking
of limits by introducing the claims-
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made form.

+ Second, to define the parame-
ters of insurers' maximum liability
by introducing aggregate limits for
all coverage so .
insurance can be
priced based on 4
expected losses.

- T hird, to *- =~
continue to pro- /1.0/7.
vide coverage as
required by in-
tracts.

- Fourth, to
introduce a real Mr. Savage
mechanism for
dealing with the growing pollution
liability problem.

The catalysts behind the changes
are the growing underwriting
losses suffered by both primary in-
surers and reinsurers and court
rulings in coverage disputes that
favor policyholders, especially in
the environmental liability area, he

said.

Although ISO's revision of its

DIGITALI-1KES OUR PROGRAM.

It doesn't take a computer to figure out why AAU's aviation
insurance programs are unsurpassed in the industry. Or why we're
the choice of so many fast-paced companies like Digital Equipment

Corporation. Simply add it up for yourself. Fast, creative under-
writing. Highly efficient claims service.Plus a 50-year reputation of

financial strenth and stability. No wonder Digirtal Equipment

Corporation has been on-line with us since 1973.

plete story on all our programs and how they can 11, |
interface with your clients, contac
nearest AAU office. FLYIN

o get the com-

our 1 |
FIRST CLASS

ASSOCIATED AVIATION UNDERWRITERS. 90 JOHN STREET NY N.Y. 10038 - ATLANTA - CHICAGO - DALLAS - DETROIT - KANSAS CITY LOS ANGELES SAN FRANCISCO: SEATTLE

new CGL form last fall restricted

coverage by adding a retroactive
date to the claims-made form and
excluding all pollution coverage for
premises and ongoing operations, it
also was liberalized in some areas,
Mr. Savage pointed out.

For example, a 60-day mini-tail
is automatically attached to termin-
ated policies at no charge that will
provide the policyholder with cov-

erage for claims filed after the ter-
mination date that stem from oc-

currences between the retroactive
date and the termination date.

The purpose of this provision is
to reduce the insurers’' incentive to
cancel coverage after they are noti-
fied of a claim but before the claim
is filed and to give policyholders
time to decide if they want to pur-
chase the extended tail coverage.

Counting the 30-day cancellation
notice required of insurers and the
60-day mini-tail, policyholders
would have 90 days to get claims
filed stemming from occurrences
within the claims-made policy pe-

riod.

The new policy form also speci-
fies that the most an insurer can
charge for the extended-reporting
tail coverage is 200% of the pre-
mium paid on the original policy.
This provision was inserted to allay
insurance buyers' fears that insur-
ers would price the tail coverage
too high to be feasible to purchase,
thus leaving coverage gaps.

The new form also creates new
"laser beam” exclusions and en-
dorsements that allow insurers to
exclude coverage for known prior
liabilities within the retroactive
coverage period without ham-
pering the policyholder's ability to
obtain coverage for other risks, Mr.
Savage explained.

Although pollution coverage is
excluded under the new policy
forms, it can be bought back for
both sudden and gradual pollution
in three ways, Mr. Savage said.

First, a pollution liability cover-
age endorsement can be added to
the general liability policy to re-
move the coverage exclusion for
property damage and bodily injury
stemming from pollution. This cov-
erage would be subject to the gen-
eral aggregate limits of the policy
and would not remove the exclu-
sion of pollution cleanup costs.

Second, a separate, full pollution
coverage part can be purchased
under the claims-made form for
bodily injury, property damage and
cleanup costs. This coverage would
have separate aggregate limits.

Third, a limited pollution cover-
age part can be purchased that
would exclude coverage for clean-
up costs. It also would have sepa-
rate aggregate limits.

Mr. Savage also pointed out that

the effective date of the new forms

was moved back to January 1986
from November 1985 to minimize

treaty reinsurance renewal prob-
lems for insurers and to allow more

time for insurers to implement the
use of the new forms.

AnNnd, he said, both the old and
new forms will be available for use
until January 1987 to allow time to
educate underwriters and policy-
holders in the use of the new form.

"The whole insurance industry-
insurers, producers and buyers--
must be re-educated,"” said Joseph
P. Decaminada, senior vp, secre-
tary and general counsel for Atlan-
tic Mutual Insurance Co. in New
York and president of the Char-
tered Property & Casualty Un-
derwriters.

"Company people are as con-
fused as you are if they admit the
truth,” he said. "The average un-
derwriter in the average company

is not happy because he has to be
re-educated.”

"Don't think insurers are over-
joyed," agreed Robert Hammond,
secretary and home office casualty
claims manager for American In-
ternational Group. "Both sides are
accepting the new form begrudg-
ingly, but in the end | think it will

Continued on page 16
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METROPOLITAN'S CARDS
HELP YOU WIN IT.

At Metropolitan we've made group
insurance an entirely new game. And
if you're a group insurance broker or
consultant, it's yours with our
compliments. Just play your card -
right on the coupon - and we'll send
you a game free. You'll see that when
you need to design life, income
replacement, medical, dental or any
kind of group benefits plan for 50 or
more lives, Metropolitan's the name
of the game.

GET MEI IT PAYS.

dVb Metropolitan Life
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SEND TODAY FOR YOUR FREE GAME

Simply complete this coupon, attach your
business card and mail to:

Metropolitan Life Insurance Co.,
Group Marketing Division - Game
One Madison Avenue

New York, N.Y. 10010.

Type of group case you are most likely

to handle:
El Life C Income Replacement
El Medical E Pensions/IRAs C Dental

El Full Package C Creditors
Size of group case you are most likely
to handle:

El 50-200 lives G More than 200 lives
Frequency of group cases handled

per year:

Olor20 3-50 6 or more
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How Diertal devel

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 lepartment And a very innovative insurer. 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 end 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 per 11)1101 al 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 lm( W ledgc c)l ire hdéal ds to goc nd use.
We're testing fire-re mt pack s;,m he\ de\ e Opec 1 W hth W 11 e called, lo
latest sprinkler technology
But in the end, we
bility and will be a lot
there may be other applic g
Now, if you think the only i‘h_in_g Digital will encl up with S
catastrophic fire, think again.




You see, when the company starts protecting their computers in the new containers not only will distribution costs of ware-
housing be dramatically lower, insurance costs will be a lot less too.

Which just goes to prove what we've been saying all along. Arkwright-Boston is not only a company that insures you. It's a
company 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
for all our insureds.

But don't take our word for it. Ask French's mustard. American Greetings. Or Morton Thiokol. They're all our dients.

So if the idea of an insurance company with this sort of dedication and
creativity intrigues you, call or write us. But do it soon. Because if a disas-
ter hits before we get together, your company could get burned.

Arkwright-Boston Inswance, Marketing Seruices, 225 Wyman St., ARKWR'GHT
Waltham, MA 02154, 1-617-890-9300, Ext. 3295.
The Digital logo is a trademark of the Digital Equipment BOSM N

Corporation, Maynard, Massachusetts.
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New CGL forms To properly underwrite the new the new claims-made?" he asked will be available For example, when a company is
claims-made form, the underwriter rhetorically "It's hard to go back in time, so if required to file a certificate of in-
Continued from page 12 is going to have to have more When a risk manager files a you don't have coverage records, surance with a third party in the
be a good change knowledge about previous claims claim under the new claims-made start keeping them," he advised course of business, the limits on
"The largest problem, however, and previous occurrences, Mr De- form, the insurer will want to in- Because of the separate aggregate those certificates will be meaning-
is the education of everyone,"” he caminada said vestigate when the policyholder limits applied to each coverage part less, he said Because the new poli-
said "It is a monumental undertak- The underwriter is going to have knew about that impending claim, under the new liability forms, it cies will have aggregate limits on
1ng” to have more contact with the pre- Mr Hammond warned will be necessary for both irsurers all coverage parts plus an overall
It also will be expensive Mr vious underwriter and more data "They are going to ask you and poheyholders to monitor how aggregate limit, total limits pro-
Hammond said he heard that one will be needed, he explained In where your insurance application much of limits has been depleted, vided by a policy will be constantly
insurer is spending $24 million just order for the underwriter to effec- is and why it didn't reflect this pos- Mr Hammond said reduced as claims come in
to educate its underwriters and to tively implement "laser beam" ex- sible claim so a laser beam endorse- "The new policy form will re- "This will take constant monitor-
retool policy forms clusions, "it is going to have to be ment could have been applied," he quire much more monitoring, ing to stay on top of," he said
Properly underwriting the new more concerned about what has al- said “You will be subject to inves- checking, communicating-and "ISO has embarked on a mission
policy forms also will be more ex- ready happened,” he added tigation more " praying,” said William Blick Jr, to sell us on the merits of the
pensive because it will require He also questioned whether in- He also advised risk managers to who IS responsible for risk mandge- claims-made form," Mr Blick said

more research on the part of insur- surers will be willing to give agents research their coverage now so that ment as the assistant treasurer of "If they are successful, we are in
ers, and risk managers will have to binding authority when the new 10 years down the road when an in- The Allen Group Inc, an automo- for a period of volatility, uncer-
be ready for these new investiga- forms are being used "Do you surer asks for coverage history to tive parts and accessories manufac- tainty and instability until every-
tive efforts, the panelists said think we are going to do that with Settle a claim or write coverage, it turer in Melville, N Y one becomes familiar with these
changes
"Great demands will be placed
on risk managers, that's for sure
We will have to keep more facts
and communicate those facts to get
the coverage we want "

ERISA makes you an easier target forlawsuits.  Evenifa risk mansger can cor

quested, Mr Blick still has concerns

So get new broad protection from FesD. et ine v S forme et zorve

For example, he wonders if risk

/ managers will have to purchase

* _ * higher primary limits to appease

J f' T P”— &___--_3__-_ -=r -". 1 - 1 umbrella liability underwriters
who will be more likely to be

tapped for coverage when aggre-

, ' gate limits are placed on the pri-

Lk ' .1 ' mary policy
y’ vl And, he asks, will umbrella cov-

. erage now cost moreO
‘43

He also points out that while pol-
1 lution coverage for both sudden
- and non-sudden pollution will be
i11.",, 14" available under the new policy
1 * 4 4 forms if the policyholder wants to
1741 purchase it, some corporations that
don't need this broader coverage
will still have to pay the additional
price if they want to have any cov-
, r f erage at all
4 a t A He predicts risk managers are
1 t ', ' '» going to have to allow more time at
A f81ﬁ¥6%ﬁﬁﬁf?ﬂ§ﬁ§dﬁdé?’1ﬁé°ﬂ%ﬁ?
. % 4 | claims-made form and because the
risk manager may want to consider
more alternatives He 11 also have
| 2 E : ||tt | . 1i*' to worry about coverage gaps be-
¥ 1 6 B | T X tween policies, he said
’

In the end, despite the lower
price for the new claims-made
form compared with the new oc-

< 41 4 currence form and despite the tight
u market, if a risk manager does not

% 4 f believe the new claims-made form
is providing the protection he

13.9 z, ., wants, "he should reject it," said
Mr Blick

1.4 Y -
'=2364. Change your timing at renewals
1 . to allow enough to find an insurer
14 7, who will write the coverage you
t{) F - o want,"” concurs attorney Mr An-

;814 derson "If enough risk managers

that, there will be no claims-
.+ made pollcy for the majority of the
i people Don't take this lying

down "
th.11: Adrr-a~¥104° - =1 Dermot S MeGlinchey of the
- et e law firm of MeGlinchey, Stafford,
, 14 1 4 ., Mintz, Cellini & Lang of New Or-

' leans, the sixth panel member, does
not believe efforts put forth by ei-

garget: Target: Target: ther the insurance industry or risk
Corporation's Plan Manager's The Plan's managers to live with the new
Assets Personal Assets Assets claims-made form will prevent

coverage disputes in the end
He believes the courts will still
interpret insurance policies to pro-
vide compensation for injured par-
ties and will expect insurers to pick
The passage of ERISA made it easier for Pension and Benefit Plan Managers to be up the tab He said the courts will
sued. At stake are their personal assets, as well as the assets of their employer and the Plan. not deny coverage when a claim iS
fiD Fiduciary Responsibility Insurance was created to cover these provisions of a claims-made policy
specific financial risks. Ask your insurance agent or broker to contact The when the injured party had no way
R _ ) . g at an earlier time about

our local ofEce. Or, if more convenient, you may write: FRI Information, D a long-latent injury

"The American Judiciary has
made a determination that social

Fidelity and Deposit Company of Maryland, RO. Box 1227, Baltimore,
Maryland 21203.

requirements demand that the risk
of loss should be passed on to the
insurance industry, and the same

Companies

Lift'520 philosophy will stand irregardless
of what is done with the CGL
/hz:1'ZIP,/ form," Mr MeGlinchey concluded
R"CE AGI

The CGL session was moderated
by Jesse Pagonis, corporate direc-
tor of insurance for Engelhard
Corp



Recall coverage Gcrisis' on horizon: Broker

By JERRY GEISEL

NEW ORLEANS-The market

for product integrity, impairment
and recall insurance is drying up, a
broker warns.

"There is insufficient premium
to offset catastrophic losses," says
Philip Stein, a vp in the San Fran-

cisco office of Fred S. James & Co.
of California.

In fact, he warns that by 1986,
the coverage could become unaf-
fordable.

With coverage becoming more
expensive and more difficult to ob-
tain, companies should be prepared
to spend some time when placing
their coverage.

"Spend as much time as you
would on any other placement,”
Mr. Stein said at a session on
"Product Integrity, Impairment,
Recall & Protection” at the annual
Risk & Insurance Management So-
ciety conference held earlier this
month in New Orleans.

When companies seek coverage,
they should prepare a list of infor-
mation to give insurers a better un-
derstanding of the risk.

According to Mr. Stein, the list
should include information on:

« To whom the company sells its
products.

* How the products are distrib-
uted.

« The company's recall policy.

« The company's previous recall
experience.

* The company's product liabil-
ity claims experience, since there is
a correlation between the likeli-
hood of recalls and product liability
experience, Mr. Stein said.

Company management should
seek face-to-face meetings with un-
derwriters, Mr. Stein advised. Dur-
ing these discussions, the company
should explain its quality assurance
programs and why it wants to pur-
chase the coverage.

Before they approach the mar-
ket, companies should decide how
much risk they are willing to as-
sume. With coverage becoming
more expensive and difficult to ob-
tain, higher retentions are neces-
sary, he said.

Small or medium-sized com-
panies should expect retentions of
between $100,000 and $1 million,
said Clifford Stromberg, an attor-
ney in the Washington office of
Hogan & Hartson.

Mr. Stromberg noted that prod-
uct recalls have become a fact of
life for corporate America. He esti-
mates, for example, that 25% of
Fortune 500 companies have re-
called products during the last two
to three years.

Product recalls are on the rise
because of increased consumer ex-

pectations, Mr. Stromberg said.

In addition, products are becom-
ing more complex, and so they are
more likely to be defective. At the
same time, technological advances
allow companies to detect product
hazards more quickly, he said.

Of the thousands of product re-
calls, most have been "voluntary,"
he noted, using the military defini-
tion of voluntary.

"You 'volunteer' to recall your
products or a government agency
will force you to begin a recall," he
said.

The rate of response to a recall
varies widely, depending on the
product. For example, when an
auto manufacturer recalls a model
to correct a defect, about 50% of the
owners will return their cars for
the necessary work. By contrast,
the response rate for many other
consumer products ranges between
8% to 12%, Mr. Stromberg said.

Several government agencies
have wide powers in the product
integrity area, Mr. Stromberg said.
The CPSC, for example, can ban a
consumer product if it poses an
"unreasonable risk of injury and if

LO OO0 Obil*" 1653 ——
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no consumer product standard .s
feasible."

Products banned by the CPSC
include lead-based paint and TRIS,
a fire retardant used in ch.]d:ent
clothing.

The CPSC can ser standards for
consumer products, like swimming
pools and lawn mowers, if such
standards can reduce or prevent an
unreasonable risk of injury.

In the case of medical produc,

the federal Food and Drug Admin-
istration can order manufacturers
to repair, replace or refund the
purchase price to consumers if the
agency determines the 6€vice pres-
ents an unreasonable risk of sub-
stantial harm to the public health.

The FDA also can require a drug
manufacturer to add precaitions or
warnings and to notify all physi-
cians of the change.

And, the FDA can require manu-
facturers to reformulate a drug. For
example, the agency recently or-
dered manufacturers of some pain-
killers to delete the ingredient
phenactin, Mr. S-romberg said.

Finally, the FDA car crder the
withdrawal of a product that causes
cancer in laboratory animals.

Sometimes, however. Congress
will interfere with ager cy actions.
In 1977, Congress prevented the

FDA from banning saccharine. In-
stead, Congress imposec a morato-
ri-lm on banning the use of the
product, pending further study.

Currently. Congress' is consid-
€ring whether to require manufac-
turers to warn consumers if a prod-
Let conta.ns sulfites, a food
Freservative. and whether manu-
facturers sh)uk list the amount of
sodium in their products, Mr.
Stromberg said.

Also, a number of states have
Eassed laws that require product
warnings Florida, for e=amfle. has
special labe.ing rules for produc-s
tnat produce raiiation, Mr. Strom-
berg said.

When the goKernment sets label-
ing standards, such requiremen:s
can have the same effect as a prod-

uct recall or ban.

For example, if sodil.m labeling
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were required, some products like
soy sauce, which contain an unusu-
ally high amount of salt, might be-
come un:alable.

"That is essentially a recall,"” Mr.
Stromberg said.

Baby products and products that
may produce radiation have the
highest risk of product recall, Mr.
Stromberg noted.

Mr. Stromberg advised a com-
pany to map out a contingency plan
before it is faced with a product re-
call crisis. "You have to plan ahead.
Don't make plans at night when
everyone has had too much coffee.”

Also speaking at the session was
Kevin Kelley, executive vp at Lex-
ington Insurance Co. in Boston. Mi-
chelle Hogan, corborate insurance
manager at Carl Karcher Enter-
prises in Anaheim, Calif., was the
ranel moderator. .

NO. 8

Consolidating Transit Insurance Worldwide:

Five important advantages formultinationals.

Multinationals can significantly lower costs, broaden coverage and improve
controls by consolidating transit risks of their dcmestic and foreign operations

into one unified insurance program.

Program consolidation provides:

-‘Worldwide coverages negotiated with a single underwriter on broad terms

-Pooling of worldwide premiums to increase buying power and reduce costs
-Uniform global cargo claims. data processing, and Loss control services

-Easier compliance with local insurance regulations

-Increased feasibility of captive involvement.

Four elements are necessary to the success of consolidated programs:

-Risk management personnel must be authorized tc coordinate the

consolidated program with all corporate entities, domestic and international.
-Support for the program must be obtained by making bosh corporate and
local management aware of the specific advantages of consolidation to each.

-The underwriting facility must be experienced in transpcrt risks and
capable of providing admitted coverage with flexible claims service worldwide.

-The insurance broker must have worldwide marine expertise and a strong

international network to provide global claims handling, data processing

and loss control.

The consolidation of transport premiums may permit additional economic

benefit by involving a captive insurance company in the program.

If you are considering unifying global transit exposures, a review with an

experienced marine insurance broker could prove timely.

Call your JaeH office or John McDillin New York at (212) 701-7539.

© 1985Johnson& Higgins
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Reports can be boon for risk managers

By DIANE LYNN KASTIEL

NEVW ORLEANS-The annual
risk management report can give
the risk management department a
chance to toot its own horn, one
risk manager says.

"Someone once told me that you
don't get any credit for saving
money, but when you don't save
money, everyone pays attention to
you," Kathleen G. Carangi, risk
manager for IU International Man-
agement Corp. in Philadelphia, said
at a seminar on risk management
reports at the Risk & Insurance
Management Society conference in
New Orleans.

"Risk management reports are
one of the most important areas
(risk managers) can address," said
Felix Kloman, principal with Risk
Planning Group, a division of Til-
linghast, Nelson & Warren Inc., in
Darien, Conn.

But, he points out, "there also is
risk in preparing an annual re-
port," because the annual report in-
creases the visibility of the risk
manager and the department.

The potential value of the report
makes it worth the risk, however,
experts agree.

"Sure, if you fall on your face,
the noise is louder," said Suzanne
H. Crager, corporate risk manager
for Provident National Bank in
Philadelphia. "But if you don't fall
on your face too often, you also
build your credibility and value.
Senior management learns who
you are, what you do and why,

"Many companies see the risk
manager as an insurance buyer.
And we are that, but we do much
more than just that," she said.

And, the risk management re-
port can help demonstrate that.

If a report is to be effective, the
experts said, senior management
must read and understand it.

In fact, they said, the first and
most important step in preparing a
report is to know the audience.

"The most important thing is to
put it in a format geared to your
senior management,” Ms. Carangi
said.

The risk manager should use this
rule as a guide when deciding
things like how long and how for-
mal a report should be and what
kind of graphics should be used.

"If you're going to present it to
senior management and the board
of directors, you have to under-
stand their style,"” Mr. Kloman said.

Herbert L. Cunningham, vp of
administration for Transamerica
Corp. in San Francisco, agreed.
"Ask yourself, 'Who are these peo-
ple (that you want to communicate
with)? What do they want to
hear?" he said. "For example, if
you're communicating with finan-
cial people, use a lot of numbers. If
you're communicating with the
legal counsel, use legal terms."

Mr. Cunningham added: "When
your boss says, 'Gee, | really got a
great report from Joe yesterday,' go
to Joe and ask to see a copy of that
report and then follow its format in
your own report."

The panel of risk managers and
consultants offered several other
suggestions, including:

- Take the "KISS"-"Keep It
Simple, Stupid"-approach. You
can replace "simple" with "short"
or "strategic,” Mr. Cunningham
said. Mr. Kloman said, "The shorter
the document, the better the
chance it's going to be read and un-

derstood.”

« Use a "clear, simple, precise
statement” to introduce and sum-
marize the report, Mr. Kloman
said.

Ms. Crager said she uses a brief
policy statement to introduce her
reports. "It helps establish the ob-
jective of the report. It sets the
stage. And, it doesn't hurt to do a
little selling of the risk manage-
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ment program here."

« In concert with the KISS ap-
proach, convey "the big picture”
and leave the details to appendices
to the report, Mr. Cunningham
said. That way, details won't bog
down the report but will be there
for those who want them.

= Use graphics, but keep them
simple and easy to understand.
"Every graphic should have the
key idea written at the bottom (of

RIMS alone provides all of the
products to successfully automate
the diverse range of health
services administration functions

the graphic),” Mr. Kloman said.
"Answer the question, 'What is this
presenting or trying to prove?'™

- If possible, make a brief oral
presentation of the report. The oral
presentation should highlight the
most important things in the re-
port, said Ms. Crager.

"I have an opportunity to shine
before senior management, but | do
it as briefly as possible," she said. A
brief recap will get management's
attention, but a recitation will turn
them off, she said.

- Be honest. The report should
highlight failures as well as sue-

"Always tell your senior man-
agement the bad news," Mr. Cun-
ningham said. "They want you to
let them know what the bad news
is so they can help. And when
you're deep in trouble, sometimes

it's hard to see clearly that senior
managment can help."

Mr. Kloman added, "l think this
is the most important area in the
report because senior management
doesnt want any surprises.:'

* Include a section on ongoing
activities, Ms. Carangi suggested.
Simply listing successes and fail-
ures excludes activities that haven't
yet succeeded or failed, but that are
important to the risk management
department.

"Our senior management wanted
to know about our accomplish-
ments, and we thought there's a lot
of things we're doing now that we
think should be mentionei some-
where," Ms. Carangi said.

- Relate everything to the over-
all objectives the risk management
department has set up. Look at cur-
rent efforts in the context of fore-

casts made in previous reports, and
make new predictions.

- Make things as concrete as
possible. Be straightforward in
your report and avoid jargon.

"Jargon may make you sound
impressive, but if senior manage-
ment doesn't know the terms,
they'll listen to you and then go to
someone else and ask, 'What's he
really talking about?"™ Mr. Cun-
ningham said.

= Unless your corporate policy
prohibits it, make your report
available to anyone who wants it.
Aim for the highest level possible,
but distribute it to other levels of
management, too.

"You want to communicate
wherever you can,” Mr. Cun-
ningham said. "You want to spread
the gospel of risk management to
everyone in your company." .
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Umbrella cover requires consistency: Consultants

By ROBERT A. FINLAYSON

NEW ORLEANS-Consistency
of coverage at all levels is the key
to an effective excess liability in-
surance program, risk management
experts say.

And, the potential for disasters
involving large numbers of people
and the increase in million-dollar
damage awards make the proper
structuring of umbrella and excess
liability policies more important
than ever, said C.C. "Bud" Griffin,
president of consultant Warren,
MeVeigh & Griffin Inc. in Newport
Beach, Calif.

Mr. Griffin and three other risk
management experts discussed
"How to Structure Umbrella Lia-
bility Coverages" at the annual
Risk & Insurance Management So-
ciety conference held earlier this

coooo comoo
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month in New Orleans

Mr. Griffin and other members
of the panel said all companies with
major property/casualty exposures
should re-evaluate their excess lia-
bility coverage to make sure it is
adequate. He said many companies
will find their umbrella and excess
liability policies are inadequate or
poorly designed.

In reviewing umbrella and ex-
cess liability policies for his clients,

Mr. Griffin said he often finds:

= Poor policy draftmanship,
which he said can lead to coverage
disputes and litigation.

= Poor coordination between
primary, umbrella and excess cov-
erage, causing gaps in coverage.

- Use of "second rate" insurers
in excess layers. This, he said, often
results from failure of the insur-
ance buyer to tell the broker the
type of insurers the buyer is willing
to accept on the excess program.

* Inadequate documentation of
the excess program. Mr. Griffin
said in some cases buyers wait
months after coverage is bound to
get the policy documentation. If a
claim occurs during that time, it
may trigger a coverage dispute, he
added.

Many of these problems are
caused by the fact that umbrella

Technology Theirs
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policy forms are not standardized,
Mr. Griffin said. He said his firm

works with more than 100 um-
brella and excess policy forms.

All umbrella and excess policy
forms are expected to be revised in
the near future, based on changes
the Insurance Services Office is
making in the commercial general
liability contract. Most umbrella
policies are based on the CGL
form.

However, it isn't known how the
umbrella underwriters will struc-
ture their new policies, said Donald
S. Malecki, president of consulting
firm Donald S. Malecki & Associ-
ates in Fort Thomas, Ky.

Mr. Malecki said umbrella un-
derwriters are waiting for ISO to fi-
nalize the new CGL contracts be-

fore issuing their new policy forms.
ISO officials have said that the

a Pre-Admission Notification & Certification

alone entities within your corporate struc-

ture... RIMS automates more aspects of

patient case management and benefit

administration than anyone in the industry.
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new CGL contract forms issued by
the insurer trade group in October
1984, which would eliminate vir-
tually all coverage for pollution
claims and include a retroactive
date on claims-made policies, is the
final version that will go into effect
Jan. 1, 1986 (BI, Oct. 29, 1984)

Umbrella writers can be ex-
pected to follow the ISO's lead and
issue a claims-made umbrella pol-
iey form, Mr. Malecki said.

And, he and other panel mem-
bers advised insurance buyers to
keep the primary and umbrella
policies consistent with regard to
the trigger of coverage: A claims-
made primary policy should be
covered only by claims-made ex-
cess and umbrella policies, and an
occurrence primary policy should
be covered only by occurrence ex-
cess and umbrella policies.

To do otherwise, Mr. Malecki
warned, invites disputes between
the primary and umbrella insurers
over which policy should respond
to a long-latent claim.

(A claims-made policy responds
to claims that are filed during the
time the policy is in force. An oc-
currence policy, the type most
common today, responds if the
bodily injury or property damage
occurred during the policy period,
regardless of when the claim is
filed.)

Umbrella underwriters can also
be expected to follow the primary
insurers' lead in including defense
costs within their policy limits. But,
Mr. Griffin said this is no cause for
panic on the part of insurance
buyers, who should just adjust their
policy limits to take into account
the 20% to 35% reduction in cover-
age that results from including de-
fense costs within the policy limits.

Panelists said the minimum cov-
erages underlying the umbrella
policy should include a comprehen-
sive general liability policy; the
broad-form ISO endorsement,
which is included in the new CGL
policy to be offered Jan. 1, 1986; the
ISO business auto policy; and a
standard workers compensa-
tion/employers liability policy.

The current broad-form endorse-
ment includes coverage for con-
tractual liability; personal and ad-
vertising injury; fire legal liability;
incidental medical malpractice lia-
bility; and host liquor law liability.

Other possible underlying cover-
ages that should be considered, ac-
cording to panel members, include
owned and non-owned aircraft and
watercraft liability; employee ben-
efits liability; directors and officers
liability; ERISA/fiduciary liability;
professional liability; and adver-
tisers/publishers liability.

Panel members said the key
points to remember when purehas-
ing umbrella and excess liability
policies are:

- Be sure the umbrella and ex-
cess policies are as broad as the pri-
mary coverage.

+ Use as few insurers as possible
to avoid policy inconsistencies and
gaps in coverage.

* Use only top-rated companies
for the excess and umbrella layers.
"Be prepared to pay for quality,”
Mr. Griffin said, adding that um-
brella and excess coverage "is the

most important coverage for most
businesses.”

- Check the named-insured-
clause to make sure coverage is as
broad as the primary policy. Panel
members warned that many um-
brella and excess underwriters are
trying to limit coverage for joint
ventures and other non-named in-
sureds.

= Be sure all the policy expira-
tion dates are consistent.

Also on the panel were Pete Li-
geros, an attorney with Warren,
MeVeigh & Griffin Inc., and Sheila
P. Roberts, risk manager for Time

Inc. in New York.



Crisis management can cut losses: Experts

By MICHAEL BRADFORD

NEVW ORLEANS-Developing a
contingency plan or "crisis man-
agement program"” is essential to
minimize losses from a catastrophe,
risk management experts agree.

A company that does not have a
workable contingency plan exposes
itself to large business interruption
losses and may expose its directors
and officers to shareholder suits,
according to a panel at the Risk &
Insurance Management Society
conference in New Orleans.

Richard H. Soper, a consultant
with Richard H. Soper Inc. in La
Jolla, Calif., said a company can
also lose its marketing position
without a crisis management sys-

tem. He said no firm should be

without "an effective plan to attack
down time.™
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Because of the tightening com-
mercial insurance market, many
insurers will tighten the terms of
their policies, Mr. Soper explained,
and that means policyholders w.11
have increasing exposures.

He defines crisis management as
"a technique to reduce the adverse
effects of a crisis or loss situation
through risk identification, mea-
surement and management ac-
countability, with a primary focus

on pre- and post-loss recovery stra-
tegic planning.”

Mr. Soper said a company setting
up a crisis management program
first must evaluate the specific haz-
ards it may face.

He said the seven sequential
steps for formal adoption of a crisis
management program include:

- Drafting a policy statement
supported by senior management.

« Creating an executive crisis
management committee to formu-
late guidelines and identify prob-
lems.

= Creating a facility crisis man-
agement committee responsible for
identifying potential loss situations.

e Assigning a subcommittee
whose responsibilities include du-
plicating records and finding off-
site storage, locating backup com-
puter facilities and finding alter-
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An important element of a crisis
management program is a chrono-
logical action guide, Mr. Soper says.

Such a guide is structured to pro-
vide technical information on each

risk and outline action to be taken
before, during and immediately
after an emergency. It is used pri-
marily in training the crisis man-
agement committee and emergency
brigade, he said.

Kenneth E. Berg, president of
the FPE Group in Lafayette, Calif.,
told the audience that crisis man-
agement also is becoming more im-
portant for foreign companies.

"For a while it seemed the U.S.
had a monopoly on catastrophes.
That has changed," he remarked.

The United States is partly to
blame for overseas catastrophes,
Mr. Berg added, because after
WWorld war 11, We exported
American technology but didn't
bring along the risk management
technology."

For example, plants in Germany
were built to the same specifica-
tions as similar ones in the United
States, but not with the same level
of fire protection, he said. Heavy
fire losses resulted at German
plants.

Mr. Berg agreed that risks have
to be identified by each individual
company that wants to devise a
contingency plan, and he said the
the process is "difficult and time-
consuming."

There are three ways to treat
risk, he explained.

"You can eliminate it, which is
the best way. For example, you get
out of toxic shock liability by not
producing tampons anymore. It's
becoming a real viable option."

Risk can be reduced through risk
management and safety techniques
or it can be assumed by self-fund-
ing for a crisis. The risk can be
transferred by purchasing tradi-
tional coverages, Mr. Berg said.

John H. Wiggins, president of
J.H. Wiggins Co. in Redondo
Beach, Calif., said, "A crisis is a
high-consequence, low probability
event. So an out-of-sight, out-of-
mind kind of behavior prevails."

But risk managers must assume
that, as Murphy's Law admonishes,
"Anything that can go wrong, will
go wrong," he said.

Developing a contingency plan
means identifying three potential
areas of loss, said Mr. Wiggins.

Direct losses involve property
losses, while indirect losses may
come from situations like computer
failure that keeps a company from
meeting its payroll.

Loss can also be suffered through
directors and officers liability, he
notes. Directors and officers are in-
creasingly becoming the target of
lawsuits when they fail to acknowl-
edge or make changes regarding
any highly-publicized liability that
eventually leads to an accident, he
said.

Losses can be minimized, he says,
through simulation and mitigation.

"You simulate an event without
it actually happening. Then you
take what you learned in the simu-
lation and see if you want to incor-
porate it into your plan.”

Mitigation, he explained, is the
application of knowledge from the
simulation, from studying the over-
all risk-situation and from "using
your imagination.”

According to Harry J. Solberg,
senior associate with Strategic De-
eisions Group in Menlo Park,
Calif., risk managers must decide
which crises to plan for to be ade-
quately prepared for a catastrophe.

He suggested risk managers de-
cide which crises they might rea-
sonably have to deal with and write
"worst-case" scenarios for each.

Constance L. Roberts, benefits
and insurance manager for Hills
Bros. Coffee Inc. in San Francisco,

was the panel moderator. i
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Computer vendors show their wares at RIMS

By STEVE TARAVELLA floppy d.sc tt e following day Then vices, based in Atlarta displayed and cimpanies that pirch:se com- NRM was cne of the fe.,7 vendors
the data can be manipilated on a LIAESTRO, 1 S new stand-alone mercial insurance at RIMS with software specially
NEW ORLEANS-Risk manage- stand-alone nicro micro nic minagenent informa- One cimpany-National Risk targeted foi Rublic entity risi man-
ment is definitely going high tech This feature was originally de- tion system, Hhich sells for scout Management Inc .n San Ramon agers
Entering the exhibition hall at veloped for Dallas-base: Southland 130,000, excluding hardware MAE- Calif -even offErec an ZBM Per- Intro. ucEd at the cor ference by
the Risk & Insurance Management Corp, a CS c iert, and has been re- STRO can accommodate a data base senal Computer tree to any busi- Sausalito, Calif -based Risk Sct-
Society conference was hke walk- leased to other CS users over the cf up to 15,000 claims The com- ness that purch Esed its workers ences Groui Inc was SIGMA-
ing into a computer show More past few months pany has already sold five MAE- compensation or geners- liability Micro, a stand-alone ?C-based
than 40 vendors among the more M&M Clier.t Information Ser- STRY) sy.ems, tooothself-insurers claims managements>stem Continued on next page
than 120 exhibitors were touting
software with capabilities ranging
from property/casualty reserve
analysis and loss forecasting, to
workers compensation claims man-
agement and benefit payments ad-
ministration
Risk managers ready to do some
serious shopping for an automated
risk management information sys-
tem were even treated for the first

time to a separate hall where lead-

ing vendors-including brokers
and insurers-demonstrated their
newest products in a quiet, but also

somewhat stark, atmosphere
Risk managers could get hands-
on experience often under the tute-

lage of those who had designed the '
systems brought by some 16 ven-
dors

"This is probably the best RIMS
(conference) I've seen for getting a
handle on what the systems can
offer,"” observed Richard H Pier-
pont, vp at Frank B Hall & Co Inc
in Briarcliff Manor, N Y

The vendors in the computer hall *1.f
ranged from newcomers to indus- < &A

M-4.

try veterans
San Francisco-based DAVID
Corp, a 1-year-old software firm,
was exhibiting its two products-
Healthplus for benefit processing -
and CompPlus for work comp ad-
ministration-Just a few feet from v
where 17-year veteran Corporate .
Systems of Amarillo, Texas, was :-Ilt - 1 ,6
demonstrating its new stand-alone
microcomputer system )
Stand-alone microcomputer (or /):8>, i a v
personal computer) systems were - e S '4;_:Cr 5
popular exhibits And exhibitors 4.,3 :. % 1
agreed there was good reason for T

* u-l—' A

the interest in stand-alone systems . . ke

"A lot of the smaller companies L. 27/.M
can't justify the costs of an on-line
system," said Kelley Gaines, a Cor- =1
porate Systems account manager -10.8d..

Corporate Systems, which boasts -
of 36 of the Fortune 100 companies
among its clients using its on-line
system, introduced the preliminary
version of its stand-alone PC sys-

B —

tem at RIMS. CS has been soliciting 4
opinions of risk managers who've 5>4=a,_,.
been experimenting with the sys-
tem, Ms Gaines said The software .
so far is incomplete and unnamed e
The complete claims manage-
ment system, which will have pol-
icy-registering, check-writing and
ad-hoc reporting capabilities, will
cost about $25,000, according to Ms
Gaines It Will be able to manage up
to 7,500 claims
Users have the option of main-
taming the data themselves or con-
tracting with CS to do it for them

.. 7fF-r Z2' 9
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Risk managers also will be able to > AII’
contract for enhancements to the
system

One advantage CS' micro system ) =41 ...
has over the company's main-
frame-based product, called CS On-
line, is that it allows the self-in-
surer to enter an employee location
code of up to 12 digits Location
codes are routinely used to desig-
nate a claimant's division, city, sub-
sidiary, plant, branch, etc, and
usually contain eight to 12 digits

CS On-line only accepts location
codes of four digits, which requires
users to modify their numbers for
CS's four-digit coding system, Ms
Gaines explained

CS was also demonstrating one of
the latest enhancements to CS On-
line, called "data extraction " The
program allows users to request
specific portions of data while on-
line, like the total of paid claims as
of a certain date CS produces the
information overnight and enables
the user to transfer the data to a



Continued from previous page
claims management system. The
system is almost identical to SIG-
MA+, RSG's bread-and-butter
mainframe-based product. But, it
was really the merits of the main-
frame product that RSG was tout-
ing at RIMS.

"Micros are fine. but they have a
long way to go to be vehicles for the
major players," explained Richard
F. Denning, executive vp at RSG,
one of the leading manufacturers
of software with risk management
applications (Bl, Feb. 18).
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SJGMA-Micro can manage a data
base of only about 5,000 cla.ms
But, independent vendors
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weren't the only software suppliers
vying for attention at RIMS. Sev-
eral brokers. insurers and a num-
ber of accounting firms exhibited
new software packages with risk
management applications.

Among those companies were
Boston-based Liberty Mutual In-
surance Co., GAB Business Ser-
vices Inc. in Parsippany, N.J. and
accounting firms Coopers & Ly-
brand and Ernst & Whinney, both

based in New York.

Ernst & Whinney introduced

business insurance, April 29, 1985/ 23

MicroRESCOMP, a software prod-
uct used to analyze and project loss
reserves. It is a stand-alone PC sys-
tem designed for self-insurers or
businesses that spend at least
$500,000 annually in property/eas-
ualty or benefit premiums. The
system costs about $16.000, accord-
ing to manager Jeffrey J. Miszner.
While Ernst & Whinney hasn't
sold any copies of MieroRESCOMP
yet, the firm has used the system

for about six months to analyze its
actuarial clients' loss reserves. Mr.

UAC handles over 200,000 workers'

compensation claims each year. We know
one false step and the results can be pain-
ful. Medical costs. Expensive legal battles.
Disability payments. A whole mess.

That's why we back up our adjuster on
the scene with a knowledgeable team be-
hind the scene. Managers, supervisors,
specialists all work together to see that
you're protected at every step.

The supervisor assigns the claim to the
best-qualified adjuster. Throughout the
handling process, the supervisor monitors
the actions of the adjuster.

Reviewtng

Advising

Helping.

Other team members, from claims
processorto rehabilitation coordinator, con-
tribute their specialized knowledge.

Its ateam effort from beginning to end.

All this teamwork has just one objec-
tive: To bring you efficient claims service
that will lower your claims costs. Doesthis
team approach work?

Ask any one of the more than 1.400
companies and self-insurers who rely on
UAC service.

UAC has over 60 years of claims han-
dling experience and is staffed with more
than 3,800 adjusters, supervisors and sup-
port personnel operating out of more than
300 offices across the country.

For more information, or our free
brochure, contact: Marketing Vice Presi-
dent, Underwriters Adjusting Company,

2 Corporate Place South, Piscataway,
NJ 08854. Or call (201) 981-8200.
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THE TEAM WORKS.

Miszner said.

Coopers & Lybrand's EXHIBIT-
MAKER is a loss forecasting and
analytical software product that
James A. Hall Ill, a C&L consultant
in New York. described as "an ac-
tuary in a box." The software is
designed to analyze losses at any
business that generates more than
$1 million annually in
property /easualty premium, and
can be used to aid in renewal nego-
tiations with underwriters, Mr.
Hall noted.

EXHIBITMAKER currently has
about 25 users. About one-fourth
are self-insurers; one-fourth are
captive managers or similar man-
agement companies; and about half
are insurers. The produet costs
$5,000, which includes service and
any enhancements.

Liberty Mutual's RISKTRAC
runs off a mini-computer at the
user's site. This system, geared to
insureds, sells for about $40,000,
and includes modules for claims
management, premium allocation
and policy registering.

RISKTRAC does not come with
hardware, but Liberty Mutual can
lease appropriate hardware to the
user or assist the user in obtaining
it. Most of RISKTRAC's users oper-
ate two terminals off of the mini-
computer: one terminal can be used
to work with data if the other is
tied up in a lengthy function.

Obtaining an applicable mini-com-
puter and two video display
terminals would cost about $40.000
more. estimated Milan C. Dahlquist, a
Liberty Mutual financial analyst in
the company's Dallas office.

About 11 of RISKTRAC's 15
users are Liberty Mutual policy-
holders; only one is self-insured.

COMTEC. in Farmington
Hills, Mich., was one of the few
vendors with a system that can be
run from a mini-computer. RISK-
MASTER can be run off a mini
using either micros or video display
terminals.

New Orleans-based Conway
Computer Consultants Inc. also de-
monstrated a property /casualty
claims software system that runs
off a mini-computer with PCs:
CLAIMS:AMEX. It costs about
$70,000 for hardware and software,
and carries a $1,500 annual mainte-
nance fee after the first year, said
Marketing Director Harold S.
Blaum Jr.

The 6-month old system is
designed to set reserves and issue
checks for businesses that self-in-
sure workers compensation and
other property /casualty exposures.

Several products exhibited are
available only hand-in-hand with
insurance company services.

CIGNA Corp. in Philadelphia
displayed the latest in CRIS,
CIGNA's Risk Information Ser-
vices, offered only to its clients.

CIGNA policyholders are automat-
ically eligible for on-line access to
CRIS if they generate at least $1 mil-
lion in premium volume annually in
any casualty line or pay at least
$100.000 in fees annually to CIGNA's
claims-handling subsidiary, ESIS.

About 160 CIGNA clients have
Level | equipment that allows them
to perform various analytical
functions on the menu-driven sys-
tem. About 320 smaller clients are
provided with smaller and some-
what slower computer equipment,
explained Larry W. Gibbins, sys-
tems manager.

Both the Level | and smaller
equipment is provided at no addi-
tional fee, but CIGNA policyholders
that want a more sophisticated sys-
tem can purchase CRIS Advanced,
the price of which is factored into the
policy premium. Besides the in-
creased analytical ability of this sys-
tem, it also can be hooked up with a
plotter to produce full color graphs to
illustrate reports. About 26 policy-
holders have purchased this ad-
vanced system.

The Travelers Corp. in Hartford.
Conn., exhibited CARMA and
SAILOR-ON-LINE, offered only to

Travelers policyholders. .
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Study computer capabilities before you buy

By STEVE TARAVELLA

NEW ORLEANS-Make sure you
know what you intend to use a risk
management information system
for before you buy one, experts ad-
vise.

According to leaders in the risk
management information system
field, some risk managers don't
really know what to look for when
they shop for a system, and subse-
quently overlook some of the sys-
tem’'s most effective uses once it's
in place.

Some of the best uses for a risk
management information system,
according to experts speaking at
the Risk & Insurance Management
Society conference earlier this
month, include allocation of premi-
ums, loss forecasting, claims pay-
ment analysis and generating sta-

IN '85 STRIVE FOR EXCELLENCE

tistical reports.

Some risk managers make the
mistake of buying terminals or
other hardware before selecting
the software, which is really the
meat of any risk management in-
formation system, they say.

"You ought to have a pretty good
idea of what you want to do with it
before you get your equipment.
The hardware is the last thing you
should buy," advised Richard H.

if all group
dental plans are
beginning to
look alike...

Pierpont, vp at Frank B. Hall & Co.
INnc.'s services division in Briarcliff
Manor, N.Y.

He noted that the two most com-
mon information systems-stand-
alone micros and those that run off
mainframe computers, which gen-
erally require ongoing involve-
ment from the vendor-each have
their advantages.

Mainframe operations will gen-
erally give the risk manager
greater power and speed and en-
able him to monitor a much larger
volume of claims information, Mr.
Pierpont pointed out.

These systems are also better
suited to handling claims data from
several sources, such as insurance
companies and third-party admin-
istrators, he added.

But micros are considerably less
expensive and allow the risk man-

discover the Delta«difference!

No other system has so many built-in checks and balances.

With over 15 million people covered, Delta is the
largest dental plan system in the United States.

We're also the oldest.

We wrote the first group dental care programs in
the country. Then we pioneered a system of qual-
ity assurance and cost containment that is still
unmatched by any other plan.

No other system has so many built-in checks and

balances.

Participating dentists file their fees with us and
guarantee they'll charge no more. In cases where
extensive dental work is required, they submit
treatment plans in advance to determine how
much the program will cover and how much the
patient will have to pay.

ager to enter all his own data, he
noted.

When shopping among risk man-
agement information system ven-
dors, a risk manager should seek a
system as closely tailored to his or
her company's exposures as possi-
ble, Mr. Pierpont said.

"The days of standardized prod-
ucts are numbered. All of you
should demand customized prod-
ucts," he advised.

Allocating premiums among
various divisions, for example, is
"an important tool" and "one good
reason why you should have a risk
management system," according to
William E. Kuebler, senior vp at
Adjustco Inc., a Frank B. Hall sub-
sidiary located in Tarrytown, New
York.

Distributing the cost of risk
among various operating units can

Patients are only responsible for applicable co-

payments and deductibles.

Everything is all spelled out. No surprises, no com-.
plaints, no problems. Just predictable fees and

affordable rates.

Employer, employee, benefits manager, dentists
- everyone knows where they stand with a Delta

Dental Plan.

If you can't say the same for your present group
dental coverage, then it's time to compare your

plan with ours.

For a free copy of Delta's 10-point Dental Plan
Comparison Chart, call our National Accounts

office at 312-337-4707.

You know where you stand with a
Delta Dental Plan.

Delta Dental Plans Association

211 East Chicago Avenue, Dept. F

& Chicago, lllinois 60611

provide a great incentive for loss
control because each loss is as-
signed to a particular branch or di-
vision, Mr. Kuebler explained.
Proper allocation rewards good ex-
perience and punishes poor experi-
ence.

Premium allocation also permits
clear comparisons between actual
loss experience and projected loss
experience, he added.

In addition to allocating premi-
ums by entity, costs can also be al-
located by type of exposure, such as
general liability vs. workers com-
pensation, and by time period. For
example, many risk managers use
the loss experience of the previous
three years as a basis for allocating
premium, Mr. Kuebler noted.

But one particular risk manage-
ment information system will not
meet everyone's cost allocation
needs, Mr. Kuebler explained, so
some customization should be ex-
pected.

"If you really don't know how
you want to do it, the better sys-
tems are flexible and will help you
do it any which way," he said. "In
10 consulting hours, you may be
able to add the bell or whistle you
need.”

Premium allocations aren't easy
to swallow by the division manag-
ers who are hit with the biggest
portions of premium, another
speaker noted.

'All of you should

demand customized

products,' Frank B.
Hall's Mr. Pierpont

advised.

"Basically, everybody believes a
cost allocation system is fair-until
they get their loss-sensitive alloca-
tion," quipped Richard M. Inserra,
director of insurance and risk man-
agement at American Can Co. in
Greenwich, Conn.

But a risk manager can use his
risk management information sys-
tem to diminish that resistance, ex-
perts say, by generating reports
that clearly document the reason
for the large assessment. Most sys-
tems' reporting capabilities allow a
risk manager to compare the loss
experience of one division with
that of several others.

"Just don’'t send them a bill-that
doesn't motivate them properly,”
Mr. Kuebler noted.

By providing the division man-
agers with statistical proof of that
unit's loss experience, "You've got
a much better shot at justifying

something," agreed Lee Balkum,
senior vp at Advanced Risk Man-
agement Services, a Corroon &
Black Corp. unit in Nashville,
Tenn.

Mr. Balkum assured skeptical in-
surance managers that a RMIS "is
not just an expensive way to get
new loss runs.”

"With a good risk management
information system, there is an ab-
solute plethora of funding analysis
you can do based upon the data that
a system like that is going to cap-
ture for you," he said.

Mr. Balkum explained that effee-
tive use of an RMIS includes track-
ing factors such as:

» Loss exposures. To get opti-
mum use of loss-exposure data, the
risk manager must remember to
consider any division that is no
longer operating or a unit that may
begin operation in the near future,
Mr. Balkum advised.

It is not possible to properly allo-
cate costs or forecast losses without
accurate information about operat-
ing units' exposures, Mr. Balkum

said.

Continued on page 27



Matehless insurance
SErvices for tough
competitors..
Frank B, Kall

On the polo field or in the execu-
tive suite, today’s players are
there to win. And part of winning
in the business arena means
finding ingenious ways to keep
your corporate assets well-
protected, cost effectively.

Frank B. Hall, one of the
world’s largest insurance ser-
vices firms, has been protecting
the human and financial assets
of corporations around the globe
for more than a century. Now our
insurance services are more
comprehensive and more com-
patible than ever before.

We're Frank B. Hall, the crea-
tive force in our industry. With al!
forms of business insurance
placement. Reinsurance. Self-
insurance. E & S lines. Employee
benefits consulting. Claims man-
agement. Environmental risk
management. And 21st century
insurance products to meet your
every requirement.

For hard-hitting risk manage-
ment programs that help you
reach your goal without worrying
about the safety of your corpora-
tion, don't go into competition
without Frank B. Hall, the high
performance insurance services
company. Specially built for
today’s serious players in every
industry.

Photographed at Casa de Campo Molo Club, La Rumana, Dominican Hepublic.
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ABI MANAGEMENT, INC.

is oleased to announce the acquisition of

WELLINGTON INSURANCE SERVICES

4465 Wilshire Blvd., Los Angeles, CA 90010

info

«Computer Security Issues
and Answers," a 24-page publica-
tion, is free from the Computer Se-
eurity Institute. Topics inc_ude
computer crime protection: so-
ciety's responsibility for data secu-
rity, legal aspects, software security
and disaster recovery. Send a self-
addressed stamped envelope with
73 cents postage to Phyllis St. Mar-
tin. Computer Security Institute, 43

Boston Post Road, Northborough,
Mass. 01532.

Headquartered at #3 Embarcardero Center, San Francisco 94111, ABI

Management, Inc. maintains branch offices to date in San Francisco, Los
Angeles, Minneapolis, Chicago, Schaumburg, 111., Cleveland, Kansas City,

Dallas and Ft. Lauderdale.

- Competitive health care
proposals and the effect of pen-
sions and collective bargaining on
retirement income security are
covered by two new research re-
ports by the International Founda-
tion of Employee Benefit Plans:
"Competitive Health Care Propos-
als: Financial Impacts on Employ-
ers and Employees" and "Pensions

NOWYOU CAN
DEVEIDP YOUROWN
STRUCTURED SETTLEMENTS
IN TEN MINUTES.

INSTEAD OF WAITING DAYS
FORTHE MAIL.

Introducing
STRUCrURE ONE

the revolution-
aiysoftware
package only

from Brokers',

Service.

Brokers' Service has
developed new structured
settlement software that can
make life a lot easier for the
claims adjuster or manager

STRUCTURE ONE

With STRUCTURE ONE you
can actually develop a complete
structured claims settlement
proposal in ten minutes and a
basic file in justa minute ortwo.

4196%0'27 % %.."/

help you settle
more cases more
quickly.
STRUCTURE ONE
will also let you
develop precisely the
plan you want in small
cases as well as large
ones. And give you the

exact premium from a
cross section of Best's

A + rated life insurance
companies

And, in the long run, that
won't just save you time, it'11
also save you a small mountain

Even ifyou've never used a com- of money.

puter before.

To find out all about STRUC-

The advantages are as obvious TURE ONE, call Joe O'Reilly at

as they are numerous.

r==—g 1-800-343-7772.

First, there are no information W- He'11 tell you how
forms to complete or consultant M STRUCTURE ONE can

calls to make.

Since you don't have to wait
for a proposal to come through
the mail,the length of the
approval cycle can be reduced
substantially And this can

1 help you develop a
structured settlement
proposal in a few minutes by
pushing a few buttons.
Instead ofwaiting days and
daysforthemail.

S5S7TmK,IRE(EN

FROM BROKERS SERVICE

500 South Main Street, Providence, R[ 02903. Other offices in Boston and New York City.

and Collective Bargaining: To-
ward a Comprehensive Retire-
ment Income Security Policy."
Send $5 each for IFEBP mem-
bers and $9 each for non-mem-
bers to Publications Depart-
ment, IFEBP, P.O. Box 69,
Brookfield, Wis. 53008-0069.

- A comprehensive di-
rectory of operational pre-
ferred provider organiza-
tions is available from the
American Assn. of Preferred
Provider Organizations. The
directory contains detailed in-
formation on 143 operational
PPOs. Copies are available for
$15 from the AAPPO, 4301
Connecticut Ave. N.VW., Suite
139, Washington, D.C. 20008.

- Exposure to excessive
noise levels in the workplace
can produce temporary or per-
manent hearing loss. Find out
how to protect your employees
from hearing loss and set up a
hearing conservation program
with a new brochure from the
Washington state Department
of Labor and Industries' Indus-
trial Safety and Health Divi-
sion. Copies of "Hearing Con-
servation Guidelines" are free
from the Department of Labor
& Industries, Industrial Hy-
giene Section, P.O. Box 207,
Olympia, Wash. 98507.

- Poor employee health
habits needlessly inflate em-
ployee benefit costs. To help
fight these inflated costs, Fax
Communications Inc. provides
a 16-page motivational guide
that includes tips on wellness
issues, including exercise,
stress management, smoking
cessation and alcohol and drug
abuse. To order a sample copy,
send $1 to Fax Communica-
tions Inc., Dept. Bl, 2215-R
Market St., Suite 110, San
Francisco, Calif. 94114

- Two free brochures
aimed at chief financial offi-
cers, chief executive officers
and benefit managers are
available from the Health
Corp. of America. "Good
Health Care Plans for the
Good Health of Your Organi-
zation" features short sum-
maries of the programs and
benefits offered by the cor-
poration, and "Own Your Own
Plan (The Best and Lasting
Solution to Your Total Health
Care Benefits Costs)" describes
its self-funding plans. To
order, write Health Corp. of
America, 650 E. Swedesford
Road, Wayne, Pa. 19087.

- A free guide offered by

the American Council of Life
Insurance and the Health In-
surance Assn. of America pro-
vides information on deter-
mining how much money is
needed for retirement, types
of investment vehicles and
the range of life and health
insurance options. Also in-
cluded in "Securing Your Re-
tirement Dollars"” is a brief
overview of estate planning.
To order, write Community
and Consumer Relations,
ACLI/HIAA, 1850 K St. N.W_,
Washington, D.C. 20006.

Have a new report, booklet or
promotional brochure you'd like
to send to buyers of insurance?
Business Insurance will describe
material costing less than $25 as
an editorial service. Simply send
a short description of the ma-
terial to be offered, along with
the cost and a mailing address. to
Info for Buyers. Business Insur-

ance, 740 N. Rush St., Chicago,
1. 60611.



Know computer capabilities

Continued from page 24

The degree of exposure can be
presented in terms of payroll,
revenue, square footage or
some other measurement stan-
dard.

« Insurance policies. The

-risk manager should track not
only his company's current
policies, but expired policies as
well, Mr. Balkum said. He or
she should establish a "pro-
gram year" to best handle
varying time periods, such as a
policy year vs. the company's
fiscal year.

- Assets. The risk manage-
ment information system
should record information on
the company's real property
and its current value and
should monitor goods or in-
ventory in transit, categorized
by subsidiary or division.

* Losses. The risk manager
should track both paid and in-
curred losses over a desired
period of time, itemized by di-
vision "down to the smallest
layer to which you are plan-
ning to allocate costs,” Mr. Bal-
kum advised.

Losses should also be re-
corded by factors like the line
of insurance the loss was cov-
ered by, the deductible that
applidd to the loss, the product
involved and the work shift in
which a workplace injury oc-
curred.

- Employees. Employees
should be monitored by date of

1 hire; most recent physical

exam,; driving record; access to
company cars; job promotions;
supervisory personnel; time of
shift worked; and salary his-
tory.

"Most systems that are going
to be around for a long time
will either give you access to
that data or will capture it for
you," Mr. Balkum said.

Tracking losses on a risk
management information sys-
tem may help a risk manager
identify either a particular su-
pervisor or a particular divi-
sion as the cause of a series of
losses, he said.

And, a risk management in-
formatio'n system can help the
risk manager compare the ser-
vice and cost of claims admin-
istrators in different geogra-
phic areas, Mr. Balkum
pointed out.

For exam#le, Mr. Balkum
said a risk manager could
compare the rate of claims
payment by the claims admin-
istrator used by the employer's
East Coast operations with that
of the adminstrator used at the
company's West Coast opera-
tions and that of the com-
pany's self-administered plan
in the Midwest.

"You can do this if you have
the data, and a risk manage-
ment information system will
give you that data,” Mr. Bal-

kum said.

Claims data can also be
manipulated by loss-forecast-
ing modules to predict an oper-
ation's losses over a certain pe-
riod of time.

Ideally five years of claims
history is needed to accurately
project loss occurrence, though
it can be accomplished with
just three years of ddta, esti-
mated Tracey A. Carragher,
vp of Alexander & Alexander
Inc. in Greenwich, Conn.

Loss forecasting is important
because it enables the risk
manager to set proper self-in-
sured retention levels and to
more accurately reserve for
self-funded losses.

But to ensure reliable results
when forecasting losses, the
risk manager cannot rely soley
on claims data, Ms. Carragher

said. He must know the com-

pany's exposures: If one unit is

expected to double in size over the
next year, the risk manager must
know that and factor that into the
loss forecasting.

Ms. Carragher also advised
against using industry-wide figures
in loss forecasting whenever possi-
ble.

"Try to get away from the aver-
age and you'll ge: something really
tailored," she explained.

But loss forecasts in some indus-
tries just aren't that credible, Ms.
Carragher noted, such as in phar-
maceuticals and certain chemical
manufacturing processes.

Risk managers also should aim to
capitalize on the graphic capability
of their systems.

Presenting figures graphically
"can help you show your manage-
ment what is going on in the risk
management area without showing
them a bunch of tables that mean
nothing to them," Mr. Balkum
e e e e—— < 8 _ —
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ATTENTION RISK MANAGERS AND CLAIMS ADMINISTRATORS!
WE HAVE

InN-House Alternative

CLAIMS: AMEX

A Cost-Effective Property and Casualty
RISK INFORMATION SYSTEM

Designed to operate on the IBM System 34 or 36 Computers

The

SEE OUR BOOTH AT THE
23rd ANNUAL RISK MANAGEMENT CONFERENCE
APRIL 14th-19th, 1985 - NEVW ORLEANS, LA
or FOR MORE INFORMATION CALL OR WRITE

Conlum’' ComPLITER ConSULTINTS.bnc.

C v MARKETING

HAROLD BLAUM
820 Howard Avenue
I New Orleans, LA 70113
(504) 524-7707

SYSTEM FEATURES

« Completely In-House

+ On Line/User Friendly

* Menu Driven/Multi Terminal
« Computer Generated Checks
< IBNR Analysis Reports

- Safety & Risk Mgt. Reports

« Claim Repeaters Reports

» On-Line History and Inquiry

= Automatic W.C. Check Issuance

ADMINISTRATION
JACK CONWAY
P.O. Box 12801
Jackson, MS 39211
(601) 932-5504

- Detail Loss Runs

O thers

are coming back

to the market.

nNnewver

Now more than ever. . .

ewart
mith

Member Stewart Wrightson Group

BOSTON
(617) 426-0615 (312) 236-7333

CHICAGO DALLAS

(214) 688-1051

LOS ANGELES
(213) 382-6201

EDISON, N.J.

(201) 265-9595
NEW YORK PHILADELPHIA PITTSBURGH

(212) 964-2929 (215) 925-0432 (412) 232-0430

SAN FRANCISCO
(415) 777-9766

The Creative Link Bettoeen Insums and Brokers



96 / ouslness Znsurance, April ZY, 11,60

Study of needs is first step in RMIS process

By STEVE TARAVELLA

NEW ORLEANS-A thorough
study of a company's information
and automation needs can identify
an appropriate risk management
information system, alleviate any
fear of computers and help draw
management support to the project.

That's the advice given to risk

managers considering purchasing a:

risk management information sys-
tem by RMIS experts at the Risk &
Insurance Management Society
conference earlier this month in
New Orleans.

Risk managers attending a ses-
sion on information systems cited
numerous obstacles to establishing
an RMIS, including the fear of let-
ting go of traditional hard-copy re-
ports; the expense involved; the
amount of conversion time in-

"/ 1-7.,441
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volved; jealousy from other depart-
ment heads; and difficulty in de-
ciding what information will be
monitored and what will be done
with the information once it's been
obtained.

An RMIS study that is persuasive
and carefully prepared can bring
risk managers one step closer to
start-up by getting the support of
the chief executive officer, advised
Steven H. Kerr, vp at Rollins Bur-
dick Hunter of lllinois Inc. in Chi-

MOST EXPERIENCED

SUPERIOR SERVICE

cago.

Mr. Kerr cautioned risk manag-
ers not to expect to sell top manage-
ment on the idea of a risk manage-
ment information system right
away. Support generally comes
gradually, he said.

And, a thorough and effective
study can't be completed overnight.
For example, NCR Corp., which
has operations in 130 countries,
spent nine months preparing a
study of its information system and
automation needs, estimated Daniel
W. Houston, who is director of risk
management and insurance at
NCR's headquarters in Dayton,
Ohio.

But, a sophisticated study of a
company's automation needs will
enable the risk manager to deter-
mine such things as whether he
wants to lease RMIS capabilities,

STATE-OF-THE-ART TECHNOLOGY

FLEXIBILITY IN PLAN DESIGN

There are many companies who would like to achieve prescrip-
tion drug program savings in 1985.

National, a pioneer of Mail Service Prescription Drug Programs,
has a system to quickly and efficiently design and install the
cost containment plan you need-when you need it.

National, the industry leader serves Corporations, Health and
Welfare Funds, Third Party Administrators and Associations

with prescriptions by mail.

Write or call the National Sales Department for details.

Outside New Jersey: 1-800-631-7780 Inside New Jersey: 1-800-562-6923
(Alternate Number: 201-791-8200)

NATIONAL PHARMACIES, INC. 491 Edward H. Ross Drive, EImwood Park, N.J. 07407

buy a system outright, or develoi
one in-house; whether a main-
frame-oriented, stand-alone mini-
computer or time-share arrange-
ment is best; and what functions
the company seeks in software
products, risk managers were in-
formed.

According to a paper on conduc--
ing an RMIS study presented at the
RIMS conference, major functions
that a risk manager could conside r
automating include.

« Identifying risks and expo-

« Evaluating costs, claims man-
agement or loss prevention activi-
ties.

= Analyzing risk financing al-
ternatives.

« Allocating cost of risk.

« Monitoring a budget or finan-
cial planning activities.

PHARMACIES

The paper was prepared by Mr.
Kerr, Mr. Houston and Charles D.
Kelly, assistant vp at Rollins Bur-
dick Hunter Co. in Chicago.

They said an RMIS study should
answer certain questions top man-
agement is likely to have, including
questions about:

- Data. What kind of data is it
important for the company to col-
lect? How is that information cur-
rently collected, and where does it
now originate?

* Processes. What do you want
to do with the information that you
collect? Recall it frequently? Sort
it? Compile it? Analyze it? Or just
store it?

- Results. Will the information
be used annually, quarterly or
more regularly? Who receives the
information once it's gathered?
Could the information be used by
other internal departments, such as
accounting, legal, real estate plan-
ning or management? And, would
it be used by outside sources, like
insurers, brokers or claims admin-
istrators?

= Time requirements. How
much manpower is necessary to use
the system effectively?

Assessing needs by reviewing
these questions in a study "is also
likely to provide the risk manager
with a thorough description of his
department's functions and poten-
tially identify manual processes
which can be improved," according
to the paper.

Many risk managers even use an
RMIS to allocate the administrative
costs of running their department
among the divisions that use its ser-
vices, Mr. Houston noted.

Dividing the department's opera-
tional expenses among various
units within the company can be
achieved in a number of ways, but
items generally allocated are insur-
ance costs, fronting costs, claims-
administration expenses and cer-
tain tax payments.

Mr, Houston reported that 10
staff members in NCR's risk man-
agement department are surveyed
twice annually to determine how
much time they spent over the past
six months on risk management
projects for the various company
divisions. He uses that information,
which he estimates to be 80% to 85%
accurate, to allocate the risk man-
agement department's administra-
tive expenses among the company
divisions.

The RMIS study should conclude
with specific recommendations of
action, the experts said. Two likely
recommendations that an automa-
tion study is likely to yield are im-
plementation of spreadsheet auto-
mation and an improved claims
management system, they said.

Recommendations also should
detail to top management how the
RMIS would be implemented and
who would be responsible for in-
stallation.

They suggest that other depart-
ments, like data processing, be
brought into the project.

"The risk manager will be most
effective as a project supervisor.
Additional personnel that could be
utilized would include corporate
(management information system)
personnel, other risk management
staff, legal department, financial or
treasury department or administra-
tion,” the paper said.

The risk management depart-
ment should be willing to assume
responsibility, or assign responsi-
bility, for preparing vendor bid
specifications, investigating soft-
ware packages on the market; ne-
gotiating a service contract; ap-
pointing a system administrator;
creating a claims data base; pur-
chasing, installing and testing the
system; training personnel to use
the RMIS; and developing data
management procedures, according
tTo the paper.- .
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Information systems will get better, cheaper

By LORRIE GIBSON

NEVW ORLEANS-Over the next
five years, developments in risk
management information systems
will all be to the users' advantage,
two experts predict.

Systems will be faster, more flex-
ible and cheaper, they say. And, the
risk manager who uses a system ef-
ficiently will become more visible
in his or her corporation, they add.

There is no doubt there will be a
continued proliferation of com-
puters in risk management depart-
ments, said Richard M. Inserra,
director of insurance and risk man-
agement for American Can Co. in
Greenwich, Conn.

Mr. Inserra, who has imple-
mented a state-of-the-art risk man-
agement information system at
American Can, was one of three

100001
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speakers on "State of the Art and
Future of RMIS" at the annual Risk
& Insurance Management Society
conference held earlier this month
in New Orleans.

That there will be more com-
puters in risk management depart-
ments "is an easy prediction,”" ad-
mitted Mr. Inserra.

But, he also predicts computer
technology will improve so that in
the next four to five years risk

managers will work with personal
computers that are two to 10 times
faster than today's computers.

The new generation of PCs also
will hav€ larger storage capacity,
and optical discs, which are similar
to digital _aser phonograph records,
will replaze floppy discs, he said.

Future software also will be eas-
ier for risk managers to use. It will
make the computers smarter, so the
risk manager will not have to feed
in as mMm.tch information and
instructiois to get answers, he said.

Improved technology also will
improve risk management infor-
mation s>stems as communication
tools, he pointed out.

For example, risk managers will
be able to routinely access their in-
surers' data bases directly rather
than wait.ng for magnetic tapes to
be fed inti their systems. This will

allow a risk manager to update
claims information.

The risk manager also will have
more immediate access to informa-
tion from other departments within
his or her own corporation via com-
puter, he explained. For example,
new systems will let a risk manager
tap directly into data stored by the
accounting department.

The risk manager, therefore, will
have to bother fewer people to get
the job done.

Future systems also will allow a
risk manager to tap the resources of
external sources, like claims ad-
ministrators, brokers and consul-
tants, he explained.

Overall, Mr. Inserra added, there
will be more electronic media com-
munication in general.

For example, risk managers in
the future may apply for insurance

Crawford Risk Control

helped me reduce Hardee's total
loss experience by approximately
30% ...we have added nearly

$ 1,000,000 to our bottom line."

Susan Werner, Director of Risk Management, Hardee's Food Systems, inc.

Risk Control Services have traditionally been
sold as a standard safety program with bits and
pieces; a patch here for a perceived problem,
another patch there. But standard prepackaged
solutions to workers' compensation or other loss
experience problems never truly work

There is anotherway, as Susan Wernerdiscovered
The Crawford way. When Sue, Risk Manager for
Hardee's (including its 850 fastservice restaurants
plus several manufacturing and distribution facili-
ties) and Crawford got together, Hardee's was
experiencing rapidly escalating incidence and
cost in workers' compensation, general liability,
auto liability, and product liability claims.

Eighteen months later, Sue can point with pride
to reductions in loss experience achieved by the
personnel at Hardee's with the help of Crawford

Risk Control Services.

For more information, contact:

Jim Sybert

Crawford & Company

Risk Control Services

5620 Glenridge Drive, NE #1100
Atlanta Georgia 30342

(404) 256-0830

or your local Crawford representative

What happened in the intervening time is a story
of Crawford RiskControl's research, analysis, and
implementation of a Risk Control Action Plan
specifically designed to meet Hardee's needs.

The professionals at Crawford Risk Control Ser-
vices wofld like to help you reduce and control
your total loss experience. We create and main-
tain a tc,tai risk management perspective, af-
fording you a well-researched, coordinated, com-
prehensive action plan that works in conjunction
with your organization.

For information about the Crawford way, give us a
call. We will be happy to tell you more about how
Crawford helped Hardee's reduce its total losses

or how Crawford Risk Control Services can

help you.

Crawford

RISK MANAGEMENT SERVICES

coverage through a computer
rather than manually filling out an

insurance application and getting it
back to the insurer.

If the insurer and the risk man-
ager's computers can interact, pol-
icy applications could be stored on
discs that a risk manager could just
call up, fill in needed information
and send back to insurers, he said.

And, Mr. Inserra said, "Even with
new technology, there is no question
that prices for risk management in-
formation systems will be lower."

Already, American Can has in-
creased its use of its computer sys-
tem that was installed in 1981.

It is storing claims information
for all lines of coverage in its RMIS
by plant locations so that all prob-
lem areas at a particular site are
readily evident.

Information on general liability
and workers compensation losses
are in the system already, and
American Can is adding property
loss information.

The system also has allowed
managers at various operations to
have direct access to loss data
whenever they want rather than
waiting for periodic reports.

Because of the efficiency of its
RMIS, American Can also has been
able to begin a work comp bonus
program that returns a percentage
of an operation's cost allocation to it
if loss experience is good.

The program has a good impact
on site managers because they can
see tangible results, he explained.

But, such a program was not pos-
sible before the information system
was installed because centralized
loss information was not available
quickly enough.

The number of risk management
departments with computerized in-
formation systems has doubled in
the last five years and will double
again in the next five years, pre-
dicted James. G. Perkins, Ph.D.,
who is vp of M&M Client Informa-
tion Services, the division of Marsh
& MelLennan Inc. that develops and
sells RMIS software and acts as a
consultant on systems.

By 1990, 50% to 70% of the risk
management information systems
will rely on personal computers in-
stead of mainframe systems, he
said, and the new software that is
developed will more and more
often be developed for use with
IBM Personal Computers because
they are the best, he said.

And, corporate data processing
departments will start to have more
of a say about what type of equip-
ment is purchased so computers are
compatible corporatewide.

As early as 1986 or 1987 there
will be a surge in the functionality
of the personal computer so that
they can be banded together and
more than one person in the risk
management department can ac-

cess a program simultaneously, Mr.
Perkins said.

The interaction between micro-
computers and mainframe computers
will mature and spreadsheet software
improvements will make analysis of
data better, Mr. Perkins added.

Overall, an efficiently operated
RMIS will make the risk manage-
ment department an information
resource center for other corporate
departments.

Because a good information sys-
tem will make it possible to send
complete, timely reports to man-
agement, others within the organi-
zation will learn to rely on the risk
management department. And, this
will increase the risk manager's
visibility within the corporation
and open other doors for him or
her, Mr. Inserra said.

Also speaking on the panel was
Steve Silva, a consultant for Wang
Laboratories, a computer hardware
vendor. The session was moderated
by David G. Oliver, assistant vp for
Corroon & Black Corp. .
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Of course, at INA Special Risk Facilities,* we
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We do everything we can to make sure you
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Because planning forthe unknown is nerve-
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business. And some risk managers have even more to
worry about than others. Because they try to manage
without GAB.

AtGAB, we'vebeen helping insurers face the
unknown for 100 years. We've helped them successfully
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of Three Mile Island. And from minor back strain to major
chemical exposures.
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By LORRIE GIBSON

NEVW ORLEANS-True or false:
Ninety percent of the money em-
ployers spend on health care benefits
is used to pay claims; therefore, the
responsibility for employee benefits
should lie with someone trained in
claims processing and funding-
namely the risk manager.

True or false: Human resource
and personnel departments should
handle employee benefits because
they care about the employees’
welfare, unlike risk managers
whose main concern is protecting
the corporation's money.

The answer to the above ques-
tions definitely depends on whom
you talk to.

Ask Larry Babbitt, director of
risk management for Jack Eckerd
Corp., and he'll tell you that human
resources department personnel
just are not trained to review
claims or develop data, or handle
the loss-control issues related to op-
eration of health benefits pro-

grains.

Ask Joe Charles, director of em-
ployee benefits for Ryder System
Inc., and he'll tell you that risk
managers should not be handling
employee benefits because their
—_— typical attitude is "Deny every
damn claimyou can."

6 4When it comes to controlling

group health claim costs, nothing
else comes close.

David B. Johnson, President
Genelco, Inc.

Genelco's new

Health Claims Ajudication
and Reporting System

* breakthrough software that gives you more useful claims
information to maximize your cost containment efforts

» performs real-time ajudication and administration of group
medical, disability and dental claims

* provides comprehensive claims data retrieval with astounding
detail

 helps you control DRG, PPO and negotiated provider
reimbursement arrangements

* reduces internal administrative costs while increasing
examiner accuracy

- available now for Wang VS computers

For details, call Russ Korte, Executive Vice President
314-644-3200

Genelco, Inc.

1201 Macklind Avenue
St. Louis, MO 63110
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Robert Haller, second vp for
Travelers Insurance Co., says em-
ployees are corporate assets to be
protected. Therefore, risk manag-
ers should handle the financial as-
pects of employee benefits pro-
grams-or at least share the re-
sponsibility with the human
resources department.

While risk managers may want
to jump into the benefit manager
role, the truth is that they just don't
have the necessary skills, said
Thomas Boudreau, a princ:pal at
benefit consultant William M.
Mercer-Meidinger Inc.

The four men shared these views
recently in a spirited debate on the
issue of risk managers' responsibili-
ties in the employee benefils area
at the Risk & Insurance Manage-
ment Society conference earlier
this month in New Orleans.

All four panelists agreed that ris-
ing costs of employee benefits are
spurring corporate financial de-
partments to sit up and take notice,
and to relay the message that some-
one had better take the bull by the
horns and control expenses.

But whether that someone
should be the risk manager or the
benefits manager was not so easily
decided.

Mr. Babbitt believes risk manag-
ers are trained in all the areas rele-
vant to employee benefits pro-
grams: plan design, funding, ad-
ministration, communication, utili-
zation of data and health promotion
(or sickness prevention)

"Let me ask you: Who would you
rather have controlling funds,
dealing with the legal depar:ment,
processing claims, monitoring su-
brogation, coordinating beneiits-a
finance person or a human re-
sources person?" he asked the audi-

ence

Should risk managers play
role in employee benefits?

"Reviewing claims is a dirty job
-we (risk managers) do it for a liv-
ing," he said. And, because human
resources departments are not as
well-trained in this area, employ-
ees are collecting 5% to 10% more
than they should on most medical
claims due to errors in coordination
of benefits, he added.

In addition, "The health industry
has done a lousy job of developing
data needed to effectively run a
benefits department,” he says.

In contrast, risk managers have
been gathering claims data for sev-
eral years now, Mr. Babbitt says.

"All the health industry keeps
saying is they have so much data
that they don't know where to
start,"” he says.

Risk managers understand the
funding of risks, while personnel
departments have been "giving the
store away for years," he said.

For example, he said human re-
sources departments promise re-
tirees one times their salary in life
insurance but then don't fund for
it. The corporation then ends up
with a large unfunded liability.

Mr. Babbitt said that while risk
managers don't need to get in-
volved in pension and retirement
programs, they should have a role
in administering health, life, dis-
ability and dental benefits pro-
grams. "Someone with a financial
discipline is needed-risk manag-
ers have a very definite disci-
pline."

In his closing remarks, Mr. Bab-
bitt urged risk managers to take
advantage of the opportunities af-
forded them in the benefits area.
"Stick your nose in," he advised.
"Don't wait to be asked.

"You can do it. You must do it.
Your company needs you."

Mr. Haller of Travelers con-
curred with Mr. Babbitt's conten-
tion that risk managers should
have a say in administering life,
health, disability and dental benefit
programs.

Risk managers don't need to de-
sign benefits or get involved in the
communication of them, but the
risk manager "should handle all fi-
nancial aspects of employee bene-

Continued on net page
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fits-or at least work in coopera-
tion with the human resources de-
partment," he says.

It is the risk manager's duty to
protect all of a company's assets-
which include the plant, equipment
and people, Mr. Haller said.

On both the benefits and the
property/casualty side, someone
has to decide how to reduce risk;
what risks to insure or assume; and
whether or not to reserve for losses,
Mr. Haller said. "All of those duties
fall into the realm of a risk man-
ager's responsibilities."

It is his job to know "how many
corporate assets are on line over-
all," he stressed.

He also cited figures from a recent
survey, which showed that 25% of
risk managers for Fortune 1,000
companies have sole authority for
selecting employee benefit suppliers.
Of those risk managers surveyed at
the top 500 companies, 49% at least
partially influenced the purchase of
benefits coverages. Of those in the
second tier of Fortune 1,000 com-
panies, 60% either solely or in coop-
eration with others select benefits
products.

While the survey shows that risk
managers are making great inroads
into the benefits area, Mr. Charles
of Ryder doesn't believe they be-
long there. Benefits should be left
to the human resources department
because it is concerned only about
the employee's welfare, he said.

Mr. Charles also reminded the
audience that the department that
handles benefits has a fiduciary re-
sponsibility under the Employee
Retirement Income Security Act to
"discharge duties in favor of plan
participants or beneficiaries." If a
claim could be decided either in
favor of the employee or the health
plan, it has to be decided in favor of
the employee, he added.

Because a risk manager also must
worry about the corporation's wel-
fare, he or she cannot be expected
to look out for the employee's wel-
fare, Mr. Charles said. "You cannot
serve two masters," he stressed.

One only has to look at the ad-
ministration of workers compensa-
tion claims by risk management
departments to realize employees
would suffer if employee benefits
were placed under their domain.
"All | ever hear from them is that
"You can't trust the employee,’ and
'Deny every damn claim you can,"™
he said.

"Why does a worker need to go
out and hire a stranger (lawyer) to
help him file a workers compensa-
tion claim?" Mr. Charles asked, re-
ferring to disputed comp claims.

"The worker needs someone to
look out for him," he continued.
"Money is a concern in the human
resources department, but not the
main concern.”

Mr. Charles pointed out that laws
pertaining to benefits are changing,
which is placing new demands on
benefits departments. "It is too
much to ask a risk manager to
change his or her purpose, goals
and attitudes,"” he said.

In rebutting Mr. Babbitt's com-
ment that a risk manager is more
equipped to monitor claims than
the traditional benefit manager,
Mr. Charles noted that his staff un-
covered and stopped $1.5 million in
duplicate claims last year and
saved another $11,000 through hos-
pital bill auditing-and even more
through other claims monitoring.

Mr. Boudreau of Mercer-Mei-
dinger pointed out that over the
years benefit plans have been
designed without benefit managers
considering how much the plans
would eventually cost. Because of
this, the financial officers of many
companies are now looking with
displeasure at the cost of benefits
and those who called the shots.

But, whether risk managers are
the best ones to tap for help in con-
trolling these rising benefit costs is
unclear, Mr. Boudreau says.

"The question is not 'Should risk
managers be involved in benefits

administration?' but 'Do risk man-
agers have the skill and knowledge
needed to play a role in benefits?™
he said. "l don't think they do."”

Mr. Boudreau said thai if risk
managers want to take on lesponsi-
bility for administering employee
benefits, they will need:

« A greater knowledge of com-
pensation theory, because benefits
are part of overall compensation
and not just "fringe" benefits.

* A knowledge of group dynam-
ics and group behavior to design
plans properly.

« An understanding of the role
demographics can play in benefit
design.

» An up-to-date knowledge of
legislation that will affect benefits.

= Communication skills.

"There is a great oppcrtunity
now for risk managers to get in-
volved in benefits because of the
rising costs of providing them," Mr.
Boudreau said. "But, first, risk
managers will have to learn how to
do it and do it effectively.” .
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Setting

By MEG FLETCHER

NEVVW ORLEANS-Despite
today's tough reinsurance market,
risk managers who do their home-
work properly can have important
input in establishing their com-

panies' self-insured retention
levels.

But, if they are not careful, the
market will set their self-insured
retention levels for them, said
George C. Frazier, manager of the
corporate risk and insurance de-

There's only one authoritative

book on punitive damages

insurability...

THE INSURABILITY

OF
PUNITIVE

THENSBS DAMAGES

PUNITIVE DAMAGES

Single copy: $30.00

(Shipping & handling are additional)

As you know, the punitive damages portion of a judgement can far
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a handful of states, the position has yet to be determined.

To keep up with the diversity of positions on this subject, you need
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partment at Pennwalt Corp. in
Philadelphia.

Mr. Frazier was the moderator
of a four-member panel discus-
sion on establishing risk reten-
tion levels held at the Risk & In-
surance Management Society con-
ference earlier this month in New

Orleans.

The need to establish appropriate
risk retention levels is especially
important now because reinsurance
capacity has shrunk dramatically,
said Henry J. Anderson, manager
of the broker market unit for the
General Reinsurance Corp. in New
York.

Mr. Anderson said he conducted
an informal survey of people at-
tending the RIMS convention and
found that the worldwide reinsur-
ance capacity for a "squeaky clean"
casualty risk is currently $135 mil-
lion to $150 million. And, he said,
that capacity may drop to $100 mil-
lion by July.

However, a high-risk company,
like a drug manufacturer, may only
be able to find $75 million to $85
million of capacity now, and that
will probably shrink, Mr. Anderson

said.
Gen Re itself has not. reduced its

capacity, but it is being more selec-
tive about the kind of risks it will

accept, he said.

"l don't know what it will be like
at year-end. It is changing from
day to day," he said.

Mr. Anderson said that the things
he considers to be important when

ter because the risk management

process is getting better," Mr. An-
derson said.

There is also more communica-
tion now between reinsur€rs and
corporate insurance buyers because
corporate insurance buyers have
formed captives and they are pur-
chasing their reinsurance directly.
he continued.

Statistics on losses and proposed
retention levels will help tie risk
manager deal not only with pri-
mary insurers and reinsurers, but
also with his or her own ccmpany
managers both at the top and divi-
sion levels, the RIMS panelists
agreed.

The attitude of a corpoE ation's
management officials on how much
risk to retain, as well as a com-
pany's financial capacity to sustain
a loss, will affect the size of the
self-insured retention.

And, the type of business that the

company does, more than ts size,
will affect the retentions because

- losses associated with some activi-
ties are not as predictable.

To get top management support
for a risk retention proposa., a risk
manager must translate insurance
"mumbo-jumbo"” into lansuage a
chief executive officer inder-
stands, said Alan G. Page, vp and
head of the risk managemeit divi-
sion at broker Johnson & Higgins
in New York.

The risk manager must be able to
show the effect of a possible loss on
a company's financial perfor-
mance.

Methods used to determine a de-
sired self-insured retention include
rules of thumb, financial models
and optimization models, Mr. Page
said.

Generally accepted rules of
thumb are that net income losses
should be no more than:

* 10% of earnings per share and
1% of annual pretax earnings in

self-insured retention takes study

key financial ratios at specific
probable loss levels. This ap-
proach allows a risk manager
to consider a variety of poten-
tial retention levels, according
to Mr. Page.

An optimization model is a
computerized program set up
to show how large a self-in-
sured retention a company
could sustain, so that it would
pay the least possible amount
for insurance coverage with-
out putting itself in financial
jeopardy.

However, setting up the
model is complex, and it often
is difficult to get sufficient
data to do it properly, Mr. Page
connnnented.

And, top management's
preference on retaining risk is
difficult to quantify in the-pro-
gram.

He recommended the use of
cost-of-risk surveys done by /
consultants to see what similar , /
companies are doing. For ex-/
ample, he said, a survey pre-
pared by The Risk Planning
Group, a unit of Tillinghast,
Nelson & Warren Inc., shows
the liability limits and reten- +
tion levels for companies, and
it breaks the information
down according to industry
and revenue, according to Mr. 4
Page.

The strategy for selecting
self-insured retention levels ’
for a corporation and its indi-
vidual divisions should be to

determine how much in losses ,

a company could afford to sus-
tain before it would be cheaper'
for the company to buy insur-
ance, said William H. Belvin, ,
assistant vp at Johnson & Hig- 1
gins in New York.

He emphasized that a risk

manager should consider the
tax treatment of reserves es-

The Insurability of Punitive Damages. This up-to-date reference is deciding whether to underwrite

excess coverage are loss potential,

any one year. A single occirrence
should not cause a net inccme loss

tablished to pay self-insured

written by John W. Morrison, a lawyer with extensive experience losses and insurance premiums ,

| The National Underwriter Co.
| 420 E. Fourth St.
Cincinnati, OH 45202

studying the insurance aspects of punitive damages. And it's pub-

lished by The National Underwriter Company, publishers of the

FC&S Bulletins, National Underwriter newsweekly, and various in-

surance books since 1897.
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ity of punitive damages for:
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- District of Columbia - each of the 12 Canadian provinces
and territories

For each of these jurisdictions, you receive a uniform display which

tells you-in an easy-to-read chart and a concise narrative-
whether:

- punitive damages insurance is allowed or not allowed

- punitiv.e damages aren't recognized

- vicarious punitive damages are insurable

- the insurer has the duty of defend punitive damages

With The Insurability of Punitive Damages,
you get the facts you need quickly-
without having to dig through
various sources.
[} g
Use the handy coupon below
or cali TOLL-FREE 1-800-543-0874.
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Please send me

copies of THE INSURABILITY OF PUNITIVE
DAMAGES and bill me. (Shipping & handling are additional)

Name

Company

Address
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requested retention limits, re-
quested coverage limits and loss ex-
perience.

Although excess underwriting is
more an art than a science, he said,
risk managers can help their cause
by providing proper information
on their companies.

"The information is getting bet-
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of more than 0.2% of the sum of
five years' pretax earnings.
* 1% to 5% of working capital in
any one year.
* 0.1% of equity per occurrence.
* 0.1% of sales per occurrence.
Determining a self-insured re-
tention level through the use of fi-
nancial models involves analyzing
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when comparing the two pos- f,
sibilities.

The biggest problem a risk / 1
manager faces when estimat-
ing losses to establish the
proper self-insured retention
level is gathering data, said
Mr. Belvin.

Other things that the risk

manager should consider are
rates of inflation and other

economic trends in the com-
pany's industry and outside
changes that might affect ex-
posures. Then, Mr, Belvin said, 44
the risk manager should com-""'
pare his or her estimates to in-
formation that is available on -
similar companies within the
same industry.

A risk manager should con-
sider the investment income
the company could earn by
self-insuring rather than pay-
ing premiums, according to f
NMr. Bel~~vim. /

Not only the company itself
but each division should have
a per occurrence and aggre-
gate retention, he suggested.

Once retention levels have
been set, premium costs should
be allocated among different
divisions, said Thomas 0. Len-,
hart, director of insurance for
Rohm & Haas Co. in Philadel-
phia,

He suggested allocating 50%
of the premium on the basis of
exposure units, like the num-
ber of cars or hotel rooms, and ',
50% on the basis of incurred
losses.

However, Mr. Lenhart
warned risk managers to be .

prepared for complaints from
division heads about how fluc-

tuations in insurance costs that
are charged to them are af-"'

fecting their bottom-line per- -'
Fcorrma=s=Sarnnnce _ —



Growth predicted for risk retention groups

By JERRY GEISEL

NEW ORLEANS-More em-
ployers may turn to the federal
Risk Retention Act for help as pre-
miums soar and capacity shrinks in
the commercial product liability in-
surance market, experts say.

The 1981 law, which made it eas-
ier for companies to set up risk re-
tention groups-captives that cover
their product liability exposures-
has remained largely untested.

But, with the market tightening,
the act "could become one of the
most important relief valves in the
future," said Jack Groleau, a vp
with Bayly, Martin & Fay Interna-
tional Inc. in Los Angeles.

Mr. Groleau traced the history of
the Risk Retention Act while parti-
cipating on a panel discussing the
"Product Liability Risk Retention
Act of 1981 Revisited" at the Risk &
Insurance Management Society
conference this month.

Congress passed the act, Mr. Gro-
leau noted, in response to soaring
insurance rates during the product
liability "crisis" of the mid-1970s.
Legislators wanted to give manu-
facturers new alternatives to fund

their product liability exposures.

The act allows manufacturers to
set up risk retention groups to self-
insure their product liability risks
with minimal interference from
state regulators.

Risk retention groups that meet
the insurance capitalization re-
quirements of at least one state can
then operate throughout the United
States without having to be li-
censed in every state. Administra-
tive costs thereby can be reduced
because groups do not have to ob-
tain rate or form approvals from 49
states or use a fronting insurer to
issue policies.

Under the act, companies and as-
sociations also can purchase com-
prehensive general liability cover-
age, including product liability cov-
erage, on a group basis. That provi-
sion pre-empts state laws that gen-
erally prohibit group insurance
purchases.

Allowing for establishment of
"purchasing groups" was viewed as
especially valuable to small com-
panies. By buying insurance as part
of a large group, these companies
would have more buying clout and
thus could obtain better rates and
policy forms than if they purchased
insurance individually.

But employers so far have only
barely tapped either section of the
act. Only a handful of purchasing
groups have been established, in-
cluding one set up in 1982 by the
National Assn. of Wholesaler-Dis-
tributors, a 45,000-member trade
association based in Washington.

One risk retention group-HOW
Insurance Co.-owned by the
11,000-member Home Owners
Warranty Corp.-has been licensed
in the United States.

A few small risk retention
groups also are believed to be oper-
ating in the Cayman Islands. How-
ever, a sunset provision in the Risk
Retention Act that became effec-
tive last Jan. 1 bars new groups
from being established offshore.

Employers haven't turned to the
Risk Retention Act because, until
recently, product liability insur-
ance was available at highly com-
petitive prices in the commercial
market, a lawyer on the panel said.

"It is quite rational that groups
were not formed while the market
was so soft," said Michael Mullen,
an attorney with Crowell & Mor-
ing, a Washington law firm.

But now, inquiries from employ-
ers about the Risk Retention Act
are starting to come in, he said.

Employers may have been reluc-
tant to set up risk retention groups
because insurance commissioners
had viewed them as an infringe-
ment on their powers as state insur-

ance regulators, Mr. Mullen said.
For example, Delaware-based
HOW Insurance Co. in 1982 had zo
go to court after then-Insurance
Commissioner David Elliott re-
fused to recognize HOW as a bona-
fide risk retention group. HOW
later obtained a federal court rul-
ing (BI, Oct. 17, 1983) that estab-
lished it as a risk retention group.
Since that decision, insurance
commissioners' attitudes toward
risk retention groups have mel-
lowed, and state regulators have
stopped interfering with their op-

erations, added Mr. Mullen, who
played the lead role in drafting the
Risk Retention Act in 1980 when
he was a counsel to the Senate
Commerce Committee.

Mr. Groleau believes future risk
retention groups will most likely be
attracted to Vermont. Under the
Vermont am€ndment, enacted in
1983, a risk retention group that
wants to be domiciled in Vermont
only has to meet the general re-
quirements lor "industrial in-
sureds" rather than the tougher
rules for association captives.

As an industrial insured, a risk
retention group only has :o put up
$500,000 in Japital and surplus to be
chartered in Vermont. compared
with $750,000 in capital and surplus

required of association captives.
An industrial insured also is al-

lowed to invest its assfts more
freely than an associarion. captive
and is governed by less-restrictive
financial reporting requirements.

Mr. Groleau offered guidelines to
employers that may establish risk
retention groups:

+ Obtain detailed loss records

from each employer that wants to
join the group.

- Base rates on individual com-
par: y experience.

+ Hire an efficient administra-
tor who also is a good money man-
ager and will wisely invest the
group's assets.

Also speaking at the session was
Robert H. Joyce, a partner in rhe
Ch:cago law firm of Seyfarth,
Shaw, Fairweather & Geraldson.
The session was moderated Elaine

Folsom, risk manager at Bergen
Brunswig Corp. in Orange, Calif. .

- Partnership

Twenty-five men with a common
interest: winning baseball games.

The 1927 New York Yankees won 110

games, a league record that still stands.

They are regarded as the greatest
baseball team of all.time.

Theirs was a partnership of spikes and
spirit, of homers and heroics, dirt and
destiny. They left a heritage that

became the Yankee tradition.

Our heritage is a tradition of
partnership as well, and has been for
nearly a century. People with a
common interest: the most vital

component of today's risk management

process. Protection.

We meet property insurance needs
with broad coverages, options and
unparalleled engineering resources plus
the research facilities to provide the
sound loss control program you need.

Protection Mutual Insurance Company
300 South Northwest Highway

Park Ridge, lllinois 60068

312/825-4474
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EIL market could rebound, panelists say

By ROBERT A. FINLAYSON business. whether they know it or cies ager Shand, Morahan & Co Inc in North
not,” N sa.d "I think there were nany (poten- Evanston, lll , said that EIL policies "It might be different if there
NEW ORLEANS-The market Mr Sears insisted that all of the tial EIL) buyers who sat back and are primarily a contract of third- were 100 markets for EIL and most
for environmental impairment lia- EIL underwriters "Will admit to said Why should | b.ty this spe- party liability, not first-party prop- of them had been collecting EIL
bility insurance is at its lowest ebb the fac. that they B ere operating ciality product After all we've got erty damage or cleanup coverage premiums for the past 20 years," he
since its inception five years ago, blind ' the court system working in our Shand ceased writing evirm- added
but EL experts are optimistic that They had no exierience base favor," Mr Sears said mental impairment liability coK er- Mr North pointed out that the
the market will eventually re- from v-hich to operate,” he ex- Further, panel members ex- age as of Jan 1, 1985, but wEs a insurance industry can't afford to
pound plained plained, a misinterpretation on the major market for EIL coverage for pay the cleanup bill for the nation's
Not only are EIL underwriters Many potential EIL insurance part of buyers of what EIL insur- five years thousands of hazardous waste
now more confident in their ability buyers vvere discouraged from pur- ance is designed to cover also hurt Here is perhaps the widest ils- dumps
to properly assess pollution risks, chasing EIL insurance because marketing efforts by EIL un- parity between what the insurance Cleanup coverage was included
but there's the possibility that at courts have ruled th at many pollu- derwriters buyer expects in the way of cozer- in most EIL policy forms to help
least two insurers that have tion #ncidents are covered by com- Charles G North, EIL un- age and what the insurance market the underwriter control losses, Mr
dropped out of the market could prehensive general hability poh- derwriter with underwriting man- can afford to provide," said Mr Continued onfacmgpage
again begin writing EIL coverage,
according to a panel of pollution h-
ability experts
Speaking at a session at the an-
nual Risk & Insurance Manage-
ment Society conference held in
New Orleans earlier this month,
panel members told a standing-
room-only crowd that EIL un-
derwriters have learned some
painful and expensive lessons over
the past five years and that the plo-
neers in the EIL field have suffered
from adverse selection of risks

But most panel members
sounded optimistic about the future
of the EIL insurance market, say-
ing that growing interest in pollu-
tion liability coverage and im-
proved underwriting knowledge
may translate into a greater avail- 9/ O6
ability of EIL coverage
Despite this optimism, risk man-
agers must realize that coverage for
past waste disposal practices may
never be available, the experts said
And, panel members added, con-
tinued expansion of the Superfund -
Act and other pollution liability a4 . s
laws will act as a destabilizing force
on the EIL market Zi
Most of the panel members said
that while it is easy to blame the
tightening reinsurance market for
the demise of the EIL market, a
substantial portion of that blame
rests with the court system and
with Congress

S92 .

"The law is in such flux and the

liability standards are changing so
rapidly there IS a great deal of un-
certanty over the rights and obliga- e . ¢
tions of the parties to the (EIL) con-
tract," explained Robert S Faron, a
Washington attorney who advises
risk managers and insurers on Su-
perfund enforcement cases

Mr Faron, a member of the firm
of Brown, Roady, Bonvillian &
Gold, said the Superfund cleanup T
program is Just getting off the = - “"P
ground and yet "Congress and the B
administration have legislative -4,
agendas that would greatly expand
the current Superfund cleanup lia- ’ n. P
bilities ™ 4

Other panel members suggested

adverse risk selection as the major - -
cause behind the collapse of the f
EIL market

“Surprisingly enough, the loss 485
experience--if you measure it on 46 Z.<*L. tF

premiums received and claims paid
-is pretty good," pointed out Rich-
ard W Sears, Jr, president of

Thomas E Sears Inc, an insurance -, 4.0 8
and reinsurance brokerage in Bos-
ton - - []
li.:.t". 4.
"However," he added, "there are e

outstanding losses that are unre-
solved Some of them could be very
serious " -
Mr Sears said in his opinion
"when you draw the line at the end
of the day, be tt for any individual
(EIL) interest or the group in ag-
gragate, it will clearly be in the
negative '
He said this is because premiums - a,
collected are substantially macie- t'r
uate for the limits that have been
affored 'A- 14,1 #f: "1
“Unhappily, in the early stages,
the (EIL) facilities were dramati-
cally adversely selected against,
and they've got total losses on each
and every one of their portfolios of

64
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North explained. Such coverage,
according to Mr. North, gives the
underwriter input into how a
third-party claim is contained or
mitigated.

"It was not intended to allow a
policyholder to bring claim agains:
his insurer," he said.

Mr. North said it is the fear of
such on-site rleanup claims tha:
caused reinsurers to recoil from
EIL risks.

He said that reinsurers partici-
pating on EIL risks are "not only
charging dearly for their reinsur-
ante capacily, but are asking more
and more questions, sometimes on
individual risk files.”

The result, according to Mr

cmama =0 o
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North. is that EIL unde. writers
win ir. turn have :o require more
an i more information before
agreeing to bind coverage.

But panel members said that in-
su.ranee buyers new have a better
unierstanding of EIL coverage
and, in spite of cou:t intepretations
of CGL policies. buyers are looking

to obtain EIL coverage for future
pollution risks.

Mr. Sears said he thinks the con-
cept of the Pollution Liability In-
surance Assn.-a pool of major in-
surers underwriting pollution risks
on one policy form-is "one in
which we will see further support.”

PLIA is a pool of 49 prop-
erty/casualty insurers that writes
EIL coverage on a policy form
drafted by the Insurance Services
Office.

James C. Morrow, another panel-
ist and a vp with Nationwide Mu-
tual Insurance Co. in Columbus,
Ohio, also said he thinks the EIL
market will rebound.

"You can underwrite pollution
insurance and you can make a

uuaute)s insul-unce, tipril 63,1300 / "*O

profit at it," said Mr. Morrow, who
is chairman of PLIA's board.

"You have to do a good job of un-
derwriting and there are a lot of
rules you have to follow," he ex-
plained.

Mr. Morrow noted that PLIA has
made a profit every year during

the past five years it has been in
business.

"l think the market will come
back, but | think we have to get
away from the idea that the people
that come back into the market are
going to pick up anything that's
happened in the past," Mr. Morrow
concluded. He said that risk man-
agers should forget about obtaining

coverage for past pollution prac-
tices.

The real magic to effective medical case management is control-
ling costs throughout the course of a serious illness. To make
sure that your program is more than just smoke, ask yourself
these basic questions:

1. Does your case management program spot high-

exposure claims before they occur?

Intracorp's Medical Case Management System, through pre-

certification, identifies serious, high-cost claims before hospital
admission occurs. We manage the case-and contain costs-
from day one.

2. Is your case management program as comprehensive
as it should be?

Real case management programs don't stop with hospital admis-
sion. Intracorp coordinates all inpatient care to assure proper
utilization of medical services. We also pre-plan hospital dis-
charge and provide all necessary home care, medical equipment
and outpatient treatment. We'll even audit the hospital bill.

bottom line.

All this means a successful outcome for the patient and your

3. Are your case managers critical-care experts?

Intracorp's case managers are all registered nurses with critical-
care experience. Their expertise with complex medical condi-

tions, technologies and facilities moves the patient efficiently
through the health care delivery system. What's more, our staff

of 2,300 professional and support personnel, backed by a net-
work of medical consultants, works one-on-one with the patient,
family and treating physician. They're there whenever and wher-
ever you need them, in 125 offices nationwide.

4. |Is your case management system built on 15 years of
cost containment experience?

200,000 cases have given Intracorp a matchless record of re-
turning patients to their maximum level of recovery-with the
maximum return for every dollar spent. By combining pre-cer-
tification with effective cost containment services, Intracorp gets
results. Costs are contained from the onset of iliness. And you
avoid the reoccurrence that too often happens when initial treat-
ment isn't as comprehensive as it should be.

If you sense somesleight of hand
in your case management

program, call Intracoip today,
toll-free, 800-345-1075 (in AK, HI
and PA, call collect, 215-687-9450).

Find out about the reat thing.

InTracorp

Innovators in cost containment.

Mr. Daniel H. Davis, Senior Vice President of Marketing, Intracorp
985 Old Eagle School Road, Wayne, PA 19087 8
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Intraco«s Medical Case Management System.
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"The only thing that we're going
to do is give you a market for your
exposures in the future, and we're
going to charge you for it," Mr.
Morrow said.

PLIA currently offers EIL cov-
erage limits of $9.5 million per oc-
currence and $9.5 million aggre-
gate.

Mr. Morrow said that PLIA will
offer pollution coverage to trans-
porters next year. This is because
all pollution coverage is being elim-
inated from the standard business
automobile policy as a result of the
Insurance Services Office's new
policy form, which is set to take ef-
feet Jan. 1, 1986.

R. Malcolm Aickin, director O1
ERAS (International) Ltd., based in
London, also predicts that addi-
tional EIL markets will develop in
the not too distant future. He told
Business Insurance that ERAS, a
London-based EIL pool of 15 insur-
ers that shut down early last year,
may reopen again.

ERAS was once a major EIL
market insuring some of the largest
U.S. pollution risks.

Mr. Aickin said he would like to
be able to offer limits of $20 million
per occurrence/$20 million annual
aggregate when ERAS reopens, but
he said the limits would more
likely be around $10 million/$10
miillion.

When ERAS opens its doors for
business, Mr. Aickin said he ex-
pects to be be "inundated" with re-
guests for policy quotes.

Stewart Smith Inc. is also ex-
pected to re-enter the EIL market
next month, according to panel
members. Smith, which had of-
fered limits of $15 million/$15 mil-
lion, is currently negotiating its re-
insurance treaty and is expected to
have limits of $3 million/$3 million
available by mid-May, panel mem-
bers said.

But, even if the market expands,
some companies may find it diffi-
cult to obtain EIL coverage, panel-
ists noted.

Those companies that have suf-
fered a major environmental liabil-
ity loss or are connected with a Su-
perfund site should consider form-
ing a group captive to share in each
others losses, maintained Mr. Sears

Such a captive is likely the only
way these companies will be able to
purchase coverage for their pollu-

tion exposures, past or present, Mr.
Sears added.

VWhen questioned by members
of the audience about reinsurance

support for such a group captive,
Mr. Sears said that reinsurance
would likely be available if the cap-
ital base of the captive were ade-
quate.

"If the financial requirements or
requisites are there, then, yes,
you'll find a reinsurer probably
prepared to do something on an ex-
cess-of-loss basis,"” Mr. Sears main-
tained.

Currently, only two stand-alone
EIL markets exist: American Inter-
national Group Inc. and Swett &
Crawford. AIG is the only EIL mar-
ket that will offer coverage for large,
high-exposure risks, such as chemical
companies. AIG has limits of $10 mil-
lion per occurrence and $10 million
annual aggregate. Swett & Crawford
only writes smaller risks and has
limits of $6 million/$6 million.

Three other EIL markets are also
available, but only for clients that
have other business with those mar-
kets. These include Hartford Insur-
ance Group, Travelers Indemnity
Co. and PLIA, which insures clients
of its member companies.

Also on the RIMS conference
panel were Lynne M. Miller, presi-
dent of environmental consultant
Risk Science International, based
in Washington; Ron deNoville,
director of environmental polluton
claims services at Crawford Risk
Management Services in Atlanta;
and Martin Katzman, professor of

economics at the University of
T es>cas at Dallas . .
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New president says RIMS will be heard

By JERRY GEISEL

NEVW ORLEANS-The Risk &

Insurance Management Society's
voice is going to be heard loud and
clear in the years to come, accord-
ing to the man now at RIMS' helm.

"We have been do-ng more in
governmental affairs in the last
three to five years than ever be-
fore, but we must do more," said P.
Richard Hackenburg, who was
elected president of RIMS this
month at the organization's annual
conference.

"We will take a more vocal
stance on issues. We have to be
more proactive. We must do more
lobbying."

RIMS already has increased its
presence in Washingtcn by retain-
ing James Mcintyre, director of the
Cffice of Management and Budge:

IN '65 STRIVE FOR EXCELLENCE

during the Carter administra:ion
and now a Washington attorney, to
represent RIMS on va-iOU: leg.sla-
tive and regulatory issues.

RIMS also will open a Washing-
ton office in a few years. pledges
Mr. Hackenburg, who also is staff
vp and assistant treasurer-risk
management and realty services at
Allegheny International Inc. in
Pittsburgh.

"We will have a Washington of-

fice. It is vital," Mr. Hackenburg
said, noting the tremendous impact
the regulatory agencies and Con-
gress can have on risk management
programs.

For example, Congress last year
enacted the Deficit Reduction Act
of 1984, which contains a provision
that prohibits employers from
using pretax dollars to fund self-in-
sured reserves. Companies are al-
lowed to take tax deductions at the
time losses are paid, thus reducing
the tax advantages of self-funding
corporate property/casualty pro-
grams.

That provision overturned a 9th
U.S. Circuit Court of Appeals deci-
sion in October 1983 that allowed
companies to take tax deductions
for reserves to pay workers com-
pensation claims as long as they
could predict losses with reasonable
accuracy.

Mr. Hackenburg said he supports
legislation that would permit em-
ployers to take tax deductions for
self-insured reserves. "Self-insur-
ance is a vital tool in risk financing
and it should-be available on a tax-
favored basis," he said.

Legislation drafted by a broad
coalition of risk management inter-
ests-known as the Loss Reserve
Deduction Committee-is expected
to be introduced in Congress this
year.

Under the proposed legislation,
companies would be able to take
tax deductions for contributions to
self-insured reserves and for pre-
miums paid to captive insurance
companies. A similar bill died in a
House committee last year.

Mr. Hackenburg acknowledges
that chances for passage of such a
far-reaching proposal are remote.
"Realistically, the political climate
makes such a change difficult," he
said.

The proposal could mean lost
revenue for the Treasury because
employers could use pretax dollars
to fund reserves. But, Mr. Hacken-
burg pointed out that with com-
mercial insurance premiums on the
rise, the Treasury Department ac-
tually could gain revenue since tax
deductions for contributions for
self-insured reserves might be less
than the deductions companies take
for insurance premiums.

"Risk managers must change the

perception that this (loss-reserve
deduction legislation) is a revenue
loser. With insurance premiums
rising, it might even be revenue en-
hancement,"” he said.
Businesses can deduct insurance
premiums asa business expense
RIMS also plans to become more
involved in the congressional b: ttle
to enact a federal product liability
law, Mr. Hackenburg said. S. 1(0-
introduced by Sen. Robert Kasten,
R-Wis.-is scheduled to be voted on
May 16 by the Senate Commerce
Committee.
"We have a
strong interest in
S. 100 and want

L] 1
to inflisencets
said.
Mr. Hacken-
burg also expects
RIMS to take an
active role w -len
Mr. Hackenburg Congress re-
views the fed-
eral Superfund law. The 5-year- old
Superfund statute, which estab-
lished a $1.6 billion fund to clean
up the nation's abandoned hazard-
ous-waste dumps, expires this year.
Measures to extend the law are
pending in both the House and the
Senate.

Mr. Hackenburg said that RIMS
also intends to increase its visibility
outside of Washington. Across the
border, for example, RIMS wants to
work more with Canadian risk
managers to assist them on legisla-
tive issues, he said.

RIMS also will lobby at the s-.ate
level throughout the United States
to assure fair-but not overly re-
strictive-regulation of insurers

Mr. Hackenburg says comml-ni-
cation in a 77-chapter organization
can be challenging. He notes that
RIMS has spent the last three ye ars
working to improve communica-
tion between the national organ za-
tion and its local affiliates.

At the same time, RIMS wans to
work more closely with other trade
groups or- issues affecting risk
management.

Commenting on another internal
matter, Mr. Hackenburg said he is
aware that some RIMS members
have complained that the organ-za-
tion's annual conference has be-

L_ |

come too large. Some have sug-
gested that two separate confer-
ences-one concentrating on risk
management and one on employee
benefit issues-be held annually.

RIMS is studying the idea; how-
ever, Mr. Hackenburg says he has
reservations about holding two
conferences. Many risk managers
have employee benefit responsibi-
lities, while many benefit manag-
ers also are involved in risk man-
agement, he said. Therefore, man-
agers with dual risk and employee
benefit responsibilities may prefer
seeing both issues discussed at one
conference, he said.

Mr. Hackenburg agrees that
RIMS must become more involved
in the employee benefit area. "It is
an area with much potential," he
said.

Risk managers will face new
challenges as capacity tightens and
rates increase in the commercial
property/casualty insurance mar-
ket, Mr. Hacker*urg says.

But, he added that risk managers
should view the tighter market as
an opportunity. "This is the time
for risk managers to shine and
prove their abilities," he says. "This
is a very important time for risk
managers. They have the ability to
improve their corporate bottom
line," Mr. Hackenburg says.

Just as RIMS wants to increase
its visibility, risk managers them-
selves need to speak out more on
issues affecting them and their pro-
fession, Mr. Hackenburg said.
"Risk managers should not only
think of themselves. They should
make themselves heard on state,
federal and provincial levels."

As an organization, RIMS has be-
come more professional and better
staffed, Mr. Hackenburg maintains.
RIMS now is much more likely to
take a more precise aim-or "rifle
shot approach”-at issues, he noted.

"We are building on each year,"
he says, noting that 1985 will be a
growth year for the organization
and a year in which RIMS can in-
crease its influence and power.

Mr. Hackenburg also hopes that a
strategic plan to help RIMS prepare
for the future will be presented and
adopted by the society's executive
board in October.

"It is a plan on which to build,”
| gam I —— W — B gt —— -
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International buyers escaping big price hikes

By ROBERT A. FINLAYSON

NEW ORLEANS-AIlIthough
rates for domestic property/casu-
alty insurance are rocketing sky-
ward, buyers with international
exposures won't have to worry
about large premium increases this
year, experts say.

"I know if | increase the pre-
mium on an account by 10%, it's
going to go to AIU (American In-
ternational Underwriters Inc.),”
quipped Kenneth Gorelick, re-
gional manager of the international
department of Continental Insur-
ance Co. in Los Angeles.

Mr. Gorelick served on a panel of
international underwriters and
brokers that discussed interna-
tional insurance trends at the Risk
& Insurance Management Society
conference in New Orleans.

Vincent J. Masucci, president of
American International Un-
derwriters Inc., agreed with Mr.
Gorelick that prices for interna-
tional property/casualty policies
are not likely to increase much this
year.

Both panelists cited competition
between major U.S. international
insurers and local foreign insurers
as the primary reason for the sta-
bility in international rates.

The panelists also said interna-
tional insurers have not had to
swallow the large losses experi-
enced by their domestic counter-
parts.

"International insurance,” Mr.
Masucci explained, "continues to be
a very profitable line of business."

However, there may be a gray
lining to this silver cloud.

Both underwriters warned that
the losses stemming from the toxic
chemical accident in Bhopal, India,
last December could have a sub-
stantial impact on international
property/casualty coverages, par-
ticularly if third-party damage
suits arising from the accident are
tried in the United States.

International property/casualty
insurance prices are based on the
cost 6f potential damage awards in
the nation in which the insured op-
erates, the panelists said. They
noted that third-party damage
awards made by foreign courts
usually are substantially less than
those made by U.S. courts.

However, if the outcome of the
Bhopal case establishes a precedent
for foreign defendants to sue for li-
ability claims in the United States,
international underwriters will be
forced to reprice their products
based on the size of U.S. damage
awards, they explained.

Even if Bhopal cases are not tried
in the United States, defense costs
resulting from attempts by parties
involved to get the case heard by
the U.S. courts will have an impact
on international insurance prices,
Mr. Masucci said.

Despite the overall softness of
the international property/casualty
market, Mr. Gorelick said the mar-
ket for certain types of coverage-
including earthquake coverage for
some areas of the Far East and po-
litical risk coverage for some Latin
American countries-will tighten.
.-. Earthquake coverage is available

rldwide, but capacity is limited,

14. Masucci said. "And, like an al-

tvance, we must use it judi-

9Usly."

Mr. Gorelick noted that buyers

"*surance can expect to see in-

.ases in the costs of both excess

,bility coverage and difference-

3- conditions coverage-largely as
»ult of the hardening domestic
.urance market.
2 One of the major trends in the
international insurance arena, ac-
cording to Mr. Masucci, is the in-
creased use of local insurers by
U.S.-based companies. This stems
from the fact that North American

manufacturers investing overseas

'1 know if | increase the premium on an account
by 10%, it's going to go to AlU (American
International Underwriters Inc.)," quips Kenneth
Gorelick, regional manager of the international
department of Continental Insurance Co.

are becoming involved in joint
vensures with local investors in the
countries in which they operate.
These investors often want to in-
sure their risks locally, Mr. Masucci
said.

He said that there are certain tax
advantages to insuring locally. In
some foreign countries, claim pay-
ments by a U.S.-based insurer for
losses at facilities in those countries
become taxable income.

Mr. Masucci said there is a very
real possibility that on a large prop-
erty loss, the aftertax claim pay-
ment would be insufficient to re-
build the insured's facility.

Mr. Masucci also said a growing
number of foreign countries are re-
quiring that more insurance pre-
mium dollars be spent in the coun-
try in which the insured's facility is
operating.

"Most countries require that

some of the risk be retained either
by a local government entity or a
local insurer,” Mr. Masucci said,
adding that he expects this trend to
continue.

Paul J. Frease, a vp with broker
Johnson & Higgins in Los Angeles,
agreed with Mr. Masucci. In most
foreign countries-with the excep-
tion of those in Europe-U.S.-based
companies are required to insure
some of their property/casualty
coverage through a local insurer.

For example, Mr. Frease said
that the Brazilian government
won't allow a U.S.-based company
with operations in Brazil to take a
tax deduction for its insurance pre-
miums unless the company is in-
sured locally.

Mr. Frease said that most com-
panies operacing overseas historic-
ally insured their property/easu-

A one=time insertion

alty risks in the United States be-
cause it was cheaper and easier
than using local insurers. Now, he
said, it may be chea-per to-use local
foreign insurers in conjunction

with a master difference-in-condi- —-

tions policy.

Mr. Frease also maintained that
using a local foreign insurer will
provide increased visibility should
an accident ever occur at the com-
pany's facility. The local insurer,
he explained, may be able to miti-
gate the concerns of the local popu-
lation and government about the
availability of assistance for those
injured in an accident.

Also on the panel were David
Thayer, managing director of
Marsh & MelLennan Inc. in Seattle;
and Laura L. Hinckley, director of
risk management for Avery Inter-
national in Pasadena, Calif. .
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Communication vital to global program

By MEG FLETCHER

NEW ORLEANS-Communica-

tion is the biggest problem risk
managers face in consolidating and
coofdinating an international in-
surance program for a multina-
tional company, experts say.

They face not only language bar-
riers in the foreign countries, but
social and political barriers as well,
experts said.

And, they may need strong com-
munication skills in dealing with
corporate managers, insurers and
brokers at home, too.

Techniques for overcoming those
barriers were discussed at a semi-
nar that included lively participa-
tion from members of the interna-
tional audience at the Risk & Insur-
ance Management Society
conference held earlier this month

100001
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IN '85 STRIVE FOR EXCELLENCE

in New Orleans.

A risk manager must get good in-
formation from headquarters and
overseas operations themselves be-
fore deciding to what degree to co-
ordinate and consolidate an inter-
national insurance program.

For example, a risk manager
must know management's financial
goals and management philosophy

toward its overseas operations, pan-
elists said.

FPROBL EN:

How can a company hold down health
costs without cutting benefits or quality

of service?

SOL UTION:

Preferred Health Network is a Preferred
Provider Organization ( PPO) that can
reduce health costs up to 35%. Here's how:
t. PHN enlists only recognized non-profit
hospitals with a record of cost effective-
ness and their attending physicians.

2. PHN employs strict utilization controls
to eliminate unnecessary patient confine-

ments and services.

3. Our providers adhere to a prenegotiated

fee schedule.

4. Subscribers have access to a number

of convenient hospitals and doctors. or
they have the freedom to select a non-
participating provider. PHN can be struc-
tured to fit employee benefit programs of
companies of all sizes.

Investigate this important option in health

care delivery.

For information and brochure contact:

Preferred Health Network
4700 Ramona Boulevard

Monterey Park, CA 91754
213/261-9066

Consolidation of overseas cover-
age usually results in cost savings
because of economies of scale, said
panelist Michael J. Linde, vp of
broker Johnson & Higgins in New
York.

AnNnd, it can result in a more-effi-
cient, centralized loss-control pro-
gram, panelists said.

But, dealing with one broker and
one insurer may mean severing ties
with a good broker who lacks ca-
pacity, Mr. Linde said.

"It is a difficult call to make," Mr.
Linde said.

The problem of communication
is 10 times greater when dealing
with foreign subsidiaries, said Ste-
phen W. Scammell, director of risk
management for GAF Corp. in
Wayne, N.J. His experience with
overseas insurance operations came
from working for Becton, Dickin-
son & Co. of Paramus, N.J., and
Hoechst AG's U.S. subsidiary in
Somerville, N.J.

In poorer countries like Mexico
and Brazil, the risk manager may
encounter a lot of hostility to the
idea of sending more money back
to the U.S. parent as a result of
coordinating and consolidating the
insurance program, Mr. Scammell
said.

"It is not that you can't work
with this, but it is something that
you must work with," Mr. Scam-
mell said.

Personnel overseas may have
radically different perceptions
about things like loss control. For
example, Mr. Scammell said that

one manager at a Mexican facility
told him that a hard hat was con-

sidered more valuable than an
employee.

And, there are many differences
in insurance terminology used by
people schooled in "British En-
glish” and those schooled in
"American English,” said S.H.
Groot, director of Kamerbeek As-
surantiemakelaars BV in the Neth-
erlands.

"Critical in the communication
link is a (local) broker who has the
willingness to communicate back to
the U.S.," according to Mr. Scam-
mell.

Any international program is a
three-way partnership involving
the client, the broker and the in-
surer, said panelist William F.
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In addition to communication, a
risk manager must consider his and
his staff's knowledge and expBrtise.
If a risk manager has a good prop-
erty/casualty background, he or
she can learn the international risk
management in a few yeard, Mr.
Scammell said.

And, he said, the risk manager
and staff must be sensitive b cul-
tural differences in the foreign
countries.

A risk manager must alsc con-
sider the degree of authority he or
she has to implement the program,
panelists agreed.

"Candor is crucial,” Mr. Crowley
said. For example, it can be embar-
rassing if, after an internatior al in-
surance plan has been devised by
the broker and underwrite:, the
risk manager discovers that he or
she has direct control in the United
States but only a consultant's role
overseas, he explained.

Risk managers may find their
authority increasing along wi:h the
general trend toward centralization
of risk management operations
among U.S.-based international
firms. But, most multinational
companies still give their local af-
filiates considerable decision-mak-
ing authority, according to a study
by RIMS.

And, the degree to which cpera-
tions are centralized does not in-
crease directly as the company ex-
pands its global operations said
panel moderator Edith F. Liehota,
senior vp in the risk management
division of Irving Trust Co. in New
York.

When a company has limited in-
ternational operations, it is gen-
erally centralized, she said. As it
grows into an emerging mu.tina-
tional corporation it tends tcward
decentralization.

But, when it grows into a truly
global company, its operations tend
to be again centralized, she said.

Other factors that have an im-
pact on the design of an interna-
tional insurance program include
the size of the company, its t>pe of
ownership, the mix of countries in-
volved and the exchange rate, Mr.
Crowley said.

Ownership of the overseas cpera-
tions can affect program desigi and
its acceptance by foreign ojera-
tions, Mr. Crowley said. For exam-
ple, if an overseas operation is a
joint venture with lots of local
money invested, the views d the
local investors may have to be con-

sidered.

Market conditions and local reg-

ulations in individual countries-
and the mix of countries-can be
especially important.

Most international insurance
programs currently popular are
master programs in which the in-
surer issues a broad contract that
spreads the risk. Premiums and
losses are generally paid in the cur-
rency of the local country, Mr.
Crowley explained. Local policies
then can be reinsured through the
master plan.

A risk manager seeking an in-
surer and broker for a coordin-
ated international insurance pro-
gram should look for good claims
handling and loss control facili-
ties, Mr. Crowley added.

"The broker should have a strong
presence in those areas that you
have operations," said Mr. Linde of
J&H.

But, he cautioned risk managers
to beware of "the brother-in-law
syndrome" in which the insurance
is provided by a relative of the local
operation's management. That can
make it nearly impossible to place
the coverage elsewhere later, he
said.

A good broker should be able to
generate the kind of information
the risk manager needs, including
information on local regulations re-
stricting insurers, compulsory cov-
erages and exposures, including
product liability.

Once a program has been
designed, it takes cooperation, coor-
dination, communication and com-
mitment to make it work, Mr,
Crowley said.

"lI've never seen a program im-
plemented without problems," he
added.

"The start-up of any new pro-
gram is a pain,"” Ms. Lichota agreed.
"You can blunt the pain if people
out there understand what is going
on so they will deal with the prob-
lems.”

A risk manager seeking to imple-
ment a new program should begin
working with his or her broker a
full year before the target date and
let the heads of overseas operations
know about the plan as soon as pos-
sible, Mr. Linde said. It is especially
important to alert overseas manag-
ers that they should avoid long-
term insurance agreements.

Finally, Mr. Scammell reminded
risk managers that even the best
international program must be au-
dited and monitored to keep it cur-
rent.

And, Mr. Crowley said, "No pro-
gram is going to make a bad risk a

good risk. It may make a good risk
=a bhbetter risk_ ™ L
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Exclusive remedy doctrine
eroding, comp panel warns

By DIANE LYNN KASTIEL

NEVW ORLEANS-The idea that

workers compensation insurance
protects employers against work-
place injury-related lawsuits is
"one of the world's greatest lies,
right up there with 'the check's in
the mail’ and 'this won't hurt a
bit,"" says one risk manager.

Raymond Le Blanc, corporate
risk manager-workers compensa-
tion of Sohio Petroleum Co. in
Cleveland, spoke on a panel on the
erosion of the exclusive-remedy
concept in workers comp at the an-
nual Risk & Insurance Manage-
ment Society conference here.

The panelists said that the idea of
workers comp as the only remedy
available to an injured employee is
being challenged in the courts-
and the challengers are winning.

Court rulings in many states are
expanding injured workers' legal
recourse and employers' liability,
raid Russell P. Herrold Sr. of the
Columbus. Ohio, law firm of Vorys,
Sater, Seymour and Pease.

The panelists, all from Ohio, con-
centrated on Ohio laws and court
decisions. They said laws and deci-
sions differ from state to state, but
the exclusive remedy doctrine is
under fire elsewhere, too.

The panelists focused on a deci-
sion last Dec. 31 by the Ohio Su-
preme Court that receiving work-
ers compensation benefits does not
preclude an employee from suing
his or her employer for "inten-
tional tort,” which the court de-
fined as an act committed with the
intent to injure another or with the
belief that such an injury is likely
to occur (Bl. Feb. 25).

The latter part of this definition
is more threatening, said Craig
Zimpler, vp of Gates, McDonald &

Co. in Columbus.

The court also ruled that an em-
ployer who is liable for intentional
tort cannot offset the award with
workers compensation payments
made to the injured worker.

Although a 1982 Ohio Supreme
Court decision started the erosion
of the exclusivity concept by ruling
that workers comp was not the sole
remedy for an intentional tort, that
ruling did not define intentional
tort or address the question of off-
setting an award, Mr. Zimpler said.

The Dec. 31 decision greatly in-
creases employer liability, he said.

"The actions we are talking
about today allow benefits in addi-
tion to workers compensation
(awards) and undermine exclusive
remedy," he said.

"In many cases, the dual capacity
option appears to produce good re-
sults, but, more often than not, it
makes confusion and circumvents
exclusive remedy protection."

The concept of dual capacity
allows an employee to sue his or
her employer for awards in addi-
tion to workers comp benefits if the
employer acted toward an em-
ployee in a capacity other than as
an employer, such as if the em-
ployer also manufactured ma-
chinery that injured the employee.

To cope with the the erosion of
the exclusive remedy concept, Mr.
Zimpler suggested risk managers:

- Meet with legal counsel and
insurers to make sure the company
is covered as fully as possible.

- Look defensively at your
work environment. Merely noti-
fying employees of a potential dan-
ger may be used by an employee to
claim the employer knew of the
danger, and thus committed an in-
tentional tort.

» Realize any workplace injury
or illness may be cause for a suit.

« Contest all questionable Occu-
pational Safety and Health Admin-
istration citations. Accepting even a
small penalty can be interpreted in
court as proof of intentional tort.

» Aggressively monitor on-site
visits by Industrial Commission
Safety and Hygiene personnel and
carefully evaluate recommenda-
tions for safety measures.

= Thoroughly examine em-
ployee and union complaints or
recommendations about the safety
of workplace conditions.

- Investigate workplace injuries
fully. Take statements from wit-
nesses and injured employees, pho-
tograph the accident site and obtain
any medical records possible.

- Have aggressive loss control
and safety programs. Train em-
ployees in procedures and precau-
tions and document such training.

The panel was moderated by An-
thony J. Ten-Barge, risk manage-
ment administrator for NCR Corp.,
inmn Dayton, Ohio. .

Lost. , CI

-_ -  «>» .

And FoundS i please send me the following index(es):

The Business insurance Editorial Index helps you find the | Annual Index Only:
facts you need quickly/ 1 -1981 - 1982 -1983-1984
* Lists aU Business Insurance news and feature articles. 1 -1985 Full Index Service
1 ® $150 eachyear, plus foreign postage.
I PAYMENT MUST ACCOMPANY ORDER

1 Business Insurance Editorial Index.
1 220 East 42nd Street, New York, NY 10017

* Conveniently organized by subject, persons quoted
and compqnie_s mentioned. . . .
* 1985 Editorial Index service includes three quarterly |-Visa -Mastercard - Check Enclosed
reports and a cumulative annual edition; 1981 1|
thru 1984 Indexes available in 1

hardbound annual editions. I Account # Fwp Date
* You'll never again spend valuable time wading through " as
) 9ain sbene , 9 9" | Signature
a pile of back copies to find what you're after!
* Only $150 per year. 11 Mame Titlp
1 Company
Find your way to the facts! 1
. , Address
Send in the coupon now! .
C|ty State 7ip

business inance ....

1
New York: 220 East 42nd St.. NY 10017 (212) 210-0137

FINANCIAL

PROTECTION ISN'T
ALWAYS THIS OBVIOUS

A catcher's mask just won't help
when a director or officer is hit with a

Pension/Welfare Benefit Plans, in addi-
tion toTrust Department E&O and

liability suit. The defense and settle-
ment costs can be personally devastat-
ing even if a lawsuit is unjustified.

A solution to this ever increasing
problem is a Directors' and Officers'’
Liability Insurance Policy from Western
Employers Special Risks.

Whether your clients are publicly
incorporated or closely held, every
D&O policy we write may be tailored
to meet their specific needs through
a wide range of limits, deductibles
and options.

Western Employers Special Risks
also has coverages for Employee

IRA/Keogh Plan E&O for financial
institutions.

Our D&O policies can be your
clienfs best proteciton against a
judicial curve ball.

"TEEST ERN
-1 EMPLOYERS
VVSPECIAL RISKS

A Division of Western Employers Insurance Company

150 N. Martingale Road, Suite 240

Schaumburg, lllinois 60194
312/882-1114 or 1-800/323-2354

In lllinois: 1-800/942-4714



50 / business insurance, April 29, 1985

Giveaways draw RIMS-goers to booths

By MICHAEL BRADFORD

NEVW ORLEANS-This year's
Risk & Insurance Management So-
ciety conference will be remem-
bered as more than just a week's
worth of seminars.

The six-day gathering, held ear-
lier this month in New Orleans,
blended a festive air with the no-
nonsense meeting of risk managers,
employee benefits personnel and
other insurance professionals.

It included a dose of Mardi Gras,
complete with marching bands,
Creole cooking and jazz during a
week that heard plenty of talk of
Bourbon Street at the early morn-
ing sessions.

In the Rivergate Exhibition Cen-
ter, more than 200 booths displayed
the new products and services
available to risk management pro-
fessionals. And true to the spirit of
Mardi Gras, they lured the crowds
with trinkets and toys.

Just like the Krewe of Rex, who
tosses beads and doubloons to the
throngs on Fat Tuesday during
Mardi Gras, exhibitors offered a
host of novel playthings to intro-
duce their newest offerings.

The most in-demand item at the
RIMS exhibition hall this year was
a sturdy wooden yardstick,
equipped with a leather strap for
easy toting. It doubled as a walking
cane or form of protection for late
nights in the French Quarter.

The yardstick was a present from
Health Economics Corp. in Dallas.
The health care management firm
works with employers to lower
their health costs through such pro-
grams as pre-certification, concur-
rent patient review and employee
health education measures.

Carolyn Palmer, marketing coor-
dinator of the 18-month-old com-
pany, said HEC has been successful
largely because of the employee
education program.

"We are very strong in employee

education because we believe the

employee has to know why he is

doing something and then how to
do it," she said.

HEC educates a firm's employees
with weekly inserts in payroll en-
velopes that stress the need for con-
trolling health care costs.

Employees at HEC's 42 clients
also see posters in the workplace
and letters from management on
cost containment.

Although the company is still
fairly young, it is adding new eli-
ents rapidly, Ms. Palmer said.

AnNd, if the popularity of the
yardsticks is any measure of how it
will do in the future, HEC can rest
easy. RIMS-goers snatched up more
than 3,000 of the souvenirs.

Rosalie Hersh of PCC, a com-
pany that describes itself as "pre-
vailing hospital charge analysts"
from Burbank, Calif., monitored
what was probably the most dis-
trading display in the hall.

Her company reviews hospital
bills to determine their accuracy
and fairness for clients, which are
insurers and employers. Manage-
ment, she explained, wanted some-
thing more eye-catching than the
usual video programs or computer
displays common at exhibitions.

What they came up with was a
bigger-than-life poster of a model,
nude from the waist up.

The dark-haired model, who Ms.
Hersh said currently is filming a
movie in India, was turned seducti-
vely to one side so that not quite
every detail was revealed.

Below her was the company's
motto: "We don't take it all off. Just
30 to 60 percent."

Ms. Hersh said the 17-year-old
company recommends that clients
only pay "fair and reasonable”
charges. She said 1,600 clients had
total savings of $41 million last year
by using the company's services,
which include hospital bill audits,
reviews of pharmacy charges and a
program that monitors charges for
supplies that patients take home
from the hospital.

"We needed something dy-
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namic,” she said of the curvaceous
eye-ca:cher behind her. The booth
also o'feed bottles of spicy Louisi-
ana hot sauce with a label :hat read,
"We're the hottest thing in health
care e.st containment.”

AnNnd. the exhibit also featured a
fish bow. to hold business cards for
a drawing. The prize in the draw-
ing was a poster of the model. The
fish bowl was overflowing.

And. everyone is a winner in this
drawing. PCC will send a poster to
everyme who left a card.

Ths exhibitor taking up the most
space in the hall was perennial big-
display builder CIGNA Corp.

The company's two putting
greer.s gave linksmen a chance to
try their skills on not-so-easy shots.

When the ball was placed ona
tee, it activated the first insurance-
relateE marketing message. If the
shot <-as made, applause rang from
the overhead speakers, and the sec-
ond recording helped get the
CIGNA message across.

AN errant shot into one of two
bunkus brought a chorus of elec-
tronically activated boos.

Each golfer heard two short mes-
sages In all, there were 60 separate
messages related to four CIGNA di-
vision:. special risks, group insur-
ance, grouF pension and the inter-
national division.

Every golfer was given a CIGNA
towel to attach to the golf bag left
at home, and a hole-in-one brought
a more sophisticated prize.

Putiers that made the shot in one
stroke were given a greens kit full
of useful items, including a divot
repair :001, ball markers and other
golf pcaphernalia.

Carol Wendel of CIGNA's mar-
keting department said the display
was aimed more at reaching people
in "more remote areas" who aren't
famil.ar with CIGNA's offerings.

Each golfer filled out a scorecard,
marki-g areas of interest. such as
asset management and coverages
like grjup medical, general liabil-
ity, travel accident and aircraft.

CIGNA's marketing department
will mail participants information
on :hE areas of interest they indi-
cated on the scorecards.

There were dozens of less-grand
tempta:ions to lure visitors. A col-
lector z-f ballpoint pens could have
carried away a suitcase full of the

Photo: One of the Usuals

Katie Cox of Health Economics Corp. gives a promotional yardstick

to James W. Gatherer Jr. of Shirmer Engineering Corp.

motto-stamped souvenirs.

PCS, which markets prescription
drug plans and a group legal plan
called LawPhone, offered risk
managers help to calm their shat-
tered nerves in the face of wors-
ening news about conditions in the
property/ casualty insurance mar-
ket. A sensory button on a piast.c
card, when held for 10 seconds, sig-
naled by its color if the user was
stressed, tense, normal or calm.
AnNnd, tips to ease tension were
printed on the back of the card.

Consultant Tillinghast, Nelson &
Warren handed out pointers to at-
tendees-little chrome pocket-size
pointers that can be extended for
use when risk managers are de-
scribing a chart or graph.

Industrial Risk Insurers from
Hartford, Conn., took a Band-Aid
approach to the affair. Visitors to
their booth pocketed travel-sized
holders filled with adhesive ban-
dages.

A spokesman for IRI said 1985
was going to be a year of "getting
back to basics” for the insurer and
loss control specialist. "We're going
to refocus on loss prevention eng:-
neering," he said.

"We're going to go from being
too broad to focusing on our tradi-

tional products and making sure
we understand them. We'll con-

tinue to do what we do and do it
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well,"” he said.

Some exhibitors ignored fancy
lures and concentrated on getting
their messages across through
knowledgeable representatives and
the usual information packets.

Ogden Risk Management Control
Services in Somerville, Mass., was
at its second RIMS exhibition. .

Its graphic backdrop focused on
risk control services in the areas of
employee health, public safety, fire
safety, political risk and others.

The 18-month-old subsidiary of
Ogden Corp. also offers risk control
analyses, creates preventive sys-
tems and implements risk control
plans.

Blackmon-Mooring-Steamatic
Inc., a Fort Worth, Texas, firm that
specializes in restoring damaged
property, also touted services with-
out using elaborate giveaways.

The company is trying to combat
the philosophy that "everything
can be replaced," said a spokes-
woman for the firm.

She explained that Blackmon-
Mooring has developed new proce-
dures for controlling corrosion that
can be performed on-site.

And, the company has a mobile
unit that travels to job sites and
uses a freeze-drying method to re-
store documents, books and valu-
able papers damaged by smoke or
water.

The company offers other post-
catastrophe services, like damage
appraisal, odor removal, exterior
building restoration and demoli-
tion.

Probably nowhere but in New
Orleans could the RIMS exhibition
have felt more at home, with its
tons of trinkets, gadgetry and logo-
laden toys.

But, New Orleans provided one
unexpected challenge to the exhi-
bitors: They had to give their
pitches loudly or be drowned out
by the jazz bands that kept strolling
up the aiisles - .
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Several safeguards needed
when protecting computers

By MEG FLETCHER

NEW ORLEANS-Buying insur-
ance is the last-but not the least-
step in managing the risks created
by electronic data processing
equipment experts say.

A risk manager should imple-
ment three loss-control measures to
protect the computer equipment
and data before buying insurance
coverage, experts say. Those loss-
control measures are protecting the
equipment from fire and other nat-
ural perils, formulating a contin-
gency plan and guaranteeing data
security.

Protecting data processing equip-
ment was :he topic of a panel dis-
cussion during the annual Risk &
Insurance Management Society
conference earlier this month in

New Orleans.

To prevent fire damage, com-
puter equipment should be housed
in a fire-resistant building of rein-
forced concrete, said Charles F.
Learner, senior engineering officer
at Arkwright-Boston Insurance in
Greenwich, Conn.

The building should have a non-
combustible, raised floor, and fire-
resistant cables should be used for
computer connections, he said.

The two most commonly used
fire suppression systems used for
computer equipment are Halon gas
and water sprinklers, he noted.

Halon gas, which extinguishes a
fire by eliminating oxygen from
the air, is often used to protect a
central processing unit and mass
storage system. The gas is used to
avoid water damage.

Sprinklers generally are used to
protect a tape library. Sprinklers
may also be used to protect print-
ers. tape storage within a computer
room and the storage of supplies,
depending on the amount of com-
bustible materials like paper and
cleaning solvents that are allowed
to accumulate.

National Westminster Bank USA
in New York uses both Halon gas
and water sprinklers to protect its
mainframe computer. It also has
rolls of plastic sheeting available to
cover equipment immediately to
prevent unnecessary water dam-
age, said panelist Gerard T Burns,
a bank vp.

Contingency planning also helps
safeguard equipment and data, said
Randall Cooper. vp at Risk Plan-
ning Group in Darien. Conn., a di-
vision of Tillinghast, Nelson and
Warren Inc.

Contingency planning should be
done with the help of an ongoing
committee comprised of represen-
tatives from security, data pro-
cessing and those in the company
who use the computer. In the event
of a serious loss, he said, "Your user
groups need to know what they are
not going to get."

The contingency plan should
identify alternate sites or facilities
that can be used if there is a loss in
the computer room. It also must
provide a detailed chain of com-
mand, in case managers are absent
or injured.

And, the plan should be tested at
least once or twice a year, Mr. Coo-
per said.

Suggestions for ensuring data se-
curity include frequently changing
passwords needed to gain access to
the compul:er system, requiring two
people to authorize massive manip-
ulation of data and limiting access
to personal computers, phone lines
and cables that feed into the main-
frame computer.

In obtaining insurance coverage
for the data processing equipment
at his bank. Mr. Burns included
personal computers on-line with
the mainframe computer in the
main coverage for the computer
system. But, other personal com-
puters were considered building

contents, and insurance coverage
for them was much cheaper, he
said.

Equipment to be covered should
be described as specifically as possi-

ble, but the phrase "not limited to"
should be used to ensure that most

losses will be covered, said session
moderator Carolyn Simpson, vp of
National Westminster Bank. Cru-
cial telephone lines should also be
covered under the policy, she said.

Data processing equipment also
must be protected against changes
in temperature and humidity, loss
of physical access to the equipment
and interruption of power.

All data processing coverages
should be integrated with other
policies, like general property
boiler and machinery coverages,
Ms. Simpson said. .
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Study policies to

By DOUGLAS McLEOD

NEW ORLEANS-Losses that

trigger one or more multi-layered
insurance programs can lead to
conflicts over coverage of claims
and defense costs, a panel of ex-
perts warns.

Conflicts between primary and
excess policies or between insurers
on two separate lines of coverage
can lead to mountainous litigation
over apportionment of insurance
proceeds, and can cause courts to
split on how to resolve such con-
flicts.

Risk managers should thus be
aware of differences in the various
policies covering a given risk and
should understand how those poli-
cies may respond in case of a loss,
the panel told an audience at the
Risk & Insurance Management So-

[6-5-507

IN '85 STRIVE FOR EXCELLENCE

ciety conference in New Orleans
earlier this month.

Unpleasant surprises often con-
front policyholders that expect to
be covered as additional insureds
under another party's policy, notes
James Robertson, president of In-
surance Litigation Consultants of
Costa Mesa, Calif.

"There is a great danger of con-
flict and of policies not performing
as policyholders expect," Mr. Rob-

avoid coverage conflicts

ertson said.

"The chances are seven out of
nine that when you are named on
someone else's policy as ah addi-
tional insured, it will not perfcrm
as you expect it to."

The problem, he explained,
arises when the policy on which a
company is named as an addltional
insured also provides that the in-
surance will serve as excess over
other available insurance.

While the insured may expect
the other party's policy to serve as
primary insurance, the result may
be the opposite: The insured's own
policy could be tapped first. with
the additional insurance available
only as excess.

Other conflicts can arise when a
policyholder maintains a large self-
insured retention that essen:ially
serves as primary coverage. Mr.

ADVANCED CLAIMS
PROCESSING SYSTEM
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you want a claims processing system, iii source code, but
can not find a good one?

VWWell berd bow...
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More than a Claims Processing System
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ARC HEALTH SERVICES, INC.

16775 Addison Road
Dallas, Texas 75248
(214) 248-6241

Video taped system demonstration available on request

Robertson added.

AnNn insured with a deductible in a
primary policy can rely on the pri-
mary insurer to defend and settle
claims before the deductible is ex-
hausted, even though coverage of
the costs of defense and settlement
isn't triggered until the deductible
is paid out, he explained.

But, with a self-insured retention
the policyholder acts as a primary
insurer, defending and settling
claims within the retention.

This can create problems when a
self-insurer and its excess insurers
don't agree on their respective
duties, he said.

"Very often, what is included in
the retention is not defined in the
excess policy," Mr. Robertson said,
noting that claims may not be de-
fined the same way in an excess
policy as they are for purposes of
the retention.

Umbrella policy language also
varies among insurers, he added.

"Those forms are not identical
and do not mean the same thing in
any situation you find," Mr. Rob-
ertson said, adding that he has seen
about 500 different umbrella forms
in the last 20 years.

Excess insurance written on a
"following form basis," which Mr.
Robertson says are "the most dan-
gerous w-ords in the insurance busi-
ness," can cause headaches if poli-
cyholders do not understand which
form is being followed.

These forms can be designed in

three ways, he noted. They can fol-
low:

- The terms of the first um-
brella layer.

* The immediately preceding
excess layer.

= The underlying primary in-
surance policy.

Coverage of defense costs is like-
wise handled in different ways by
different excess insurers, and risk
managers should be sure their vari-
ous excess layers are consistent on
this point, Mr. Robertson suggested.

Defense costs may be:

« Totally excluded.

* Included within policy limits.

* Covered in addition to policy
limits, which are then available for
judgments and settlements.

Courts are divided on whether a
primary insurer has a continuing
duty to defend a policyholder after
its limits are exhausted, added Ste-
phen A. Cozen of the Philadelphia
firm of Cozen, Begier & O'Connor.

Several federal and state courts
have found that an insurer's duty
to defend is not contingent on the
duty to pay judgments and settle-
ments, and continues even after
policy limits are exhausted. Other
courts, however, have found that
the defense obligation continues
only as long as the obligation to in-
demnify continues, he explained.

Mr. Cozen said some courts that
have ruled there is no continuing
duty to defend have also barred in-
surers from paying limits to relieve
themselves of the defense obliga-
tion.

Excess insurers are generally not
obligated to provide a defense for a
policyholder if the primary insurer
has a defense duty, Mr. Cozen
added, explaining that once the pri-
mary insurer assumes the defense
of claims, that obligation will in-
clude even claims that pierce ex-
cess layers of coverage.

However, exceptions to this have
been made by courts in several
states, including Montana, Minne-
sota ansi New Mexico, which have
held that the excess insurer's de-
fense duty is equal to the primary
insurer's in cases where damages
would pierce the excess layer, Mr.
Cozen said.

In jurisdictions where a primary
insurer is relieved of a continuing
duty to defend by exhaustion of its
policy limits, the excess insurer
must then step in to provide a de-

fense, he added.

Courts have also allowed excess
insurers to recoup losses from pri-
mary insurers if the primary in-
surer breaches its duty to settle
claims that later produce jury ver-
dicts that penetrate the excess
layer, he said.

VWhere two or more insurers
have a defense duty, most courts

have apportioned defense costs on
the same basis that indemnification

is divided, he said. Some courts,
however, have ruled that defense
costs must be divided equally
among insurers participating in a
given layer of coverage.

The apportionment of indemnity
payments among several insurers
can also become a complex job
where concurrent coverage exists,
Mr. Cozen said.

Concurrency results when there
are two or more policies covering
the same risk. Deciding the order
in which multiple policies provide
coverage becomes a problem when
the policies all contain "other in-
surance" clauses, Mr. Cozen noted.

"Other insurance” clauses come
in three varieties, he explained:

« Pro-rata clauses, which limit
the insurer's liability to a pro-rata
share of the loss based on its limits.

» Excess clauses, which provide
that a policy is excess of other
available insurance.

« Escape clauses, which provide
that a policy will offer indemnity
only if other insurance is not avail-
able.

Where two or more policies have
contradictory "other insurance”
clauses, courts have to decide the
order in which coverage applies.
Using a "clause-matching” ap-
proach, courts have generally ruled
policies with excess or escape
clauses are excess over policies
with pro-rata clauses, he said.

In cases where policies have the
same excess clause, courts gen-
erally treat the clauses as "mutu-
ally repugnant” and ignore them,
he said, noting that in these cases
coverage is often prorated.

While courts have established
that primary insurers owe excess
insurers a "good-faith duty" to try
to settle claims within the primary
policy limits, one court has found
that self-insurers owe this same
duty to their excess insurers,
warned Bradford Rich, president
and chief executive officer of Al-
bany-Atlas Group.

In a 1979 California state court
decision, Spink Corp., an engi-
neering company, was found to
owe a "reciprocal" good-faith duty
to its primary and excess profes-
sional liability insurers.

Spink carried a $100,000 primary
professional liability policy with a
$15,000 deductible with American
Motorists Insurance Co. and a $1
million excess policy with Transit
Casualty Co. Both policies con-
tained a settlement clause allowing
Spink the right to refuse settlement
offers, Mr. Rich said.

In a wrongful death action fol-
lowing a construction site accident,
Spink refused a $300,000 settlement
offer, and a jury later returned a
verdict of $632,000, according to
Mr. Rich.

Transit then sued Spink and
American for breaching their
good-faith duty to accept a reason-
able settlement offer, and won
damages of $460,000.

An appeals court later upheld the
award, finding that there was
"triangular reciprocity” among
Spink, American and Transit, each
of which owed the others a good-
faith duty to negotiate a reasonable
settlement where damages are
likely to involve all three, Mr. Rich
explained.

The session was moderated by
Michael R. Keating, risk manager
at Commercial Shearing Inc. in
Youngstown, Ohio.



Help available for part-time risk managers

By MICHAEL BRADFORD

NEVWVW ORLEANS-Part-time
risk managers sometimes find that
carrying out all of their duties
amounts to a full-time job.

Smaller companies have risk
management needs just like larger
companies, but their size and bud-
get sometimes restrict them from
having a full-time risk manage-
ment staff member, according to
Leonard Friedman, president of
LRF/RM Inc. in Great Neck, N.Y .,
a firm that acts as a risk manager
for smaller companies.

Companies without a full-time
risk manager often have their pres-
ident, treasurer or another finan-
cial officer take on risk manage-
ment as part of their duties, Mr.
Friedman said.

The amount of time spent on risk
management duties can range from
2% to more than 50% of a part-
timer's week, noted Mr. Friedman,
a member of a panel on part-time
risk management at the Risk & In-
surance Management Society con-
ference in New Orleans.

Part-time risk managers are
often faced with deciding whether
they should learn the ropes them-
selves and work long hours, or look
for help outside their companies,
panelists said.

Mr. Friedman said part-time risk
managers can do any of the follow-
ing:

* Learn as much as possible
about their jobs and become knowl-
edgeable insurance buyers.

= Hire a consultant to design a
risk management program.

- Use a "multi-client” risk man-
agement firm to administer the risk
management program.

Employees who suddenly find
themselves cast into the risk man-
ager's role must handle their new
duties at the same time they are
juggling their other responsibilities
Mr. Friedman said. They can learn
the ropes most quickly by reading
various trade publications and in-
dustry news magazines, he said.

Joining the Risk & Insurance
Management Society will put the
new risk manager in closer contact
with more than 2,000 other risk
managers, he added.

Mr. Friedman also recommended
that part-t:me risk managers take
risk management courses and at-
tend seminars.

If the part-time risk manager de
cides to find outside help, indepen-
dent consultants are available to
design risk management programs.

Companies should refrain from
hiring insurance brokers or people
who also act as "consultants,"” and
thus might stand to gain financially
from advice they provide, he said.

Another option for the part-time
risk manager is to hire a multi-eli
ent risk management firm, which
usually works on an annual re
tainer.

"We take a company that doesn t
want to become an expert in-house
and do it for them," Mr. Friedman
said,

A multi-client manager will take
over all the full-time risk manage
ment and insurance duties, he ex
plained.

This type of manager will pro
vide a detailed analysis of a cor
poration's exposure to risk, eva
luating each risk and determining
if it can be eliminated, reduced, re
tained or insured, said Mr. Fried
man. A risk and insurance manage
ment program is then designed.

Insurance files are maintained by
the multi-client manager and the
client is given a summary manual
that "spells out in layman's terms"
the company's coverages and un
protected exposures.

The manual spells out reasons
why there is no coverage for some
exposures, noted Mr. Friedman
adding that the manual is updated

continually.

Another panelist, Jay Shapiro,
president of The JLS Group Inc. in
New York, explained the type of
consulting and brokerage services
his company provides to firms with
part-time risk managers.

JLS conducts a detailed survey
that asks questions aimed at uncov-
ering all exposures. The survey
takes two days for the company to
complete and six to eight days for
JLS to analyze, said Mr. Shapiro.

A report is then delivered to the
client "in our board room, This
takes the client away from every-
day distractions,” he said. The six-
to eight-hour report is delivered in
several sections. It covers:

= A critique of current insur-
ance compared against exposures
uncovered in the survey.

- Suggestions for mitigating. eli-

minating or transferring exposures.

e Other insurance that might be
needed.

« What services are necessary to
improve the current risk manage-
ment and insurance program.

When the report is completed,
specifications are sent to insurance
companies for coverage quotations.
When the coverage is placed, a re-
port comparing costs and coverages
is sent to the client.

A risk and insurance administra-
tion manual is provided to each eli-
ent. explained Mr. Shapiro, that
contains a summary of claims-re-
porting procedures and details of
the insurance program imple-
mented.

He noted the program includes a
"formal program of communica-
tion" through reports that contain
written agendas for meetings of eli-

- 0O -

*A quote from BUSINESS INSURANCE Magazine

ents with JLS personnel to discuss
any new mabters pertaining to the
risk management program.

Leland H. VVanslyke, another
panel member who is controller
and part-time risk manager with
Crookham & Co. in Caldwela,
Idaho, advised other part-time risk
managers to "get very close with a
broker or insurance agent” to tap
his or her expertise.

"If it hadn't been for one broker
who took me aside and explained
things. . .I would have been in very
deep trouble. Also, it helps to get
very close with your legal counsel.

Mr. Vanslyke explained that
other risk managers can often pro-
vide much-needed expertise. He
said he belongs to the 30-member
Boise, Idaho, chapter of RIMS,
"where everybody looks after
everybody else. Since I'm a parr-

timer, they keep me abreast of
what's going on."

The biggest problem with being a
part-timer, said Mr. Vanslyke, is
time itself. He says the 30% of his
work week spent on risk manage-
ment is not enough.

"The other problem is that it is
hard to explain to my management
some of the problems of risk man-
agement. For example, if | asked
them if they knew what a claims-
made policy was, they wouldn't
know what | was talking about.”

For this reason, Mr. Vanslyke
said one of his first moves as a risk
manager was to equip himself with
a glossary of risk management and
insurance terminology.

Acting as panel moderator at the
session was Eliot E. Cohen. risk

manager for Fisher Bros. in New
T e o w —— —
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NAS has the beef

Takeover Attempt Defense

Expense Insurance

Coverage: Insures against takeover atterrpTs aimed at
control. Includes tender offers, proxy contests. open market
purchase plans, even the expenses which occur after a
"greenmail"” foray becomes a takeover attempt Ramb.Irses
outside legal, investment banker, acco.Inting, proxy
solicitation, public relations expenses. Limits: up to
$5,000,000. Option Premium Plan: $10,000 for most ccmpanies.

Golden Parachute Legal
Expense Insurance

Coverage: Reimburses executives for legal expeises incurred
to enforce golden parachute agreements if takeover
corporation refuses to honor contracts. Limits: up to $100,000.
Option Premium Plan: $1,000 per covered executive.

For both Takeover and Golden Parachute coverage the
insured chooses his own attorney, and other support

services, too.

Coverage effected through licensed brokers only.

NAS Insurance Services, Inc.
225 Santa Monica Blvd., #910

Santa Monica, CA 90401 Tel: (2- 3) 451-5988
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CSC

'100 best' companies share
concern for workers: Authors

By MICHAEL BRADFORD

NEVW ORLEANS-It takEs more
than a healthy bottim line :0 make
a company a good employer, ac-
cording to the authors of "The 100

Best Companies to Work for in
America.”

M.Iton Moskowitz and Robert

Levering explained how they
ranked America's companies dur-
ing a luncheon address at the re-
cent Risk & Insurance Manage-
ment Society conference in New
Orleans. The third author, Michael
Katz, did not attend the luncheon.

"I: didn't matter how well you
did on W:11 Street, if you chewed
up people on the way," Mr. Lever-
ing sa.d.

Mr. Levering said the rankings
were put together after he and Mr.
Moskowitz talked with employees
on all rungs of the corporate ladder
at hundreds of companiss. "To
make the list, people had to tell us
over and over how good it was to
work there," he noted.

After gathering data for the
book, the authors establish Ed a set
of criteria that companies had to
meet in order to be ranked Mr.
Moskowitz explained.

To be listed in the ranking, he
said, a company had to:

- Make employees feel they are
part cf a team. "At JCPenney, no

one is called an employee every-
one -s an associate.”

= Promote from within. "Adan-
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tic Richfield posts every job avail-
able in great detail," so employees
get first preference.

- Allow employees a part of
profits, as in profit-sharing plans
offered by Apple Computer Inc.
and Tandem Computer Inc.

- Make a valiant effort to avoid
layoffs during financial downturns.
Companies cited for notable no-
layoff policies are Delta Air Lines
Inc., International Business Ma-
chines Corp. and Exxon Corp.

= Try to reduce distinctions of
rank between management and
employees. "At People Express,
every worker is a manager of senne
kind," said Mr. Moskowitz.

- Offer extraordinary benefits.
For example, Time Inc. offers em-
ployees a free cab ride home when
they work overtime, and Merle
Norman Cosmetics provides em-
ployees with 25-cent lunches. free
movies and birthday cakes.

« Be equally good to work for in
all its locations.

While the book included diverse
companies-the Los Angeles
Dodgers baseball team, three oil
companies, department stores and
computer manufacturers-some in-
dustries are not represented.

There are no accounting or law
firms, and "that's not because we

didn't try to find them,"” Mr. Mos-

kowitz said.
Northwestern Mutual Life Insur-
ance Co. in Milwaukee, ranked

ninth, is the only insurer.
The insurer is noted for its ‘four-
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star employee cafeteria," the book
says. Sweet rolls and doughnuts are
made daily at the company, and
lunches feature two hot entrees,
salads and sandwiches. And it's all
free.

The company also offers flexible
working hours, a benefit that is
especially attractive to working
parents. In addition, new job defi-
nitions have helped reduce the
burden of heavy paper work at
Northwestern Mutual.

E.l. Du Pont DeNemours & Co.
Inc., based in Wilmington, Del,, is
the only chemical company among
the book's 100. An "obsessive safety
program,” has kept accidents to a
minimum at all locations, Mr. Mos-
kowitz commented.

"They have a manie safety cam-
paign," he said. "If there is an acci-
dent anywhere in the world, a re-
port has to be on the (chief execu-
tive officer's) desk the next morn-
ing. Du Pont's policy carries to
every corner of the company."

The book also says Du Pont has a
published policy that it will offer
employee benefits as good or better
than its competitors offer. For ex-
ample, workers receive their full
salary for up to six months if they
miss work for injuries or ilinesses
that are not job-related.

Doing the book provided some
interesting insights into several
companies, Mr. Moskowitz said.

As the book was being compiled,
some companies mistakenly took it
for a "vanity" publishing effort and
contacted the writers to find out
how much it would cost to partici-
pate, he said.

He said Amway Corp. wanted to
see any material written on the
company before it was published.
"We knew right away it was not a
good company to work for."

A public relations worker at CBS
Inc. "grilled me for half an hour,"
Mr. Moskowitz said, to find out
what might be written about the
network. "CBS didn't make the
book, but not because of that. |
know a lot of people that work
there, and they are not a good can-
didate.”

The New York Times did not
want to included, noted Mr. Mos-
kowitz. "They said they already
had enough job applications."

Several companies that were in-
cluded in the book will be dropped
in an new updated version, he said,
including Hospital Corp. of
America The hospital-
owner/management firm was
listed in the book as one of the fas-
test-growing U.S. industries.

HCA was cited for its employee
benefit called the "Aerobic Chal-
lenge." Under the program, work-
ers are paid for completing physical
exercises like swimming (96 cents
per mile) and racquetball (48 cents
an hour) in an effort to encourage
them to keep in shape.

One worker earned $800 from
the program, the book notes.

Other benefits include a dis-
counted stock purchase plan, ac-
cording to the book.

But Mr. Moskowitz said HCA
will not appear in the updated
rankings because it is an example
of "a terrific headquarters facility
that could not guarantee all the

hospitals it manages are as good."
Ralston Purina Co. in St. Louis

will also be absent from the new
list because it has become "a big,
faceless food conglomerate. It is
getting rid of the folksy image that
we thought was nice,” Mr. Mos-
kowitz said.

However, Federal Express Corp.
will dash into the new edition,
along with Steel Case Inc., Fisher-
Price Toys, Northrop Corp., Re-
creational Equipment Inc. and Re-
mington Products Inc. .



Risk managers and brokers
square off at RIMS seminar

By MICHAEL BRADFORD

NEVW ORLEANS-Some risk
managers and brokers may be
rethinking their relationships with
each other after unloading some of
their complaints during a lively
seminar a: the Risk & Insurance
Management Society conference.

The seminar, "The Risk Man-
ager/Broker Relationship Under
Scrutiny," saw risk managers chal-
lenging brokers to "wake up and
start servicing, not selling," as one
risk manager said. Brokers, in turn,
said clients should more clearly
outline what services they expect.

Benjamin M. Eisenstadt, a senior
account executive with the bro-
kerage Tomenson Saunders White-
head Ltd. in Toronto, said there are
"good, mediocre and poor brokers.
As a risk manager, one of the im-
portant things you have to do is
make a decision as to the broker
you will deal with and monitor his
capability.”

He also pointed out: "There are
good, mediocre and poor risk man-
agers. But risk managers are in
control of the situation. If you don't
like what your broker is doing, you
can do something about it.

"We as brokers have to grin and
bear it when we are dealing with a
poor risk manager."”

Mr. Eisenstadt said if he is given
a clear mandate by a risk manager,
both can work to fulfill it.

But, he cautioned risk managers
that, "If you're letting me get away
with not dcing my job, then you're
not doing your job."

Mr. Eisenstadt reminded risk
managers they can fire a broker
whose work is sub-par.

However, one risk manager in
the audience took issue with Mr.
Eisenstadt's remarks about switch-
ing brokers. "You know the whole
(relationship) depends on continu-
ity," the risk manager remarked.
"We can't have this divisiveness.
You can't say, 'If you don't like the
broker, fire him.' That's crap."

The risk manager added, "You
keep saying 'set parameters.' We
don't want to have to deal with bro-
kers anymcre than we have to be-
cause of this problem. I'm saying
brokers are going to have to wake
up and start servicing, not selling."

Mr. Eisenstadt commented that
brokers want to deal with risk
managers that have the authority
to make decisions.

A risk manager in the audience
challenged that statement also.

"l have that authority," she said.
"But the broker didn't want me to
have it. He constantly went over
my head to the president."”

Mr. Eisenstadt said that in addi-
tion to dealing with a risk manager
who has the authority to make de-
cisions and will give him a clear
mandate, he also prefers those that
"have all-inclusive skills and know
what they are talking about."

He said he also prefers accounts
with risk managers who "are not
afraid to rock the boat and make
changes and are not stale, having
been on the same job for too long."”

He added, "I try and define my
role right up front with the client.
What do you want me to do? Get
quotes? Settle claims? Do you want
line-by-line calculations?"

When asked what he thinks bro-
kers offer that a risk manager can't
find elsewhere, Mr. Eisenstadt said:
"The thing we do best is provide

expertise in the marketplace. You
can't find the time to sit down and

deal with 20 markets. Even in a soft
market, it's a skill."

A broker practice that annoys
panelist Eliott Cohen, risk manager
for Fisher Bros. in New York, is
"when my account is used for a
training school.”

New employees sometimes are
assigned to his account, he said,

until they are ready "to move on to
bigger and better things."

"l have no objection to working
with a rookie, but please don't
overdo it," he said.

J.A. Hardy, moderator of the
panel and insurance manager for
Carling O'Keefe Ltd. in Toronto,
said, "There is a communication
problem, but we're here to try and
solve the problem. And the prob-
lem is the insurance market, not
the broker."”

He said risk managers and bro-
kers must redefine their expecta-
tions of each other. "I think we
have to communicate better with-
out getting on each other's backs."

He added, "l think we will see
more payment on a fee basis, and
brokers will perform on the basis of
what they are paid to do." -
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IRS rules threaten cash-flow plans: Panel
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'Get the minimum up to where there is a finite

NEW ORLEANS-Companies
with retrospectively rated insur-
ance programs or other cash-flow
plans should review the design of
the plans to avoid trouble with the
Internal Revenue Service, a panel
of experts advises.

Premium deductions and other
tax advantages of cash-flow pro-
grams, qualified self-insurance and
captive insurance companies have
been under attack by the IRS and
Congress, and many of these ad-
vantages have been removed, the
panel told an audience at the Risk
& Insurance Management Society's
annual conference, held earlier this
month in New Orleans.

Companies that hope to take pre-
mium deductions for insured retro-

spectively rated plans should be

probability that you will leave some money on the

table and get the maximum down to where there

is a finite probability that the underwriter will be

accepting some shifting of risk," Mr. Davis says.

careful about the plans' design, said
James V. Davis, chairman of Cor-
roon & Black Advanced Risk Man-
agement Services in Nashville.

In order to qualify for favorable
tax treatment, policyholders mus.

be able to demonstrate that the

plans provide for some shifting and
distribution of risk.

If premiums are paid under a
retro plan only as losses occur, the
IRS may question whether the plan

is really insurance and whether tax
deductions are appropriate.

Mr. Davis advised companies
considering or reviewing a retro
plan to make sure there is a rela-
tively narrow spread between the
mi nimum and maxim um prem i-
ums payable under the program.

In the past, many retro plans
called for a relatively small per-
centage of the standard premium as
a minimum premium, while max:-
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surer could charge regardless of
losses-were set as high as 150% of
the standard premium.

Narrowing the gap between the
minimum and maximum could in-
crease the cost of the progra m for
policyholders and increase th. risk
borne by insurers, and by do: ng so
improve the chances that the pro-
gram will be viewed favoratly by
the IRS, Mr. Davis explained.

"Get the minimum up to where
there is a finite probability that you
will leave some money on the table
and get the maximum down to
where there is a finite prob: bility
that the underwriter will te ac-
cepting some shifting of risk," he
said

Mr. Davis cited one retro plan
that has increased the minimim to
75% and lowered the maximum to
118% of the standard premium.

He said in addition to bearing the
risk of losses coming in beloa the
minimum premium, policyholders
will pay more for getting the un-
derwriter to reduce the maximum.

"That's where your negot.ating
skills are going to come into p.ay."

Mr. Davis also recommended
that retro plans include a fixed pre-
mium payment schedule instead of
providing for payment of premi-
ums in line with loss payments.

This feature would again SL.pport
the policyholder's contention that
the retro plan is insurance for
which premiums may be dedleted.

Mr. Davis said he knows cf five
retro plans for which the IRS disal-
lowed deductions in the fiurth
quarter of last year. Some of these
were structured in ways that led
the IRS to conclude that the plans
didn't really represent an insur-
ance contract, he suggested.

One disallowed plan was main-
tained by a Midwestern company
and had a $20 million standard pre-
mium, $10 million in expected
losses, a minimum premiLm of
$120,000 and a maximum premium
of $22 million, Mr. Davis said.

"Now, if you can demonstrate to
me where the insurance is in that,
we'll have at it," he said.

Edward A. Tepper, manager
with accountant Ernst & Whinney
in New York, said his firm recently
redesigned a cash-flow program for
a client whose deductions of the
standard premium had been disal-
lowed by the IRS.

"It was not an easy negoti: tion,"
Mr. Tepper said, explaining that
discussions with the insurer took
about four months.

Under the disallowed plai, the
policyholder's premium payments
were equal to its losses and were
paid when the losses were pa.d, ac-
cording to Mr. Tepper.

The retrospective rating feature
of the plan was adjusted on a :hree-
year cumulative basis, he add.Bd.

"Our actuaries concluded that
they have a zero percent chaice of
coming in under the minimum or
over the maximum," Mr. Tepper
observed, noting that such an ar-
rangement would not be consid-
ered insurance by the IRS.

The client made several ct anges
to this plan, including:

« Raising the minimurr pre-
mium and reducing the maximum.

« Shifting the plan period to a
single year from a cumu.ative
three-year period.

« Disassociating premiums from
loss payments by establishing a
fixed premium payment schedule
that does not follow losses in either
timing or amount of payments.

The result has been a greater lik-
lihood that a tax deduction will be
allowed, Mr. Tepper said.

Narrowing the gap between min-
imum and maximum premiums has
resulted in an estimatec 10%
chance that losses will come in
under the minimum or over the

maximum, he noted.

Though the policyholder is pay-
ing more for the retro plan, an in-
crease in its tax savings has pro-
duced a net reduction in costs, he
added.

The present value premium for
the new plan increased to $7.25
million from $6.76 million, Mr.
Tepper said. However, the tax ben-
efit from the plan increased to $4.05
million from $3.11 million, produc-
ing a net cost of $3.2 million, down
from $3.65 million.

The tax benefits of captive insur-
ance companies were drastically
cut back by the Deficit Reduction
Act of 1984, added Joseph Smetana,
president of AIG Risk Manage-
ment, a unit of American Interna-
tional Group.

DEFRA changed Section 121 of
the Internal Revenue Code to rede-
fine income earned by a controlled
foreign corporation-like a Ber-
muda captive-from insuring U.S.-
based risks as U.S. source income,
which cannot be offset by excess
foreign tax credits.

Previously, this income was con-
sidered foreign source Subpart F
income, which could be offset by
foreign tax credits generated in
high-tax foreign jurisdictions, Mr.
Smetana noted.

The new law also changed Sec-
tion 137 of the code to redefine a
controlled foreign corporation's in-
come from insuring related foreign
risks as currently taxable Subpart
F income. Before, this income was
not taxable until repatriated to the
United States, he observed.

DEFRA also amended Section
845 of the code, Mr. Smetana
added, which now allows the IRS to
deny tax benefits arising from rein-
surance transactions with related
or unrelated reinsurers where the
transactions are deemed to have "a
significant tax avoidance effect.”

This change could create prob-
lems for AlIG's guaranteed-cost net
present value program, in which
premiums are discounted to reflect
future investment income and are
ceded to offshore reinsurers, where
the investment income can accu-
mulate tax-free, Mr. Smetana said.

"The future use of that could
possibly be hindered" if the IRS de-
cides the reinsurance has a "signifi-
cant tax avoidance effect” and

taxes the investment income as if it
were earned onshore, he said.

Another problem arising from
the change to Section 845 could in-
volve excise taxes on premiums
ceded to offshore captives through
fronting companies, Mr. Tepper
added.

Despite the use of the fronting
company, the IRS may attempt to
use Section 845 to characterize the
flow of premiums to the captive as
direct insurance rather than rein-
surance. and assess the 4% excise
tax due on direct premiums rather
than the 1% excise tax due on rein-
surance premiums, he said.

P. Bruce Wright, an attorney
with the New York firm of Le-
Boeuf, Lamb, Leiby & MacRae,
added that the IRS has issued a pri-
vate letter ruling imposing the
higher excise tax in a similar situa-
tion.

The company involved in that
ruling ceded premiums through a
fronting insurer to an offshore cap-
tive, which then retroceded some
of the premium to commercial
reinsurers, Mr. Wright said.

The IRS ruled that the real rein-
surance transaction was between
the captive and the retrocessionaire
and imposed the 4% excise tax on
premiums paid through the front-
ing company, he said.

Also speaking at the session was
Robert W. Esenberg, risk manage-
ment administrator of the city of
Virginia Beach, VVa. The panel's
moderator was Arthur Bostwick,
risk manager of Stone Container

Corp- in Chicago. i



Hardening market affecting property coverages

By DIANE LYNN KASTIEL

NEVW ORLEANS-The recent
turn in the property/casualty in-
surance market will affect almost
all types of property insurance, ex-
perts agree.

"After years of experiencing a
soft and very competitive market,
we're all withessing an unprece-
dented change in the market," said
Robert 0. Parry, risk and insurance
manager for Newfoundland & La-
brador Hydro in St. John's, New-
foundland.

Mr. Parry was on a panel that
discussed new developments and
changes in various lines of property
insurance at the annual Risk & In-
surance Management Society con-
ference held earlier this month in
New Orleans.

One line of property insurance in
which change can be seen is the
boiler and machinery insurance
market, Mr. Parry said. Rates are
increasing, "and this will mean, as
risk managers, we will have to pay
more attention to boiler and ma-
chinery insurance.”

In particular, boiler breakdown
risks are becoming more compli-
cated and harder to pinpoint be-
cause boiler and machinery tech-
nology is becoming more advanced
and more complicated, he said.

He also warned risk managers to
be careful when including boiler
and machinery coverage in an all-
risk insurance policy because all-
risk policies that cover boiler and
machinery risks often contain ex-
clusions that traditional boiler and
machinery policies do not contain.

And, all-risk property coverage
also is in flux in the current mar-
ket, said John Johnstone, manag-
ing director at Marsh & McLennan
Ltd. in Toronto.

"Some of the policies you enjoy
now will be subjected to pressure in
limiting coverages," he said.

An all-risk policy provides com-
prehensive coverage for all prop-
erty risks except those specifically
excluded from the policy, he ex-
plained. However, the interpreta-
tion of the exclusions is likely to
become stricter in the tightening
market, Mr. Johnstone said.

Specifically, risk managers
should expect problems with claims
caused by faulty workmanship or
design, mechanical breakdown and
structural problems, he said.

For example, if a claim is caused
by faulty workmanship, insurers
will be willing to pay for damage
caused by the defective item but
not for damage to the defective
item itself, he said.

Another line of property insur-
ance that is tightening is the earth-
quake insurance market.

"Carriers are aware of the cata-
strophic potential (of earthquakes)
and, as the market is changing and
getting harder, they'll be less will-
ing to take that risk,” explained
Bruce Berger, regional property
manager for Harbor Insurance Co.
in Los Angeles, a Continental Corp.
subsidiary.

A capacity shortage probably
will result in higher premiums and
deductibles, he said.

"The pricing of such insurance
will depend entirely on supply and
demand and nothing more," Mr.
Berger said.

Rates for earthquake insurance
are influenced by such things as
the locations of the buildings to be
covered, the number of buildings to
be covered and the desired cover-
age limits, he said.

But, despite the the grim outlook,
Mr. Berger encouraged risk manag-
ers to examine their earthquake
risks seriously and warned them
not to be complacent.

"The entire United States is rid-
dled with faults, (except) Florida,"
he said. "And | think it's only a
matter of time before one is disco-
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vered there.

"And | wouldn't take the attitude
that the federal government is
going to pick up the chips,” Mr.
Berger continued. "The ability of
the federal government to pay is
not what it used to be.”

The highly protected risk insur-
ance market also has experienced
changes, said Justin Curren, re-

gional vp and sales manager for Al-
lendale Insurance Co. in Atlanta.

"Over the past five years | can't
think of anything in the insurance
market that has become more
blurred and more fuzzy than HPR
insurance,” Mr. Curren said.

The main factors that contri-
buted to the current state of the
market are the proliferation of
HPR insurers and the expanding
definition of "highly protected
risks."”

"The term changed from 'highly
protected risk' to 'good risk' to
'Gee, | think | can make a buck on
that risk,”" Mr. Curren said.

According to Mr. Curren's defi-
nition, highly protected risk insur-
ance usually is bought for assets
worth at least $50 million and is
usually purchased by manufactur-
ers with multiple locations.

However, he said many other
types of companies are buying

highly protected risk insurance.

"Increasingly, they can be just
about anything from bakeries to
stadiums and convention centers,"
he said.

"Many, many corporations have
been into HPR who were not
showing the characteristics of good
prevention and good attitude,” Mr.
Curren said. However, risk manag-
ers can expect this situation to
change as insurers become more
selective in writing HPR policies in
a hardening market, he said.

"It's going to be a difficult time to
be a risk manager,” he said. "At the
same time it's going to be difficult
for the insurance companies to re-
position themselves to weed out
those who blurred the clear picture
of the coverage."

Mr. Curren said insurers look for

several items when they consider
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an application for HPR coverage,
including:

= The policyholder's interest in
loss control and safety.

"Good housekeeping is impor-
tant,"” he said, "from keeping the
smoking where it belongs to teach-
ing forklift drivers how to come
around a corner.”

= A good sprinkler system and
an adquate water supply.

- Regular inspections-some-
times as often as three times a year
-from outside inspectors.

- Appropriate, safe building
construction.

- Good maintenance of build-
ings and equipment.

= Protection of any special haz-
ards.

= Protection against windstorm,
fire, flood, earthquake and col-
| I —— = g —— A —— —
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lHHlinois comp bill Under competitive rating, work- that the situation in lllinois is not traditionally supported state funds chance than in the past," Mr Walsh
ers compensation insurers in llli- the fault of insurers but the result because they believe they have noted

Cont:nued from page 2 nols calculate and file their own of overall market conditions, said more say .n workers compensation However, the substantial changes

sation reform bill passed in 1983 rates, rather than use rates filed by William S Sirola, regional man- issues in states that have funds in the state's workers compensation

(BI, July 9, 1984) the Nccl ager of the Insurance Information Rich Walsh, lobbyist for the llli- act during the past two years-

A hearing on this year's bill, During 1983, employers saved Institute nois AFL-CIO, said state budget changes in the benefits structure

which was introduced April 10, is about $100 million because the new Although workers compensation crunches during the past three and in the make-up and operations

expected to be set this week in the competition among insurers in- rates are rising, employers reaped years prevented the bill from pass- of the lllinois Industrial Commis-
House Labor & Commerce Com- creased their use of scheduled cred- the benefits of a soft market a few ing According to a provision in the sion-could stall passage again

mittee, Rep Giorgi said Another of ItS, dividends plans and other de- years ago and were warned that bill, $10 million would be borrowed “There is some feeling on the

the bill's five sponsors-State Rep viations from filed rates, according rates would rise again, Mr Strola from the state to start up the find part of both parties (business and

Bruce A Farley, D-Chicago- to a study by the lllinois Insurance said The money then would be repaid labor) to leave that work for awhile

chairs that committee Department (Bl, April 4,1984, Nov Rep Giorgi's bill was drafted by over a five-year period before making any other changes,"
Rep Giorgi said he Introduced 19,1984) the lllinois AFL-CIO Labor has "l think (the bill) has a better Mr Walsh said

the bill because "of the insulting The 25 largest workers compen-

way the insurance companies have sation insurers in lllinois still are
gouged and overcharged employ- underwr,ting their risks, but mar-

Hawaii comp bill

ers" on workers compensation rates ket share has been redistributed Continued from page 2 guilty of fraud will lose their bene- Such a change was recom-
in the past since competltive rating began, said and that they will continue their fits mended by Haldi Associates Inc,
This year, the workers compen- an insurance department spokes- efforts in the next legislative ses- - The drafting of medical guide- the New York-based economics
sation insurance rates filed by the man sion, slated to begin in January lines and frequency of treatment and managment consulting firm
National Council on Compensation Savings to employers in 1984 cue 1986 guidelines by the Department of that was commissioned by the Leg-
Insurance decreased slightly-by to competitive rating, however, Provisions in H B 463, most of Labor, which also will have the au- islature to study the workers com-
an average 0 5% may not be as good as in 1983 be- which will become effective when thority to review workers compen- pensation system and make recom-
But even though the average cause insurer losses have been the governor signs the bill, include sation providers mendations (Bl, April 4, 1983)
rates dropped, employers are pay- higher, some predict The NCCI - The creation of a competitive - A requirement that workers However, the consultant's rec-

ing higher premiums because in- predicts an aggregate loss ratio for state fund-a state operated insur- compensation insurers offer em- ommendation on the issue of dis-
surers are not using scheduled workers compensation insurers in ance company-by July 15, 1986 ployers an optional deductible of proving compensability was only
credits or returning dividends for lllinois of 99 8% in 1984 and a 136% The bill, however, did not appro- from $100 to $500 per claim in their one of several that didn't make It
good loss experience as much as aggregate combined loss ratio prlate any money for such a fund, insurance policy, which presum- into the final bill
they did in past, according to Bill "But even though (premiums) deferring this decision to next ably would lower premiums "l think the Legislature ducked
Clark, a regional vp in St Louis for are going up, we'd be against a state year's Legislature "The omnibus bill will reduce the issue in this bill,"” said Jim
the NCCI, the national workers fund,"” said Bill Dart, legislative af- In the interim, a panel of four costs somewhat," said Edwin Shi- Stickles, vp with the Alliance for
compensation ratemaking and re- fairs director with the lllinois Man- senators and four state representa- mizu, director of goverment affairs American Insurers in its San Fran-
search organization based in New ufacturers' Assn "If government tives will meet to determine proce- for the Hawaii Chamber of Com- cisco office
York can't make the streets safe, how can dures for implementing a state merce He said the creation of a state
He explained that increased un- it run a complicated insurance fund, if the Legislature appropri- However, employers and insur- fund-another insurer-in Hawaii
derwriting losses in 1983 forced in- business," he said ates start-up costs next year ers are not completely satisfied may make things worse Hawaii IS
surers to stop deviating as much Other employer representatives < A change in the waiting pe- with the bill not a big market now, and the larg-
from the filed rates had similar arguments against a riod before collecting benefits from Mr Shimizu and others contend est market share for a single in-
According to A M Best, workers state fund a workplace injury The new law that the Legislature failed to ad- surer is only 20% Mr Stickles said
compensation insurers in lllinois "We've always been opposed to a will require an injured worker to dress one of the main reasons why he doesn't believe the state will be
reported $551 7 million in paid state fund Government should do wait three calendar days from the costs are so high in Hawaii able to earn enough premium to
losses in 1983 and $588 5 million in what it is intended to do and it date of an injury before collecting That issue is the wording of the successfully operate an insurance
incurred losses This resulted in an shouldn't be in private business," indemnity benefits The current current law that deals with the way company
84% loss ratio for 1983, up from said Steven Rosenbaum, manager law has a waiting period of only workers compensation arbitrators Another major problem in Ha-
69 9% in 1983 of workers compensation and un- two days, and also allows workers and the courts interpret the com- Wall is the frequency of workers
The increased underwriting employment insurance programs to collect benefits retroactively for pensability of an injury or iliness compensation claims, and another
losses in 1983 coincide with the first for the lllinois Chamber of Com- those two days if the injury persists Currently the law requires a insurer won't help solve this prob-
year lllinois instituted competitive merce for more than five days That retro- "preponderance" of evidence, lem, Mr Sticklessaid
r_aﬁng for workers compensation The legislators who are calling active provision ts eliminated m rather than Just "substantial” evi- This will continue to be one of
risks for a state fund don’t understand the new bill dence, to disprove the compensabi- the issues employers and insurers
« A strengthening of fraud pen- lity of a workplace injury Employ- will address between now and the
alties for any person who makes a ers and insurers would like this next legislative session
false statement or representation to wording changed, giving them a In addition, employers and insur-
obtain, or to avoid paying, benefits better chance under law to prove ers are expecting labor to come
Fines were increased to $2,500 from that a particular claim is not com- back and ask for additional bene-

O amen, CBS Inc. promotes D'Oca
-5» Nwhat 4 to vp of risk management
restoration. eB 1

-

f ii-lillitv? v B RURMIBION  comings & goings: buyers

newly created
p?sitio_n, Mr 6. | design and purchase of benefits gree in chemical engineering fro
D'Oca is respon- .i plans for Equi able and its Suk,si- Massac usetts nstitdts of Technol-

BMS CAT's multi-method nex'b'“hy, sible for di- diaries Mr Collins reports to Alex- ogy m 1961 and a master of science
recting and ad- ander A Stanich, Equitable's vp of degree in chemical engineering
vising the broad- employee relations from MIT in 1962

BMS Calastro‘phe. Inc (BMS CAT) provides wore than jusl. ?Ifeaning to help you casting company Previously, Mr Collins was as- ———

:’lecover from fire or water damage.Our experlen-ce and flexibility allow LfS to offer on general in- sistant vp for the James M. Rizzo, 46, has been

ive varying approaches to restoration We can tailorany one of the following meth-

ods to lit your specific needs surance matters, company Mr promoted to vp of benefits and
i i Colli ived ; f

1 Damage Appraisal -We inspect the damage. prepare a detailed plan describ- meCIrL_l.d\li? jif'ert_):’ —rat=l ' olins receflve- compensation for USLIFE Corp in
ing all necessary restoration steps and itemize expected costs a bachelor of sci- New York In this newly created

di - trol Mr. D'O i L ) . ;

2 Emer-gencv Service - BMS CAT provides emergency loss mitigation services and less-eontro " rea ence dfeg reein position, Mr Rizzo is responsible
such as corrosion control. document prese,vation. cursory cleaning and deodor,- programs - He marketing from for the design, implementation and
zation These are separa#e from the other services needed to accomplish full aISO will formu|ate and administer Ford ham Uni_ J', administration of corporatewide
recovery the company's worldwide general versitg in New 4 benefit plans and cost-containment

3 Consultation -We organize priorities. prepare a plan of action and deal with insurance program Mr D'Oca re- York in 196 programs at USLIFE Mr Rizzo re-
government agencies ports to Louis Rauchenberger, vp -0 ports to Christopher S Ruisi, the

4 Retained Job Management - BMS CAT provides specialized equipment and and treasurer Alex G. Ross, A ||fe inSU rance com pany's Senior Vp
che:nficals and supervises the insured's employees to provide the most efficient Previously, Mr D'Oca was direc- 44, will become Mr. Ross of human resources
work force .

5 Total-Semice Restoration -We organize every aspect of each job includin tor of risk management for CBS the new man- Mr Rizzo will retain the respon-

. - ) nc Mr ca received a bachelor ager of benefits for evron Corp sibilities of his previous position as
9 v ase ! o | Mr D'O d a bachel f b fits for Ch C biliti f h t
furnishing all equipment. chemicals and labor You can rely on our guarantee that . .. . . .
the proposed work will solve specified problems for the projected cost Taking of business admllnlstr_athn degree on July 1, replacing Charle§ H. sec_ond vp of beneflts.and compen-
advantage of all of BMS CAT's services simplifies coordination, prevents duplica- from Hofstra University in Hemp- Mackdanz Mr Mackdanz will be sation Mr Rizzo received a bache-
tion of effort and minimizes time and expenses stead,NY,m 1962 and received an promoted to vp of human resources lor of arts degre in economics from
) o ) , associate degree in risk manage- for Chevron USA,a wholly Brooklyn College in 1960 He also
BMS CAT's patented equipment, specialized chemicals and proven techniques are t f Th C " f | d b d f Ch C h |d th Ch rt d Lf U
vital to restoration But we're known for more than just clearing ability It's our flex- men . rom e 9 ege Ot Insur- owne S.U Sl Iary o . evron Orp O S e a ere . e n-
ible approach to treat each,ob with uniqueness. urgency and discretion that will put ance in 1975 Mr D'Oca is also a Mr Ross will be responsible for the derwriter designation and is a Fel-
you back in business fast member of the board of directors of planning, design and administra- low of the Life Management Insti-
the New York Chapter of the Risk tion of benefit programs for Chev- tute
& Insurance Management Society ron Corp and its subsidiaries, in-
intemabonal Headquarters Ine o cluding the review and approval of Business Insurance would like to re-
1000 Forest Park Blvd Foll Worth TX 76110 benefit programs developed by the port on staff changes in your com-
24-HOUR HOTLINES Blackmon Timothy F. Collins, 47, has been company's overseas subsidiaries pany's rtsk management, insurance,
. promoted to vp of The Equitable He reports to Louis Fernandez, vp safety or employee benefits depart-
800/433-2940 MOOI’Ing Life Assurance Society of the of human resources for Chevron ment
I Toxas. 817/926-5296 Steamatic United States in New York City In Corp Just drop a note to Diane Kast:el,
’ C t t h | € this newly created position, Mr Previously, Mr Ross served as a Associate Editor, Business Insurance,
In Canada: 519/886-7909 atastropne,in<. Collins is responsible for all consultant for Chevron Corp's or- 740 N Rush St, Chicago, It 60611, or

functions of the company's benefit ganization department Mr Ross call 312-649-5393 Piease send a photo-
plans department, including the receivec a bachelor of science de- graph with youT announcement



Kemper Re gets $50 million in new capital

Continued from page 2

Kemper writes on both occur-
renee and claims-made forms, Mr.
Mathis said, although it prefers to
use a claims-made form.

Kemper will continue to write
business primarily in the working
layers rather than the high excess
layers, he said.

At the end of 1984, about 95% of
Kemper Re's business was treaty
reinsurance and 5% was faculta-
tive.

About 80% of the business was
excess of loss, while 20% was pro
rata.

Although Kemper Re began un-
derwriting more facultative risks
in mid-1984, Mr. Mathis says the
proportion of facultative business
will not increase significantly. "At
this stage, | don't envision we will
get more than 10% facultative. . - .,"
he says.

Of the company's total book of
business, approximately 15% to 20%

is written through Kemper inter-
national subsidiaries or as interna-

tional business in the United States.
Mr, Mathis also does not expect this
to change.

"We've had steady growth on the
international side," he said. "l don't
expect it to go dramatically up-
wards because of the capital in-
crease."

However, since rates and terms
for U.S. business have improved
more quickly than for international
risks, Kemper Re would prefer to
use its new capital to write U.S.
business, he explained.

Mr. Mathis says the market en-
vironment often dictates the lines

of business on which Kemper Re
will concentrate.

Following Hurricane Betsy and
other large property losses in the
19605 and early 19705, terms for
property business improved in the
mid-1970s and Kemper Re in-
creased its property volume, Mr.
Mathis says.

As more companies entered the
property sector and terms became

Survey shows

hospital costs
rose 4.5% in'84

CHICAGO-Hospital costs na-
tionwide rose only 4.5% in 1984, the
lowest rate of increase since 1963
and less than half the 1983 increase
of 10.2%, according to the American
Hospital Assn.

And, the National Hospital Panel
Survey showed hospitals admitted
about 1.5 million fewer patients in
1984 than in 1983. However, there
was an increase of about 1 million
outpatient visits during the same
period.

In addition, lengths of stay de-
clined 5.1% to an average of 6.7
days in 1984 from an average of 7
days in 1983. And, hospital occu-
pancy dropped to 66.6%, the lowest
reported since the AHA began con-
ducting the survey in 1963.

To adjust to the declining occu-
pancy rates, hospitals nationwide
closed about 11,000 beds in 1984, the
first time the number of beds has
declined for a full calendar year
since 1963.

And, hospitals cut staff by about
73,000 in 1984.

The AHA said that a variety of
factors had a significant effect on
hospitals in 1984, including federal
implementation of Medicare pro-
spective payment, changes in state
Medicaid programs, a moderate in-
flation rate and increased emphasis
on cost containment in employee
group health care plans

"The nation's hospitals have
made significant operational
changes to adjust to declining reve-
nues and the lessening demand for
traditional services,” said Alex

MeMahon, AHA president. .

'The wounds in the insurance and reinsurance
industry have been pretty deep. The downside

cycle has been long. To that extent the recovery
will Ed extended alsoy' says**vid B. Mathis,

president 0* Kemper Reinsurance Co.

less attractive, Kemper began writ-
ing more casualty business, he
added.

In recent years, marine and avia-
tion reinsurance terms have not
been attractive and the percentage
of the company's business in these
lines is "miniscule,” Mr, Mathis
said.

Mr. Mathis emphasized that
Kemper Re expects to use its new-
capital to both develop new busi-

ness and expand business with ex-
isting clients.

"To the extent we write new
business, it will be at improved
market terms," he said, pointing
out that it is not attempting to un-
dercut the existing market.

Mr. Mathis said the addition of

capital by Kemper Re, and possibly
by other reinsurers, would not ex-

pand capacity and blunt the turn in
the market

CcOC
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"l doubt it,"” Mr. Mathis said. "I
don't think our share offering
would have been successful if that
was the view, Capacity demands
right now far outstretch available
capacity," he added.

Mr. Mathis said he foresees the
reinsurance market tightening fur-
ther in 1986 and remaining tight
until at least 1987.

"The wounds in the insurance
and reinsurance industry have
been pretty deep," he says. "The
downside cycle has been long. To
that extent the recovery will be ex-
tended also.”

He said it was uncertain whether
reinsurers will again post an under-
writing profit, though he added
that an underwriting profit is
Kemper Re's goal.

Mr. Mathis ncted that he was
surprised at how quickly the mar-

ket turned.

"l did not predict as quick a
turnaround,” he said. "It was a
pleasant surprise."

The turn in the market is what
triggered Kemper to add the $50
million on capital to Kemper Re, he
said.

The need for more capital was
presented to management three or
four months ago, when it was rea-
lized the change was for real and
"not a hiceup or short start:" he
said.

Although Kemper had consid-
ered increasing the reinsurance
unit's capital previously, those
studies were rather cursory because
the market did not warrant addi-
tional capacity, he said.

"It (the decision to invest $50
million) was a reaction to the op-
portunity,” he added. -
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3 men indicted antees backed by counterfeit cert. f- or probation, Mr Welsh said The business, has not accused Mr Maz-
icates of deposit of two offshore fourth is currently in Jail in Zurich, zella of attempting to defraud it
Continued frompage | banks, according to a 1980 indict- Switzerland However, Mr Mazzella paid
American Centennial Insurance ment naming Mr Goepfert and In all, the undercover operation American Centennial $500,000 to
Co of Peapack, N J The premiums five others involved in the C&l netted nearly $500 million in fraud- settle reinsurance claims of sub-
were related to reinsurance of As- fraud ulent securities, the U S attorney's stantially more than that amount
As part of the scheme, C&I depo- office said before Colonial entered liquidation,
Services Ltd, a Ut111ty Industry sited the phony CDs in various While the purpose of Operation sources say
captive insurer (BI, Oct 29, 1984) banks across the country and ap- Gallstone was to investigate fake
* Charles N Caputo and Leon- pointed "trustees," to whom C&l securities dealers, the indictments to the fraudulent securities sales,
ard L Martino, both Pittsburgh at- directed those looking to verify the of Messrs Mazzella, Caputo and Mr Caputo and Mr Martino are

sociated Electric & Gas Insurance

EQUAL
OPPORTUNITIES

Each weekly issue of
Inanother indictment unrelated Business Insurance

gives you an equal op-

forneys.and former Pennsylvania existence of the assets, the indict- Martino-as well as several others charged with lying to a grand Jury portunity to reach and

re unrelated to fraudulent se- las y about

The two men-charged with After insurance policies were curities sales, Mr Welsh said

edge that Mr Caputo asked for and moti vate B1's mo re

gggs{gei;%gy_, obstruction OffPLl{rS,QQﬁeVVJiet.Q‘?&Q%QWhe CQ% as collateral, Mr. Welsh would not comment @&FQBL%Q $5,000 from an under- than 121,000 purchas-

are accused o ere wi e men were drawn c

to a grand Jury of their knowledge and redeposited in other banks to into the sting operation

of money Mr Caputo allegedly re- be used as collateral for new C&1 The indictment accuses Mr Maz- money was to be used for campaign

ceived to influence the licensing of policies, according to the indict- zella of diverting reinsurance pre- contributions to Pennsylvania state

American Diversified Insurance ment

Co in Pennsylvania After the convictions of Mr American Centennial The premi- of American Diversified Insurance
ADIC is one of the companies Goepfert and Alex Feinman, an- ums were for reinsurartee of Co,the indictment says

that was used by the FBI in the other C&l employee, the FBI en- AEGIS, the utility captive The $5 000

sting operation, according to Robert listed their help in Operation Gall- Reinsurance premiums on the paper, was hande

E Welsh Jr, assistant U S attorney stone, in which agents represented AEGIS casualty program were to on Sept 7, 1982, at a Marriott Hotel

in Philadelphia themselves as having offshore cor- flow from American Centennial to near Harrisburg, the indictrrent
No information about ADIC ap- porations that they wanted to de- Colonial through American Cen- says

pears in Best's Insurance Reports, velop into insurance operations tennial's reinsurance broker, The Mr Caputo and Mr Martino are

and no other details about the com- like C&l, according to Mr Welsh Placers Inc of Parsippany, N J also charged with lying to the

g.:;lpx'eseigperations were available The agents purportedly sought to However, the mdictment charges grand Jury about their knowledge reach

. buy phony bonds and certificates of that Mr Mazzella informed em- that Mr Caputo suggested plac
Mr Caputo and Mr Martino are c)(epos% to "capitalize" the corn- ployees of Placers that premium fraudulen?
also accused in the indictment of panies, he said payments should be sent to him ance sheet to make It appear more
lying to a grand Jury about Mr Ca- Mr Welsh would not comment and that he would forward pay- financially secure
to se- on whether any of these offshore ments t he same Se the

Bure the help of fwo U'S cons companies were actually incor- instead, the ndictment charges, indiciREATSayE! KIF C4BatS Sug-

gressmen in arranging a furlough porated or where they were domi- Mr Mazzella deposited AEGIS pre- gested to an FBI agent that $80C,000 DATES

from Allenwood Federal Prison ciled, though he said one company mium checks in a savings account that had been listed m ADIC'a fi-
Camp for John V Goepfert was represented as being incor- at Astoria Federal Savings & Loan nancial statement as escrow for
Mr Goepfert, who was sentenced porated in Bermuda in Greenvale, N Y This account taxes be shown instead as part of
in 1982 to 10 years in prison for de- Mr Goepfert directed FBI agents had been opened in Colonial's the capital account
fraudipg the Sasse Syndicate at to individuals who he said could name with signature cards bearing The indictment also charges that
Lloyd's of London, cooperated with provide counterfeit securities and the forged signatures of two Colo- th
the FBI m setting up its undercover then vouched for the undercover nial officers, the indictment says Mr Caputo's request to an FBI
operation and has since had his agents when contacted by the fake In January 1981, Mr Mazzella agent for money to be used as cam-
sentence reduced to five years securities dealers, Mr Welsh ex- told Catherine R Fetterman, Colo- paign contributions to a con-
According to an lllinois Insur- plained nial's secretary/treasurer, that the gressman from Pittsburgh in re-
ance Department report, Mr Goep- "We enlisted his aid to give us AEGIS policies had been canceled turn for a letter to the superinten-
fert was also involved in producing criminal credibility," Mr Welsh when in fact they had not, the in- dent of Allenwood Federal Prison
a large book of high-risk direct and explained dictment says recommending a furlough for Mr
reinsurance business that led to the One individual named by Mr In all, Mr Mazzella diverted $2 4 Goepfert
collapse of Kenilworth Insurance Goepfert, Mr Welsh said, was million in AEGIS premiums be- Mr Caputo is also charged .vith
Co, though his prison sentence was Leonard Sloane, who sold about tween August 1978 and June 1982, lying about his suggestion to an FBI
unrelated to the Kenilworth insol- $12 million in counterfeit securities says the indictment agent that a similar contribution be
vency (Bl, Dec 6, 1982) to undercover agents between 00- Jeffrey Miller, a former federal made to a congressman from Paila-
The sting operation-dubbed Op- tober 1981 and June 1982 prosecutor who is representing Mr delphia
eration Gallstone because one of Mr Sloane was sentenced to five Mazzella, said Mr Mazzella will Mr Welsh said he has "no evi-
the agents involved suffered from years probation by a federal Judge enter a not guilty plea at his ar- dence" that Mssrs Caputo and
that allment-started with an in- in June 1983 for interstate trans- raignment on Thursday Martino ever passed along any
vestigation of Casualty & Indem- portation of counterfeit securities "There is a substantial question money to government officials and
nity Co Ltd, which was incor- and also received a two-year prison as to whether he committed a he declined to comment on which
porated in Belize, Central America, sentence from a Florida state court crime," said Mr Miller, who is now congressmen might have beer ap-
and was operated from a Philadel- Judge on related charges, according with the Philadelphia firm of Na- proached
phia office by Mr Goepfert and to the U S attorney's office suti & Miller A spokesman for U S Rep Wil-
others Mr Sloane subsequently pointed Mr Mazzella retained the AEGIS ham J Coyne, D-Pa, confirmed
Between 1979 and 1980, C&l IS- the FBI to four other fake securi- premiums in an "investment ac- that the congressman wrote a letter
sued a number of fraudulent con- ties dealers, three of whom pleaded count," and since he owned 100% of to Allenwood on Mr Goepfert's be-
struction bonds and financial guar- guilty and were sentenced to prison Colonial, it made little difference half The spokesman also denied
whether the money was paid to the that Rep Coyne received any
company, Mr Milersail money in return for writing the
A He added that American Centen- letter
nial, which has sued Placers' Mr Caputo, Mr Martino and
owner, John A Kraeutler, and sev- their lawyers could not be reached
eral other parties over the AEGIS for comment

Cambridge files for liquidation

HAMILTON, Bermuda-Cam- to me-a very big surprise," said
bridge Reinsurance Ltd, unable to Bermuda Financial Secretary
cover its liabilities, is not paying Mansfield Brock "l was assired
claims and is under the control of they had sufficient assets to cover
provisional hquidators appointed their indebtedness " He said last ,
by the Bermuda Supreme Court

Cambridge directors, including officials of National Sea Products
an executive of owner National Sea Also, Horizon Insurance Co Ltd,
Products of Nova Scotia, petitioned a Bermuda subsidiary of Cargill
April 22 for a winding-up order Inc in Minneapolis, said April 23 it

4 and appointment of hquidators has stopped writing U S -origin
— Their action followed the results treaty remsurance Another Cargill
of an actuarial study by J&H Ltd unit, First Horizon Insurance Co of
in Bermuda, which was running Minneapolis, will be offered the
off Cambridge's business business at renewal
No claims will be paid until after
a "statement of affairs” is filed with direct market placements of sfecial
the court by May 31 Claims have programs, like Reiss Organizition
not been paid since March 1 business, and related risks, said
Cambridge's assets were $36 8 Horizon President Ron Peschon
million, including $12 million in The change "recognizes tha. the
capital and surplus, in 1982 U S office is better positioned to
The provisional hquidators are serve the third-party treaty needs
David Lines of Cooper & Lines in of U S customers," he said
Bermuda and Gerry VVeiss of Cork About $8 million to $9 million of
Gully in London, a division of Coo- Horizon's $24 million in 1985 pre-
pers & Lybrand miums will be lost due to the deci-
Cambridge stopped underwriting sion, a company spokesman sa d
reinsurance a year ago and has Horizon will review interna-
been running off its treaty reinsur- tional treaty business for renewal,
ance business (BI, April 15) but it iS not now seeking such new
"The liquidation came as a shock business, he added

Tailor-made coverage.
Imagining you have it
could leave you out in the cold.

Horizon Ltd will concentra e on

For custom msurance coverage in the manne,
oll industry or other difficult nsk areas, call or
write Adams & Porter Assoclates, Inc, 510

Bering Drive, Houston, Texas 77057-1408,
(713) 975-7500 Also m New York and

Berrnuda
Adams&Porter

We take the myth out of corporate insurance

Mr Caputo had suggested that Ing Influentials ... top fi-

nancial and adminis-
miums due to Colonial from officials to influence the licensing trative executives, risk
managers, employee
\évggmegaiyutao news- benefits managers and

the agents and brokers
who serve their needs.

When you want to
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DATES

Apr 15 Apr 2
Apr 22 Apr 9O

e two men lied about knowing of - Apr 29 Apr 16

May 6 Apr 21
May 13 May 1
May 20 May 8
May 27 May 14
Jun 3 May 21
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POSITIONING

From start to finish, gaining a clear-cut position is as crucial a
skill in business as it is in racing. Exploding from the gate
with one thing in mind... getting ahead and staying ahead.

Business Insurance newsmagazine maintains a clear-cut,
highly-defined position within the commercial insurance
marketplace. By serving corporate consumers of insurance,
benefits and related services, Bl is the only newsmagazine
edited solely for this specific echelon.

Each week, more than 123,000 executives rely on Bl to
provide a precise, distinct editorial package. They expect
in-depth and incisive news coverage as stories evolve, they
anticipate reports on market trends and they depend on Bl's

analysis and forecast of happenings that will affect the
marketplace. All of this properly positions Bl.

Advertising in the industry's leading newsmagazine lets
you post your products and services within this authoritative
editorial framework. Bl offers you a clear-cut choice. Tailor
your message and place your advertising in a vehicle which
willlead you to the right people... our readers ... your
customers and prospects.

After all, in this very competitive race of commercial
insurance, jockeying for position among the buyers is no

easy task. When the stakes are high place your advertising
in a sure winner... Business Insurance.

business
iNsurance

A publication of Crain Communications Inc.

The game plan that works.

New York: 220 East 42nd Street, NY 10017 (212)210-0133 Chicago: 740 Rush Street, IL 60611 (312)649-5276 Los Angeles: 6404 Wilshire Blvd., CA 90048 (213)651-3710



62 / business insurance, April 29, 1985

Plan termination could shock pension system

ready has taken over Lloyd Kaye, a principal with tire with a full unreduced benefit
To fund that deficit, the PBGC gressman who is now an attorney benefit consultant William M after 30 years of service under a "30
Workers said Wheeling-Pittsburgh has since 1981 asked Congress to with the firm of Seyfarth Shaw Mercer-Meidinger Inc in New and out" provision
has said that it Intends to discuss raise the annual insurance pre- Fairweather & Geraldson York, for example, suggests 15-year Two formulas are offered to
termination of the plans with the mium employers with pension Mr Erlenborn fears that without funding of liabilities to reduce the compute benefits, said Mr Kline
plans pay the agency a premium increase the agency PBGC's exposure to large claims The formula that produces the
This year, the agency IS asking could run out of money and the "Faster funding always should largest benefit is used Under one
the Wheeling-Pittsburgh plan and that the premium be increased to Treasury Department tnen will have been the goal,” he said formula, the benefit is $19 50 pei
other steel industry plans may oe $7 50 per plan participant from have to ball out pension plans that But Mr Kaye points out that the month per year of service
$260 So far this session, only the collapse Treasury Department probably Under the other formula, a
"In order for some steel com- Senate Budget Committee has ap- When that happens, the Trea- would object to faster funding be- worker's average monthly salary
panies to survive foreign competi- proved the premium hike, several sury Department-in exchange for cause it would lose tax revenues as over a five-year period is first com-
tion, they need leaner compensa- other congressional committees benefit guarantees-might impose companies would make bigger pen- puted This result is multipiled by

Continued from page 1 said John Erlenborn, a former con-

But Mr Kline of the United Steel

union

Some believe a termination of

inevitable

tion scales and to shed liabilities,

Washington labor law attorney issues have yet to act

said

" a with Jurisdiction over pension new restrictions on pension plans

sion contributions over a shorter years of service times 11% for the

"That would be the end of the period of time Corporate contribu- first 30 years of service (and 12%
But even an increase in premi- private pension plan system as we tions to pension plans are tax-de- for years of service over 30 years)

ductible The, amount is then increased by

If other steel companies follow ums to $7 50 per participant won't know it," Mr Erlenborn said
suit, the PBGC could be saddled bail out the agency if it is swamped Others worry that a round of pre- One of the reasons that the 5%
with billions of dollars in additional with more large claims The $7 50 mium hikes to save the PBGC Wheeling-Pittsburgh plans are so Mr Kaye said both the union and
liabilities "We are talking about premium assumes that claims in- would lead to the demise of the de- underfunded IS that the company the employer are responsible for
billions in promised benefits," the curred by the PBGC will average fined benefit plan system received funding waivers from the agreeing to a benefit structure that
attorney said $185 million a year during the next As premiums are increased, Internal Revenue Service Those no longer is affordable

"If all those plans failed at once, 15 years, said Kevin Putt, PBGC more employers might consider waivers, granted when a company "The steel industry has one of
it could blow out the PBGC," said assistant executive director switching from defined benefit is in financial difficulty, allow em- the most generous benefit pro-
Richard Fay, an attorney in the Premium calculations do not in- plans to defined contribution plans, ployers to defer contributions to grams of all blue-collar industries,"”
Washington office of Reed, Smith, elude reserves to pay for massive which are not covered under the their pension programs said Mr Fay “There was a percep-
Shaw & M¢Clay, a Pittsburgh- claims because there IS no way to PBGC program, said Wyatt's Mr In addition, Wheeling-Pitts- tion that these workers were an
based law firm predict an extraordinary event, Mr Schieber burgh, like other steel companies, elite and should receive the most

"The life of the PBGC will be Putt said "We don’'t know how This erosion of the premium base has high pension benefit costs be- generous benefits," said Mr Fay
pretty short if it has to take on all many potential claims are hovering would require the PBGC to seek cause of a high number of retirees "But now people have to realize
these claims," said Sylvester out there,"” headded additional premium increases, and vested employees It is not un- that benefits are out of line "
Schieber, director of The Wyatt Back in 1982, an internal PBGC which, in turn, would cause more common for a steel company to " Unions sought bigger benefits,
Co 's research and information cen- study warned that the agency could employers to terminate their de- have 50% to 60% of its employees but left it to the company to fund
be swamped with $44 billion in fined benefit plans vested, said Mr Fay of Reed, Both parties have been irresponst-

Currently, the PBGC has a $462 claims if 34 financially troubled Some believe that the answer tS Smith, Shaw & McClay ble,"” Mr Kaye said
million deficit That means that companies collapsed and termin- to require employers to fund their Under the Wheeling plans cover- But Mr Kline of the steel-
unless the agency gains additional ated their pension plans (Bl, April pension liabilities more quickly ing members of the United Steel workers union says all benefits
revenue, it will eventually run out 19, 1982) Currently, benefit improvements Workers, participants vest after 10 have been negotiated "The union
But, there is resistance among have to be funded over a 30-year years of service A participant-re- iS not in the business of managing
gardless of his or her age-can re- the company,” he said

ter m Washington

of money to pay guaranteed bene-
fits to participants in plans it al- employers to a premium increase, period
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Business Insurance

Circulation
Breakdown™

Commercial Consumers

Administrative:

CEO s presidents and owners 2,513
Vice presidents, general manag:rs and

other administrative personnel 2.573

Financial:

Chief financial officers and vice-pres,-

eneensoeasnsee s

Risk/employee benefits:

Vice-presidents directors managers
and other related department personnel
of insurance, risk, employee benefits
personnel, compensation. pension. safe
ty. security, Industrial relations, human
resources and employee/labor relations

8,206
Sub-total 22,627
Associations 1,081
Government. unions and
educational systems 944
Commercial Consumers
Sub-total . 24,652
Insurance agents and brokers 9,524
Insurance companies 5.867
Financial institutions 556

Actuaries, attorneys, adjusters. apprals-

ers and consultants 3,265
Others allied to the field. 1,143
TOTAL ... 45,007

' Source Business/Occupational break-
down of qualified circulation, Nov 5,
1984 issue. as submitted to BPA for Dec
1984, BPA Publisher's Statement

WANTED
WE NEED PERSON WITH NATIONAL BROKER
AGE BACKGROUND TO ASSUME MANAGE
MENT OF SMALL P&C AGENCY IN GOOD
AREAOFHOUSTON TX SHOULDBEABLETO
BRING BUSINESS AND CLIENTS WITH HIM
OWNERSHIP OF FIRM IS OUT OF CITY CON
SIDER MERGER WITH LOCAL FIRM WITH
GROWTH AND BOTTOM LINE PROFIT THE 08
JECTIVE SEND RESUME TO
Box 1700 Business Insurance
740 Rush St Chicago IL 60611

PRESIDENT

Midwest based casualty reinsurer
seeks highly motivated individual with
proven leadership ability to lead man

agement team Substantial salary plus
relocation expenses For confidential
consideration please send your re

sume and salary requirements to

Box 1701. Business Insurance

740 Rush Street, Chicago, IL 60611

SR. V. P.-MARKETING

(Corporate)

We have been retained by atop-20 sizenational broker
to locatean executive to head Marketing/Risk Analysis
functions on a national basis This could be a step-up
opportunity for a local or regional marketing officer
that has responsibilities for at least $10-$15 Million in
revenues and aspires to have a national impact on a

progressive organization

Candidates should have strong marketing contacts in
admitted and non-admitted markets, and be familiar
with the integration of captives into risk funding pro-

granns

Position reports direct to a dynamic, innovative Chair-
man As part of his key executive team, you will have
ample opportunity for career fulfilment Located m an

excellent medium sized city

Contact Richard Shoemaker, IR SEARCH, 7844 Madi-
son Avenue, Suite 106, Fair Oaks, CA 95628, (916) 965-

5511

IRSEARCH isa memberof the IR GROUPwh,choffers

a number of services through its member companies
Insurance Resources Consultants, IR Risk Manage-
ment, IR Search, and IR/Pryor & Associates If you are
a successful executive, you can feel secure in discuss-
ing yourcareergoals with fellow insurance profession-
als who are actively involved in the leading edge of our

Industry

Tuesday, 6 days preceding publishing date. No verbal phone copy accepted
Prepayment required. Mall ads to Beverly Kluxdal, Classified Advertising,
740 N Rush St., Chicago, IL 60611 For more information call 312-649-5340

MARKETING MANAGER(s)

Two key positions calling fot indiVid- RISK MANAGER/
uals witi ; solid background in the

unde,untrng ancl placemenl of com FINANCE ANALYST
melcial casua ty_accounts In the Administrative analyst responsi-
$50000+ range TEXAS AND LOUI- . S
StANA opening. Staiting salaties be ble for managing liability and
gin at $50K $65 000 Contact Jim Gil property damage insurance pro-
bert .+t INSURANCE RECRUITERS gram and evaluating coverages
Inc 6060 N Central #470 Dallas Ti . . . .
Also assists with budget aid fi-
nancialplanning BAin Account-
X X X Ing Business Administration or
Te..ts bioker eeks percon with <i related with experience m Insur-
provin ckgroun N the manage- N .
ment o Tatge commercial salis foice ance budgetingand finanoal re-
You will be re.ponsible foi several porting systems Salary $20 000-
blanal ofitees and will be working 27 000 fully paid oenefits Re-
with the sales managers of those fact 1 spond by 5/18/85 to CITY OF

111- Some travel Will be instrumen
tai ,rn atablishing production goals KALAN'IAZOO HUMAN RE-
alld *udget This i, a big position SOURCES 241 W SOUTH KAL-
fot an established bioket of good na AMAZOO MI 49007 M/F/H/V
tional reputation Starting salary ts

ext,emely [lexible with a lucrative
bonus incentive Please coniact Jim
Gilbert at INSURANCE RECRUIT

ERS tne 6060 N Cential #470 Dat

las Tr 214/361=9323

75206 Telephone 214/361 9323

REGIONAL SALES MANAGER

BROKERAGE

PROPERTY/CASUALTY
CLAIMS PERSON

We ble An epanding 100 plu em

nlovee downtown New Yolk City

JOINT
Lsed legion«,1 brokerage him with a O P E RATI O N
sense of humor

You ale A suteessful darn,6 person Well established corn-
cross trained in propetty/casualty
claim.., ath an emphavion first paity
with at ted.t live yeats erperience
looking to beume assistant managet
of a winning clarnis department staff and Iarge office

misimation 10 Box 1694 Biidiness In space to house corn-
surance NO Rush St Chicago IL bined operation We

have a modern office In

mencal lines Insurance

broker with full office

UNDERWRITING MANAGER
Nation.,1 Insulance B,okerage Firm a prestigious building
looking fo: propeity/casualty under In midtown Manhattan
writing manage, Insurance back
giound should include a minimum of
10 ye/rs exper[Unce in commellial
carrier underwnting and indutry
ma,keting Excellent compensation
package Sendrecumernionlidenceto
Joel G.Ink 4605 Lanketshim Blvd

Suite 500 North Hollywood CA
91602 $500,000 to $1,000,000

iNn commissions for

WWould like to discuss a
joint operation with a

similar brokerage of-
fice Need volume of

PROPERTY/CASUALTY
UNDERWRITER

joint operation tomake

sense

Natiowl insulance Brokerage Firm
seeking comme,u..1 property/caqual
ty undeiwriter with at least 3-5 ve«us
(arimerpeltence Excellentcompen-
sation package Commensulate with

erpe, terice foi tatce, oriented person
Send rmume m wnhdence to Joel

Box 1699
Business Insurance
740 N. Rush St.

Ganie at 4605 Lankenhum Blvd
Sume 500 Noith Hollywood CA

o160z Chicago. IL 60611

For a

Concise
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Approach

tO

Risk

Manasement
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Associates, Inc
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New York, NY 10038
4212) 227-8000
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Ideal Mutual

Continued from page 2

The agreement was cited by New
York Insurance Superintendent
James P. Corcoran when he peti-
tioned the New York Supreme
Court for an order granting him, as
Ideal Mutual's liquidator, "all right
and title to any and all proceeds of
reinsurance agreements or trea-
ties" payable to either Ideal or Op-
timum.

Mr. Corcoran said in court papers
that "certain of the reinsurers
under the aforesaid treaties and
agreements have indicated their
intention to withhold payment due
and owing thereunder to the estate
of Ideal Mutual due to the inconsis-
tent claim to a portion thereof
made by the rehabilitator of Opti-
mum lllinois.”

The lllinois Insurance Depart-
ment, in turn, has asked the U.S.
District Court for the Southern
District of New York for approval
of a preliminary injunction pre-
venting the New York Insurance
Department from pursuing the
order.

It has also asked that the issue be
put to arbitration, in accordance
with the original pooling agree-
ment, which also states that any
dispute "including the interpreta-
tion, application or effect thereof,
or any part thereof, shall be re-
ferred to a board of arbitration con-
sisting of three arbitrators."

"Our position is whatever dispute
there is under the agreement, that's
for the arbitrators to decide," said
George Berger, a member of the
New York law firm of Phillips,
Nizer, Benjamin, Krim & Ballon,
which is representing the lllinois
department in the dispute.

Jack Trailer, chief operating of-
ficer in the lllinois department's of-
fice of the special deputy, said most
of the business of the two com-
panies was ceded to reinsurers
"and we think we should be enti-
tled to some share of the reinsur-
ance proceeds." The New York de-
partment, he added, "says we're
not entitled -0 any of it."

A New York Insurance Depart-
ment spokesman said the disagree-
ment between the two departments
stems from their attempt to "look
after their responsibilities" to the
companies in their jurisdictions.

Mr. Trailer said the lllinois In-
surance Department is still waiting
for the New York department to
complete a statement on Ideal Mu-
tual's financial condition as of De-
cember 1984. The statement is ex-
pected shortly, he said. Until then,
it will not be known how much re-
insurance is payable to Ideal and
Optimum, Mr. Trailer continued,
noting that the dispute between the
two departments is premature at
this time.

The New York department, Mr.
Trailer said, has already communi-
Gated to Ideal's and Optimum's

4th asbestos firm

files for bankruptcy

CHICAGO-Forty-Eight Insula-
tions Inc. has become the fourth as-
bestos producer to file for reorgani-
zation because of an overwhelming
number of asbestos claims.

The Aurora, lll.-based company,
a subsidiary of Foster-Wheeler
Corp. of Livingston, N.J., filed
under Chapter 11 of the Federal
Bankruptcy Act on April 19 in U.S.
Bankruptcy Court in Chicago.

Harold Kennedy, Foster-
Wheeler's senior vp and general
counsel, said last week that Forty-
Eight Insulations has virtually no

other debt except for that asso-
ciated with asbestos claims. He

could not estimate what the com-
pany's potential liability was.

Mr. Kennedy also said that
Forty-Eight Insulations has been
named in virtually every asbestos
lawsuit filed.

There are currently about 26,000
asbestos suits pending. .

reinsurers that it expects to receive
any reinsurance payments, he said.
lllinois has responded, he said, by
letting the reinsurers know that it
has an interest in it as well.

Ideal's and Optimum's reinsurers
included Kemper Reinsurance Co.,
confirms Anne A. Sharp, a Kemper
Re vp in Chicago.

Kemper Re wrote a 75% share of
a $750,000 excess-of-loss treaty that
covered business written jointly by
Ideal and Optimum. The two com-
panies retained a total of $250,000
per risk, she said.

The other 25% of the treaty was
written by a variety of companies,

she said.

"l don't think the reinsurers care
who they pay as long as they don't
have to pay twice," she said.

Ms. Sharp added that none of the
claims made on the Ideal-Optimum
reinsurance written by Kemper
has reached the stage yet where a
decision must be made as to which
receives the payments. She added
that if the dispute is not resolved,

Kemper Re would be willing to pay
any funds into an escrow account.

The situation, she added, has
arisen out of a contractual agree-
ment the reinsurers are not party
to. "We've really tried to stay more
or less out of the middle of that,"”
she said.

Following the first $750,000
treaty, a second treaty covered an
additional $1 million in excess of $1
million, Ms. Sharp said. That treaty
was led by New York-based Excess
& Casualty Reinsurance Assn., the
North American Co. for Property
& Casualty Insurance in Green-
wich, Conn., and Prudential Rein-
surance Co. in Newark, N.J., each
with a 20% share. A variety of
other companies filled out the
treaty, she said.

Leaders of the third layer, which
had limits of $3 million excess of $2
million, were Pru Re, with a 28%
share, ECRA with 20% and North
American with 15%, she said.

Ralph C. Hemp, president of
North American, would not com-

Ous-Z'nes'J L76JUTanCe, Apl-11 ZU, 1360 / 05

ment on the Ideal/Optimum rein-
surance. Officials of the other two

companies could not be reached for
comment.

In the meantime, another dispute
between the lllinois and New York

departments has apparently been
resolved.

Mr. Trailer said that at one point,
personnel from the lllinois Insur-
ance Department were told they
were not welcome at Ideal Mutual's
New York headquarters, which is
now being operated under the di-
rection of the New York Insurance
Department's liquidation bureau.

But Mr. Trailer said lllinois de-
partment personnel were working
at Ideal headquarters last week
after the two departments worked
out their problems.

"At least our people are there,
and having an involvment,” Mr.
Trailer said.

Meanwhile, a spokesman for
Glenview, lll.-based Dart & Kraft
Inc. said last week that under an

agreement the company has

reached with the lllinois depart-
ment, liabilities under policies
written by Optimum for Dart &
Kraft will be transferred to another
insurer.

He said liabilities stemming from
Dart & Kraft's workers compensa-
tion, auto liability and general lia-
bility coverages would be included

in the transfer. T.e spokesman
could not comment on the size of

the liabilities.

The agreement, he said, is subject
to approval by the director of the
Illinois department and a Cook
County circuit count

The spokesman said Dart &
Kraft has also discussed with the
New York Insurance Department
the possibility of a parallel agree-
ment covering the policies written
by Ideal for the company. How-
ever, no decision has been made, he
said.

A predecessor company of Dart
& Kraft's founded [dea Mutual in
1944. |Ideal became an independent
imNmMsurerim 19997 2=_ _

HUMAN ERROR

You Can Buy the Most Expensive Fire Protection Equipment, installit prop-
erly, and inspect it periodically, but it all goes for naught when someone-possibly
with malice aforethought, but more likely from ignorance-shuts a valve, turns off a
pump, blocks open a fire door, overrides safety controls, or does any of a myriad of
other things that human beings are prone to do because they are unaware of the
consequences. Sound familiar? A prime example is the misuse of cutting and welding
equipment. All of the fire protection in the world will prove of little value if cutting
and welding equipment is used improperly and without the direct supervision of the
insured's plant protection people. With the possible exception of natural catastro-

phes, no single activity has caused more dollars of loss among our insureds than
misuse of this type of equipment. Sprinklers turned off, no fire watch, no regard for
the presence of combustibles, have all led to tremendous losses in what were sup-

posed to have been well-protected plants.

Upon Examining 1,169 Large Losses over a 3-Year Period, IRI found that more
than 90% were directly related to human failure: errors ofboth commission and

omission. Since this was a significant percentage, IRl decided to do something about

it. We began our review with unanimous agreement that we needed to strengthen

our approach to managing the interaction among people, hazards, and protection

equipment. This review procedure developed a program we titled OVERVIEW, a man-

agement system designed to help prevent single human errors from multiplying into
full-fledged disasters. OVERVIEVW is directed at those members of management who
have the authority to make things happen in their companies. OVERVIEWV is a com-

prehensive program covering 14 situations which our research indicated were

responsible for the majority of problems and which led to serious losses. For a
complimentary brochure describing OVERVIEVWV, contact Mrs. R A. Sasso, Industrial
Risk Insurers, 85 Woodland Street, Hartford, Connecticut 06102, (203) 525-2601.
We recommend it to agents and brokers as well as insureds.

During the Past Several Years, Some Corporations
obtained large amounts of property coverage at low rates

with little regard for the condition or capability of their

in-plant loss prevention systems. As we withess the

tightening of the property insurance market, and as

rates begin to climb, it will be those companies without

adequate loss prevention programs who will face the

greatest rate increases and experience the most coverage

restrictions. As the cost of property insurance goes up,

insureds will look more and more to loss prevention

programs to help keep their insurance costs in line

with their exposures. IRI stands ready to assist them.
OVERVIEW can be one of the ways.

Nndustrial
O isk

nsurers

66,000 properties

insured worldwide



64 / business insurance, April 29, 1985

Jewel ||ab| | |ty <A company-sponsored, toll-free its," Mr Grossman told plaintiffs’
number was established for salmo- attorneys About 75 people at-
Continued from page 1 nella victims to request claims in- tended the meeting, which was
about half indicated they regularly formation, which is also available called by a Cook County Circuit
shopped at Jewel, the area's domi- from individual stores Court judge to explore the feasibil-
nant food chain -Adjustors from GAB Business 1ty of coordinating the cases filed
Craing Chicago Business is a sis- Services Inc were hired and by victims of the bacterial epide-
ter publication of Business Insur- brought into Jewel's offices to han- mic
ance dle salmonella claims, said Jewel "Jewel is not rolling over and
The largest epidemic of salmo- attorney Fredric J Grossman of playing dead,” commented one ob-
nella food poisoning involving pas- Clausen, Miller, Gorman, Caffrey server at the meeting
teurized milk in U S history caused & Witous P C of Chicago Jewel faces liability from more
Jewel earlier this month to pull Jewel had previously self-ad- than 92 lawsuits, some of which are
and dump all milk and many other ministered some claims, said class-action suits Sixty-eight suits
dairy products from its 217 Jewel Myron Soltau, executive vp of Scott have been filed in Cook County
and Eisner stores in four Midwes- Wetzel Services Inc Wetzel han- and 24 in courts in outlying Chi-
tern states-lllinois, Indiana, lowa dles claims for Jewel's parent cago suburbs
and Michigan It also voluntarily American Stores One class-action lawsuit filed in
shut down ItS Hillfarm Dairy in Before claims will be paid, claim- Chicago seeks punitive damages of
Melrose Park where the milk was ants are being asked to sign a form $100 million, or 1% of the net worth
processed releasing Jewel from further liabil- of Jewel The money, the largest
Neither Jewel nor American ity However, not all those request- amount sought in a suit against
Stores has product recall or product ing payment of medical claims Jewel, would be used to establish a
integrity insurance, according to have signed those releases, Mr trust fund, which would be used for
insurance industry sources Grossman said "the public good," said plaintiffs'
Jewel spokesmen said the chain "They (Jewel) are trying to settle attorney Nicholas Motherway of
has taken the following steps to re- every case,” Mr Grossman said last the Chicago law firm of Moth-
store consumer confidence week erway & Glenn None cf It would
=A public relations firm-Bur- Mr Grossman told a meeting of go to the plaintiffs, he said
son-Marsteller Public Relations- plaintiffs' attorneys that the mini- The suit charges Jewel with wil
was hired to improve the com- mum documentation required to ful misconduct in selling Hillfarm
pany's image settle claims is an affidavit that an milk It was filed in the name of a
*A publicity campaign was alleged victim consumed a Jewel Chicago father and his two young
launched last week in newspapers product, verification that the vic- children, who all drank Hillfarm
and television stations featuring tim was infected with salmonella brand milk The suit also seeks the
Jewel President James H Henson and an indication of what injuries standard "in excess of 315,000. 7
emphasizing that shelves are now were sustained compensatory damages for the trio,
stocked with dairy products from "Each case must be determined in addition to the punitive dam-
Dean Foods Co on its individual merits or demer- ages
The Crazn's Chzeago Business
survey also showed that 60% of reg-
ular Jewel shoppers surveyed be-
lieved the company was negligent
or somewhat negligent in the way
it processed milk Non-Jewel shop-
pers and those who shop at the
stores periodically were even more
critical Sixty-three percent of
those shoppers said Jewel was at

least partly to blame for the salmo-
nella outbreak

Insurance services guide

CASUALTY ACTUARIES, INC.
Use the Insurance RobertFLowe FCAS,MAAA,FCA

- Loss Reserve and Rate Evaluations for

Insurance Companies and Self-In-
sured.

Services Guide to

- Statutory letters of Opinion on loss and i ) i
loss expense reserves Chicago-area public relations ex-
perts contacted by Crain's Chicago

Business said American Stores' ac-

reach your best

One Insurance Center Plaza Suite 1
St Louis MO 63141
(314) 878-5002

prospects.
tions since the Jewel takeover left

Jewel 111-prepared to cope with the
crisis The in-house public relations
Programs designed to increase productivitv staff, for instance, had been dis-
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Benefits News Analysis
SOFTWARE for PC's

The magazine for benefits managers

as a special consultant, according to
the CCB report

One of the lawsuits also names
the manufacturers of the milk car-
tons-Potlach Corp of San Fran-
cisco and Ex-Cell-O Corp of Troy,
Mich -as defendants

Jewel also faces liability from a
lawsuit seeking an unspecified
amount of damages in connection
with the improper dumping of the

tainted milk into storm sewers that

TIME
is money, and
“"DOWNTIME

IS money lost.

flowed into streams and ponds in
Chicago and eight outlying com-
munities

The lawsuit, alleging violations
of the lllinois Environmental Pro-
tection Act, was filed earlier this
month in Cook County Circuit
Court on behalf of Attorney Gen-
eral Neil F Hartigan

"We don't feel that any short- or
long-run damage has been done, "
said Terry Gamer, assistant deputy
inspector general for :he lllinois
Department of Public Health

A Jewel spokesman said the milk
was improperly dumped at only
seven of the 217 Jewel chain stores

Meanwhile, state public health
officials are continuing to investi-
gate the mysterious salmonella out-
break at the highly automated
Jewel processing plant in Melrose
Park Officials have ruled out the
possibility that a single infected
worker could have caused the epi-
demic, he said

The state health department's
failure to close the plant earlier
than it did has prompted hearings
by the lllinois House The dairy
was not closed by Jewel until April
9, more than a week after the the
first cases of salmonella were re-
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In addition, the state's health
director was fired when he went on
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Contact Beverly Kluxdal, 740 Rush Street, Chicago, lllinois 60611

vacation during the epidemic He
Telephone (312) 649-5340

was replaced last week

update

EIL coverage rules relaxed

Continued from page 2
Under EPA regulations, certain companies that handle hazardous
waste are required to demonstrate that they have the financial re-
sources to pay for propert, damage and personal injury claims re-
sulting from those waste operations One method of demonstrating
this responsibility is to obtan EIL insurance

Failure to meet financial responsibility requirements can be con-
sidered grounds to close down a company's hazardous-waste dis-
posal operation

The burden of proof is on the company to prove It has made a
good-faith effort to secure EIL .nsurance, according to EPA offi-
cials Unsubstantiated good-faith claims "will merit enforcement
action," according to the EPA memorandum

NYIE raises capital requirement

NEW YORK-The minimum capital and surplus required of syn-
dicates that join the New York Insurance Exchange after July 1 and
plan to write either property/casualty or life insurance will increase
to $5 million from $355 million

In additon, the minimim capital and surplus requirement has
been raised to $10 million from $655 million for new syndicates that
plan to write all lines

The new requirement was approved in a constitutional amend-
ment voted on April 8 bv the exchange's syndicates and broker
members (Bl, March 18)

The amendment also raises the minimum policyholder surplus for
continued operations to $: million from $22 million for syndicates
that Join after July 1 and plan to write either property/casualty or
life insurance And, syndicates that plan to write all lines must now
maintain a minimum polieyholder surplus of $6 million, compared
with the previous limit of $33 million

India rejects Union Carbide offer

DANBURY, Conn -Ur ion Carbide Corp Chairman Warren M
Anderson said last week -.hat the Indian government had rejected
the company's proposal to aid & ictims of the toxic gas leak at its
Bhopal, India, plant, but would not reveal details of the offer

Published reports have indicated that the company had offered
$100 million to $200 millio, in aid

In addition, Union Carbide has offered to provide $5 million in
interim emergency relief in response to a request made by U S
District Court Judge Johr F Keenan at a preliminary hearing (Bl,
April 22)

Judge Keenan had also requested that disaster victims' attorneys
choose by April 23 two lawyers to serve on a three-man executive
committee that will coordinate litigation in the case The third
member would be a representative of the Indian government's law
firm, Minneapolis-based Robins, Zelle, Larson & Kaplan

However, attorneys failed to meet the deadline so late last week

Judge Keenan named attorneys F Lee Bailey and Stanley M Che-
sely to the committee

Home sells life insurers

NEW YORK-The Home Group Inc is selling two life insurance
units to Harcourt Brace Jovanovich Inc for $130 million, said a
Home spokesman

The Home had been trying to sell the two companies, Federal
Home Life Insurance Co and PEF Life Insurance Co, both based in
Battle Creek, Mich, for some time, the spokesman said

The spokesman said Tte Home's decision to sell the two units 15
unrelated to plans by its parent, City Investing Co , to distribute all
The Home Group's common stock to its stockholders (Bl, April 8)

A&A results up for first quarter

NEW YORK-Alexancer & Alexander Services Inc generated
$10 7 million in net income during the first quar.er of 1985, a 244%
increase over the $86 million generated during the first quarter of
1984

Operating revenues were $148 7 million for the first quarter, up
9 4% from $135 9 million for the first quarter of 1984 Figures for
1984 were restated to reflect the discontinuance of A&A's insurance
underwriting operations (Bl March 11)

The company attributed the improvement in results to changes m

the insurance marketplace and to an increase in new-business pro-
duction

Manville plan to be reviewed

NEW YORK-Several treditor groups in the Manville Corp reor-
ganization proceedings have agreed to discuss details of a reorgani-
zation plan proposed by the representative of future claimants in
the bankruptcy

The plan, developed b, Leon Silverman, calls for creation of a
trust fund for asbestos votims consisting of 90% of Manville stock,
$100 million in cash and approximately $600 million in insurance
coverage, a source confirmed last week

The plan, which also contemplates a claims facility for handling
asbestos claims, combines elements of two other reorganization
plans previously proposec

The source emphasized that the creditors committees that will be
discussing the plan, whitt include those representing plaintiffs with
asbestos-related diseases, Manville's co-defendan-s in asbestos litiga-
tion and commercial creditcrs, have not agreed to endorse the plan
but only that it is a basis for discussion for coming up with a reorga-
nization plan

"It's very preliminary," the source added

So far, neither Manvil e nor members of the shareholders com-
mittee in the reorganization have seen the plan However, Manville
says that from what it kr ows of the plan, it is hostile to Manville's

interests
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305 By JAMES M. BURCKE produce even better terms As a result we ex- concept and stated often in our reports that
300 pect that underwriting results will be sub- we knew such a strategy could not succeed
=20: 66 RSTURNING TO Underwriting Prof- stantially improved in 1985, with the pros- To set aside time-tested underwriting stan-
290 " pects for 1986 being even better dards was to abdicate control of the business,
285 . That's the title of USF&G Corp's 1984 an- "Conditions in the property/casualty in- a course we rejected out of hand

280 nual report-and that's the promise many surance industry during 1984 must be de- "We maintained our underwriting philoso-
275

E property/casualty insurers are making to scribed as deplorable Frequency and sever- phy and, although always not successful, we
i; their shareholders in their annual reports ity of losses increased at a rate that far ex- stayed the course where we perceived oppor-
5Se,f QQAJ“# e, 3e . Although many insurers' annual reports ceeded the levels of premium increases in tunity to make an underwriting profit To-
- - are stressing the end of cut-throat competi- virtually all lines This continued deteriora- ward the end of the cycle as rate erosion ac-

tion that has plagued commercial lines for tion of experience, coupled with court deci- celerated, we did not aggressively seek to

the past six years, USF&G's report stresses sions which established new precedents and expand, but in fact chose not to renew poli-

The Bus,ness /nsurance index of insurance in- dedication to the company's "sound" under- which expanded concepts of damages, neces- cies in many classes of business even though
dustry stocks continued to climb, reaching a writing from its opening page

sitated most companies' strengthening of re- this strategy temporarily impacted premium
record high for the second consecutive week.

"In 1984, USF&G took major steps towards serves with respect to prior years The result growth

The Business Insurance gtock Index closed at a return to underwriting profits We renewed is a disasterous underwriting year for the in- "In short, we have planned and worked
338.2 points on April 23, an Increase of 2.7 our corporate objectives of supporting inde- dustry, and severe capacity and surplus prob- hard in preparation for this day Our objec-
points from the record high of 335.5 points set pendent agents and helping their businesses lems for many companies

tive is to be better prepared than anyone else
April 16. A total of 25 stocks were up, 19 stocks prosper by providing tools, services and fi-

"Our goal for 1985 is to reprice numerous to deal with the new environment Our plan
were down, and 14 stocks were unchanged. nancial support We instituted cost-control segments of our existing business and to is detailed and well-rehearsed We're ready
The biggest gains during the trading period programs, raised prices and reinforced un- write additional amounts of reinsurance on and look ahead with confidence "

were posted by Baldwin & Lyons Inc. and derwriting standards, irr proved communica- terms consistent with our pre-eminent objec-

-M R Greenberg, president and
American Indemnity Financial Corp., both up tions throughout our branch system, tive-underwriting profit '

chief executive Officer

11.3%; CIGNA Corp., up 6.7%; SRI Corp., up strengthened our executive leadership, and -Frank W Munson, chazrman and chief

6.2%; and Frank B. Hall & Co. Inc., up 6.1%. The completed a new education, training and data ezecutive officer, and Ronald E Ferguson, Kemper Corp.

largest losses were posted by Mission Insur- processing complex president and chief operating officer "Property-casualty operations were a
ance Group Inc., down 6.5%; Alexander & Alex- "These specific actions have positioned major sore spot in 1984 Bad weather
ander Services, down 4.5%; Reed Stenhouse USF&G to reverse the trend of underwriting The Travelers Corp. played a part in the adverse results, but
Cos. Ltd., down 3.4%; General Reinsurance results that have plagued us and the insur- "Clearly the most important challenge fac- senseless competition, m particluar m com-

corp., down 2.9%; and Washington National ance industry for an unprecedented six ing the insurance industry in 1984 was ar- mercial lines, is primarily to blame It has
Corp., down 2.8%. The Business insurance years By emphasizing a strengthening of the resting the rapid deterioration of the com- caused more havoc than any hurricane or ice
index rose 0.8% during the trading period. The underwriting basics that historically have mercial casualty-property business climate storm

8/ Index outperformed the Standard & Poor's produced a superior book of business for Several years of overcapacity, destructive "Fortunately, the disease seems to be gen-
500,ndex, which rose 0.4%, and the Dow Jones USF&G, the company's future looks more price-cutting and the continuing emergence erating its own cure, although at high cost
30 Industrials, which rose 0.7% during the same promising than in recent years " of toxic substance claims culminated in the Industry results hit an all-time low in 1984

trading period. Although USF&G highlights the turn in largest underwriting losses in history, ex- and many companies found themselves in fi-

‘ the commercial property/casualty market in ceeding mvestment income and reducing the nancial distress This began to change the

British Ilssues perhaps greater detail than other companies, capital b_ase market situation m mid-1984 -

many insurers are telling their shareholders "During the last half of the year, market "Our strategy has been to sacrifice market
53 APR Proe P/E O vield Hi;:ijw that the tide has turned, especially in letters conditions did improve Substantial price in- share if need be to maintain a strong surplus
Companies pence pence % pencepence to shareholders from chief executives Here creases and more stringent underwriting re- position At the same time, we have cut ex-
Comml Union 553 N/M 16 © 76 231-221 are some excerpts quirements are now being applied in both the penses significantly and strengthened our re-
Genl Accident 572 969 28 6 50 585-572 direct and the reinsurance markets While lationships with our professional insurance
Gdn Royal Exch 685 199 37 1 54 685-665 General Re Corp. these corrections are gaining force, acldi- producers All this makes me confident of a
Royal 582 14/M 339 58 588-582 "No significant segment of our book of tional price increases will be necessary to re- significant turnaround for our property-casu-
Sun Alliance 470 =226 21 1 a7 ar=-46= business came through 1984 unscathed Medi- turn earnings in this business to acceptable alty companies in 1985 "

cal malpractice occurrence-basis business level " -Joseph E Luecke, chairman, pres:dent
Brokers was a particularly vexing problem but -Edward H Budd, chairman and and chtefexecutive off,ce-r
CE Heath 573 98 300 52 588-593
Hoog Robinson 275 157 116 42 275-270 there were other problems Almost every chief executive officer . .
JH Minet 537 163 80 34 250237 property/casualty reinsurance line of busi- Lincoln National Corp.
Sedg Grp 555 156 143 40 364-355 ness produced unsatisifactory results and American International Group Inc. "While reinsurance earnings appear to
Stew Wnghtson 567 149 257 45 567-557 each and every one of these is now undergo- "First of all, we have stuck by our convic- have stabilized, we are disappointed that an
Willis Faber 633 217 186 29 635-622 ing immense scrutiny tion that achieving an underwriting profit IS expected recovery m earnings did not mate-
Source Phhip Olsen/Alan Clifton. Insurance Industry "The reunderwriting and repricing efforts the only way to succeed The acceptance of rialize in 1984 The last five years have been

Specialists Kitcat & Aitken Stockbrokers, which were the order of the day all through underwriting losses as long as they were off- very difficult for the reinsurance industry
London

1984 have resulted in substantially better set by investment income became a popular due to intense price competition We have
terms, and a second push now under way will rationalization We never embraced that been aggressively increasing our profit goals
m our pricing and expect that this will im-
prove future profitability, although it may

have an adverse effect on our market share

“The property-casualty industry had its

B I I n d u Stry StOCk Re po rt Ao 25,1985 worst year ever, pos'ting it§ first net'loss since

4/17/85 thru 4/23/85 1906 Earnings in this business unit reflected

these industrywide problems, although our
combined ratios of 1164% were about three

points better than the expected industry av-

Brokers Price % Chg. P/E $ 01¥ % YId High Low Vot (000) Price % Chg. P/E $ Div %¥Id High Low Vol (000) erage Our response has been to increase rates
Aloxander & Alexander Sves NYSE 29.13 -4 5 00 100 34 30.50 2913 sa5 4 Avemco Corp NYSE 25 25 O O 11 7 06024 25.38 25.00 2719 aggressively and strengthen underwriting
Baldwin & Lyans Inc oTc 59.00 11 3 12 6 0.80 4 4 59 00~ 53.00 ©o.3 BI1t.0 Corp oTc O.40 3.0 ©o.oo 0.00 oo t W " : £
Corroon & Black Gorp NYSE 45.00 14 00 100 22 45 0o~ a3.2s5 1351 susiness Mens Assurn Co Amer OTC s8.25 0.4 73 208 36 58 25* 57.75 s standards We expect to increase rates fur-
Crump E H Cos lic ote 2725 a8 205 o044 16 27 25+ 27.00 92.0  Chubb Corp NYSE e=.6s 6617822038 ©2 6T e8.7s sree ther in 1985, and there are clear signs that
Emett & Chancler Cos Inc otc 1625 16 774 000 OO 16 25* 16.00 164.8 ) . K > -
Combined Intl Corp NYSE 43.62 -1 7 88 216 50  44.38 43.63 1461 others in the market are doing likewise This
38.50 38.00 345  Continental G NYSE 41.88 4.4 21 7 260 6 2 41.88 40.13 4736 e . :
ﬁ:::an:g:illﬂ:.u(;: i‘:fo 2cvszziéoz4sf301o 01?3?) 3:73 26.00 25.00 104.4 C::w:e:-‘f: ln:;po OTC 132.50-04 13 7 5.00 3 8 133 00 132 50 o= should produce SIgI’]IfICant earnings improve-
Marsh & Molennan Gos Inc NYSE 63.63 02 39324038 64006313 253 9 Durham Corp ot 39.00 0O 75 128 33 39.75 39.00 149 ment in 1985, with further improvement in
Poe & Assoc Inc oTCc S00 OO0 OO0 OO0 00O 8.00 8.00 3.8 Farmers Group Inc oTc 5750 04 10.5 176 31 58.00 57.38 165 2 "
Reed Stenhouse Cos Ltd oTc 21.00 -34 27 306029 21.88 21.00 88 2 osas 27 7s sor o subsequent years
,,,,, Fremont Gen Corp oTe 28.13 09 0O o.as 17 _ R
AGENTS/BROKERS AVERAGE 607 23 Great West Life Assurn Co OTC 365.50 00 94 14.00 38 365.50 365.50 oo lan M Rolland, president
Hanover Ins Go otc B8.752 035905614  3900%38.00 1717
Hartford Steam Boiler Insptn OTC 81.50 1 =2 364 300 37 81.50* 79.50 319
Conglomerates & Holding Cos Kans City Life Ins otc 87.00-06 100 2.88 3 3 87.50 87.00 137 Chubb Corp
) 6 oa0n seme "The property and casualty group experi-
American Express(Fireman's Fd) NYSE 43 504 8 149 128 2 9 43 50 41 38 3,007 5 Keeper Corp
Anderson Clayton(Ranger/PanAm) NYSE 36 63 -3 0 18 9 1 32 3 6 37 38 36.63 58.4 Liberty Corp S ”},’SEEB%‘L!:? 9 90 1151 (?3404782 2. 33:3‘51 31%030 .88 43 7 enced HS worst underwriting yefar S|r]1cce the
rmco Inc TS50 34 OO0 O00 0O 7.50 7.13 881 9 Lincoln Natl Corp Ind
;erkleylw R Corp 2:22 1475 OO 0O o== == 14.75 14.50 65.9 Mission Ins Group Inc NyYSE .25 65 0o coo oo 775 7.25 ez 7 San Francisco earthquake and fire of 1906
CIGNA Corp NYSE 51 88 67 471.6 2 60 50 51 88* 48 38 984 3 Monumental Corp OTC 308812227 1.304 2 30 88 30 25 46 9 Our report to you a year ago suggested that
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cial coverage rate levels relative to exposure
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-Henry U Harder, chairman

System design Altman Information Systems _ and president
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