
Annuities, trusts cut price of liability
By MARGARET LeROUX

LOS ANGELES-A Los Angeles
court awarded a trust of more than

$2 million last month to settle a

claim resulting from the American
Airlines DC10 crash May 25 in Chi-

cago.

Althoughterms ofthesettlement
were sealed by the court, it is
known that the trust will provide

for the dependents of one of the
crash victims and that it was ar-

ranged by Aviation Underwriters

with the approval of Lloyd's of
London.

The trust settlement is part of a
growing trend that applies the

same techniques used in settling
workers compensation claims to li-
ability claims: payment over time
rather than in a lump sum.

"It's almost absurd to give the average
person $250,000 and say, 'Make it last

/
» the rest of your life; " says economist
S Robert Schultz.

The technique guarantees the in-

jured person a steady flow of in-
come while at the same time reduc-

ing the ultimate cost of the settle-
ment.

The trend has gained a strong-

Labor Dept. eases
rules on benefits
with subsidiaries

By JERRY GEISEL

WASHINGTON-A domestic in-

surance subsidiary is allowed to
underwrite group insurance pro-
grams for its parent company's em-
ployes as long as the business
doesn't account for any more than
half of the subsidiary's book of
business, the Labor Department
ruled.

The long awaited exemption
from the Employe Retirement In-
come Security Act provision on
how much business a subsidiary
insurance company can under-
write for its parent greatly liberal-
izes ERISA.

Until this month, under ERISA a
parent company could not buy
benefit plans for its employes from
a wholly owned subsidiary insurer
unless its group benefit business
would generate less than 5% of the
subsidiary's revenues.

The Labor Department has the
authority under ERISA to grant
exemptions to the law and pro-
posed in May 1978 that up to 50%
of an insurance company sub-
sidiary's revenues could be genera-
ted by business from the parent
company.

The now finalized 50% rule,
which is liberal enough to satisfy

the desires of some companies
with such arrangements, applies
only to domestic insurance com-
pany subsidiaries. The Labor De-
partment still prohibits the direct

insurance of employe benefit pro-

"In virtually every case we hear of there's
talk of some sort of structured settle-

ment," says attorney David Harney.

hold in California where, for exam-
ple, the city and councy of Los
Angeles require any lawsuits in-
volving governmental liability to
be settled in a structured manner

of payment.

"In virtually every case we hear

ofthere's talk ofsome sort ofstruc-

tured settlement," said David Har-
ney, a leading Southern California
malpractice attorney.

The Hawaii legislature is consid-

ering a bill that requires all cases
involving the state's liability to be
settled in a structured form. On the

East Coast, structured claim settle-
ments are appearing in liability
cases in New York and Florida. A

liability case was settled on a struc-
tured basis in Indiana last year (BI,
May 29, 1978) and there are also re-
ports of structured settlements be-
ing arranged in Ohio and Illinois.

Flexibility and the potential for
holding down costs are advantages

o f trust or annuity settlements, the
two types of structured settle-
ments, say brokers who arrange
them. A structured settlement

costs less than a single lump-sum
payment because the present cost
is discounted by the amount that

Continued on page 45
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risk financing ond employe benefit management $1 a copy; $20 a year

Chrysler pension plans
could drain PBGC coffers"Companies will be very conser-

vative about using offshore cap-
tives for benefits," predicts
James Harlow of J & H.

grams with offshore insurance

companies.
In its new rule, however, the La-

bor Department did not address
whether insurance company subsi-
diaries may reinsure employe ben-
efit plans through a licensed in-
surer. Reinsurance arrangements
will be judged on a case-by-case
basis, the Labor Department told
Business Insurance.

In the absence of any guidance,
"Companies will be very conserva-
tive about using offshore captives
for benefits," predicts Johnson &
Higgins director James G. Harlow,

Continued on page 44

rThe inside story
Duty to settle
An excess insurer wins its suit against the policy-

holder and primary insurer for bad faith in failing to
settle a liability suit. Around the states, page 15.

Pension offsets
Few pension plans subtract workers compensation
payments from pension benefits (page 16), but plans
that do are told by courts they can't (page 17).

The people column
page 46

By JERRY GEISEL
and JOHN MAES

WASHINGTON-The possible
bankruptcy of Chrysler Corp.
doesn't threaten pension benefits
for retirees and workers, but the
collapse of the nation's 10th largest
corporation could trigger an in-
crease in the premiums other com-
panies pay for federal pension ter-
mination insurance.

If Chrysler were to go under, as
some analysts believe is possible,
the Pension Benefit Guaranty
Corp. would have a preferred lien
on Chrysler's huge pension assets
and a right to 30% of its net worth.
The PBGC is a federal agency

guaranteeing vested pension bene-
fits.

The PBGC, however, may be in-

capable of financing or adminis-
tering a major catastrophe of this
magnitude, worry observers here
and around the country.

In addition to seeking a $1 billion
bailout from the federal govern-
ment, the No. 3 automaker asked

the United Auto Workers to accept
a wage and benefit freeze, which
the union rejected. The automaker
denies, however, that it intends to
alter funding of its seven pension
plans in an effort to strengthen its
financial status and consultants

doubt the company will alter its
pension benefits in any way.

Even though the company is in a
precarious financial condition, the
pension plans won't necessarily be
terminated. Federal aid, a takeover

by another company or reorganiza-
Continued on page 46

If Chrysler terminated its pen-
sion plans, the PBGC "would ex-
pect to pay all guaranteed bene-
fits," says Jeff Hart of PBGC.

Sasse may lose $41 million;
Lloyd's considers penalties

By JOHN MILLER
and KATHRYN J. McINTYRE

LONDON-The troubled Sasse

Syndicate at Lloyd's of London
faces ultimate losses of$41 million,
says the Lloyd's underwritertrying
to unscramble the syndicate's
problems.

Stephen Merrett of Merrett Dix-
ey Syndicates, who is directing the
business of the suspended Sasse
Syndicate under special request
from the Committee ofLloyd's, re-
cently released that estimate of

losses after evaluating the
syndicate's entire book of busi-
ness.

Meanwhile, the Committee of
Lloyd's wants Lloyd's underwrit-
ers to reinsure Sasse's outstanding
losses from 1976 so the auditors

can give the syndicate a clean cer-
tificate for 1976. Lloyd's may pay
part o f the cost of that reinsurance.

And Lloyd's is appointing spe-
cial arbitrators to judge complaints

against six persons for their al-
leged involvement in placing busi-
ness with Sasse that started its

troubles. Two people face unprece-
dented expulsion from Lloyd's and
four others face suspensions.

Previously, Sasse's losses were
pegged at $27 million. "The $27
million always referred to the par-
ticular cases we had dealt with,"
Mr. Merrett said, naming the fire

insurance business brokered by
Den-Har Underwriting Agencies,
fire losses on Canadian business

and losses under computer leasing
risks.

"Now we have evaluated the rest
Continued on page 38
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1.11 r-for your information--hComputer lease risk nladen,
reinsurers charge in lawsuit Sinking of Atlantic Empress

may cost insurers record amount
By STUART EMMRICH tween 1974 and 1978, guaranteed contracts when they were faced LONDON-The sinking of the 292,000-ton Atlantic Empress

the value of computer leases and with paying the claim Aug 2 in the Caribbean off Tobago was not only the largest ship to
SAN FRANCISCO-In yet an- equipment against contract cancel- The reinsurance contracts smk, but the potentially largest insurance loss on Just one vessel

other suit m the computer-leasing lations A new line of IBM com- would not have been entered into Overall costs to world marine insurers, including severe damage
insurance imbroglio, a group of puters spurred a rash of contract by any of the plaintiffs had they to the 210,000-ton Aegean Captain, which was valued at $7 5 mil-
European reinsurers is suing Itel cancellations on rentals of an older been informed as to the truth ofthe lion, are being put at $100 million The Aegean Captain collided
Corp, its broker, ltS Insurer and its model and the claims started risk they were being asked to rein- with the Atlantic Empress July 19
appraiser, charging the four de- pouring in Lloyd's estimates its sure," the suit says It charges that The ship was insured for $45 million with Lloyd's and other
frauded them into reinsuring the losses on the policies at $220 mil- the London broker for the reinsur- London companies, and her cargo of some 275,000 tons of crude oil
controversial leasing risks lion and is already defendmg one ance, Bland Payne International, forMobil Corp was Insured by Lexington Insurance Co , a member

In the $20 million suitfiled in fed- suit involving leasing losses, filed acting as an agent for the three de- of American Internat-onal Group, and reinsured with one of
eral court here late last month. the in federal court in Baltimore by fendants, relied on 4,various acts of Mobil's captives The cargo was worth $50 million (BI, Aug 6)
plaintiffs argued they were led to Federal Leasing Corp (BI,July 23) neglect, concealment and false rep- The previous highest loss was the German ship Munchen, which
believe they were reinsuring real At issue in the European rein- resentations" to sell the contracts cost insurers $80 million after sinking in the Atlantic last Decem-
estate and heavy equipment-not surers' suit against Itel and the "Bland Payne indicated that ber

the value of computer leases and other defendants is insurance on a what was being insured was real In another major oil loss, observers say it would be very hard for
equipment computer lease contract between estate and heavy equipment the U S. to recover anything of the 011 spill damage to Texas

Along with Itel, the suit names Itel and the state of Georgia for two against the possibility of earth- beaches caused by a well blowout offthe Yucatan Peninsula Mex-
Marsh & McLennan, Americas In- computers valued at $2 7 million quakes in Marin County which ico carried no msurance on the Campeche well at the time of the
surance Co and Guarantee Ap- Georgia cancelled the contract m could destroy property and drive blowout June 3

praisal Corp Itel denied the June and when Itel sold the com- real estate prices down," charged
charges, the other defendants re- puters it was for $16 million less John Markham, lawyer for the
fused to comment than the computers' appraised plaintiffs Kemper ends contracts in N.J.value established m 1977 by Guar- None of the reinsurers has paid

Itel Corp. is already suing Marsh antee Appraisal Corp Itel claimed any ofthe Itel claim, Mr Markham SUMMIT, N J -The Kemper Group is ending all of its contracts
& MeLennan and Americas for $1,621,559 under its policy with said The suit asks that the con- with property and casualty agents here in a move to eliminate multi
payment of the claim some of Americas, less a $60,000 deducti- tracts be declared void andthatthe million dollar private auto Insurance losses
Americas' reinsurers are now fight- ble court award the plaintiffs $20 mil- The insurer will continue to write commercial lines through li-
ing Itel demands in its Suit also When Americas tried to collect lion in damages censed New Jersey brokers, said Mid-Atlantic marketing manager
filed here that Americas pay a $16 from its reinsurers on the Itel Mr Markham would not elabo- Gerald Carmody Most of the commercial agents who have been
million claimandthateach ofthe policy-whichwas 100% reinsured rateon how Bland Payne "indica- terminated will still be able to place business with Kemper if they
defendants pay $25 million in dam- according to the reinsurers' suit- ted" that the reinsurance was for have broker licenses, he noted
ages (BI, Aug 6) arguments began The nine rein- anything else besides computer Kemper WI'ltes about $22 5 million in commercial premiums in

The computer leasing policies, surer plaintiffs, holding 475% of leases, explaining that would have the state on a variety of risks Though the contract cancellation is
underwritten primarily by Lloyd's the risk, allege they first learned to wait for the discovery process of designed to pull the insurer out of the auto market, Kemper is Stlll
o f London and British msurers be- the true nature of the reinsurance the suit The plaintiffs "have proof interested 17 expanding commercial business, accordlng to Mr

that they did this," he said Carmody
"It is not that unusual for some- The New Jersey insurance department recently denied Kemper aNewspaper publisher thing like this to happen, for an in- private auto rate increase

surance company to go to court
and say I thought I was insuring X,

sued by former editor but it turns out I was insuring Y 'If Pension panel sets hearingsthey can prove this, they can get
out of the policy We think we can WASHINGTON-President Carter's commission on pension

NEW YORK-The former editor the contract prove it," Mr Markham said policy, which is trying to chart a course for policymakers on pen-
of the New York Amsterdam News After publication of the critical sion and retirement income issues, has scheduled public hearings
has charged in a $1 15 million law- article in April 1978, the city's con- Plaintiffs to the suit are Sentry and the topics to be discussed this year
suit that publisher John Procope tract with Bowman became sub- Insurance Co (U K ) Ltd , Hanseco Except where noted, all the hearings will be held at commission
ordered publication of editorials Ject to monthly review by the Insurance Co Ltd, Ennia Insur- headquarters at 736 Jackson Place or the New Executive Office
supporting Mayor Edward I Koch Board of Estimate, the suit alleges ance Co Ltd , CNA Reinsurance of Building at 726 Jackson Place in Washington Both buildings are
so broker E G Bowman Co could Mr Rollins is seeking $21,042 30 London Ltd, Yasuda Fire & Ma- directly across the street from the White House
retain a $10 million city contract for breach of contract and $1 mil- rine Insurance Co Ltd, New India Aug. 21: What is an appropriate retirement agep 930am-4pm,

Brooklyn-based E G Bowman lion for defamation ofcharacter be- Assurance Co Ltd, South British Room 2010, 726 Jackson Place
Co is owned by Mr Procope's cause of dissemination of the con- Insurance Co Ltd , Sumitomo Ma- Sept. 7: Review of pension systems in other countries 9am-2
wife, Ernesta The firm receives a tents of his dismissal notice from rine & Fire Insurance Co Ltd , and p m, Commission Library, 736 Jackson Place
$250,000 management fee for ser- the Amsterdam News and ltS Gothaer Versicherungsbank The Sept. 27: Discussion of disability benefits 9am-2 pm, Room
vicing the group coverages for owners He seeks an additional suit states that these nine compa- 2010, 726 Jackson Place
13,500 employes of city anti- $121,042.30 from E G Bowman Co nies heldatotalof47 5% oftherein- Sept. 28: The role o f private versus public pension systems and
poverty agencies and Mrs Procope, alleging their in- surance on the leases, with CNA savings 830am-5 pm, Room 2008,726 Jackson Place

Bryant Rollins, who was fired as tervention resulted in his firing and Yasuda each holding 10% The Oct. 10: Discussion of integration of Social Security benefits
editor of the weekly newspaper in Attorneys for Mr Rollins de- reinsurers of the remaining 52 5% with private pensions 9am-4pm, Room 2008,726 Jackson Place
April, charges that after another clined to comment on the case, ad- are unknown Oct. 24: What is an adequate retirement income level'> 10 a m -4
weekly ran an article critical of the ding that an out-o f-court settle- The suit continues to add to the p m, Detroit Plaza Hotel, Renaissance Center, Detroit, Mich
Bowman contract and the firm's ment may be achieved shortly woes of Itel Corp , which is slash- Nov. 29: Tax treatment of pension contributions and benefits 9
ties to the Amsterdam News, Mr Mrs Procope characterized the mg staff to cut back on operating am-4 pm, Room 2008,726 Jackson Place
Procope ordered him to run alt- charges as "maliciousness and un- costs The company estimated in Nov. 29: Pension income and coverage o f women and minorities
cles favorable to Mayor Koch and truths" and said she would not an- June it would lose $10 million in 930 am-4 pm, Room 2010, 726 Jackson Place
those responsible for renewal of swer questions regarding them • the second quarter this year, but Nov. 30: Regular commission meeting 930 am-4 pm, Room

has since said it could go higher 2010, 726 Jackson Place
One possible source of cash for Dec. 11: Ownership, control and management of pension fund

Special issues coming up Itel is Lloyd's, where Itel has filed assets 10 a m -4p m , Location not set yet
$100 million worth of claims for The commission hearings are open to the public
computer-leasing losses .

Variety The spice of life
For the insurance manager, the broker and the under- errors & Ads aren't jury tampering: Court

writer, unpredictable risks provide day-to-day challenges.
NEW YORK-A New York district Judge hasthrownout asuitbyAll risks have an element of unpredictability, but there are omissions three accident victims who charged that an Aetna Life & Casualty

some risks so unusual they present a different kind o f prob- advocacy advertising campaign about problems m the tort system
lem, and sometimes, different kinds of insurance needs dew·wed them of their constitutional right to a fair trial

Special risks make special reading Once a year we send • A chart in the Perspective Sec- U S district Judge Charles Sifton rejected the plaintiffs charges
our editors out to do stories on some of the uncommon tion of the Aug 6 1SSUe suggested that statements in the ads were designed to influence potential
exposures insured during the year Special risks also re- acceptable performance by an in- Jurors and thus constituted lury tampering

quire a special kind of expertise on the part of those who surance broker The time it should Judge Sifton said the Jurytamperingcharge was "highly specula-
take a broker to submit a new pro- tive "buy insurance. broker it and underwrite it
posal is 30 to 60 days, according to The ads, which the plaintiffs sought to stop, warned that theBusiness Insurance's Oct 29 issue will take a closeup look the author Because of a typo- money to pay for high awards doesn't "grow on trees," but comes

at unusual risks and the special people who handle them If graphical error, the item was not out of premiums the public pays for insurance
you have an unusual risk you've Insured, let us know by shaded to indicate the answer
calling or writing Kathryn Mcintyre at Business Insurance, . The identifications of Charles
740 N Rush St, Chicago, Ill. 60611, 312-649-5286 Mather, president of Rollins Bur- index

dick Hunter Co, and George Bur-
Coming soon. The second annual directory of excess/ rows, vice chairman of RBH, were Editorial opinions... ..... . 10 Vol 13, No 17-Business Insur-

surplus lines brokers nationwide will be published in the mistakenly switched on page 36 of Around the states......
.... 15 ance [ISSN 0007-6864] is

the Aug 6 issue In the same issue, Infoforbuyers ............ . 20 published every other Mondayspecial Excess/Surplus Issue, Sept 17 A mailing was made
the printer mistakenly inserted a Dates forbuyers . ... ...... . 20 at 740 Rush St , Chicago, Illto 500 excess/surplus brokers for information to be in- photograph of Donald King, senior Perspectives.......... .... 27 60611 Controlled circulationcluded in the listings If you've not received a letter and the vp of Corroon & Black in Nash- Legal briefs .............. . 32 postage paid at Brookfield, Wis,proper form, but would like to have your excess/surplus ville, where the photograph of Benefittaxslants..... 33 Chicago, Ill , and New York,

brokerage firm appear in the directory listing, call Phyllis Robert L Emett, chairman of London line ..
............ .34 N Y Copyright 1979 by Crain

Gallagher at 312-649-5398. Pinehurst Corp, should have ap- riskWatch.................42 Communications Inc
peared
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Benefit trust sues

to regain its status
as valid ERISA plan "-

By JERRY GEISEL ther state moves against the trust
may be delayed until the Labor

LOS ANGELES-The battle Department-IBT suit is settled,
over whether self-funded multiple sources said 11 -

employer trusts are employe bene- IBT administrator Thomas
fit plans covered under the pension Wilkie said the trust was formed in

-1 £
4 -

reform law lS headed back to the accordance with ERISA "We are

courts again operating as the law intended us to

Insurance & Prepaid Benefits do," he said Mr Wilkie said the Iii
Trust of Tustin, Calif, has filed suit trust is controlled by a board of em-
in U S district court here against ployer trustees and that there is a

the U S Department of Labor, ask- commonality of interest among
ing the court to order the depart- participants, tests the Labor De-
ment to recognize that IBT is an partment has established to judge
employe benefit plan under whether a self-funded trust quali-
ERISA fied as an employe benefit plan un- -

der ERISA

Such recognition would remove Mr Wilkie said the Labor De-
the trust from state regulation and partment "missed the boat" in rub 4 V SU.liED ARM Oloqdleave it subject to only federal reg- ing IBT is not an employe benefit
ulation under ERISA plan He said he believes the de-

In an advisory opinion letter re- partment did so because ofadverse
leased last month, the Labor De- publicity surrounding METs and
partment said IBT was not an em- because of insurance industry 1 .11

ploye benefit plan but a " fundmg pressure on the department to curb
vehicle" (BI, Aug 6) A California the trusts Arena cave-in Kills 5, hurts 15
judge previously ruled that IBT Mr Wilkie also charged that

was a benefit plan under ERISA press coverage ofthe METs contro- By MARY ELLEN McKEE surer is Aetna Insurance Co The package policy for
Since the Labor Department was versy has been one-sided An inor- $1 million ofcoverage was brokered by Arthur J Gal-

not a party in the California case, dinate amount of publicity has ROSEMONT, Ill -Five workers were killed and lagher & Co of Rolling Meadows
which involved a private dispute been focused on the few METs that 15 were injured after the roof of a suburban Chicago Supported by 90-foot wooden beams each

between IBT and Security Health have gone bankrupt, he contended, sports stadium coilapsed while under construction weighing a ton, the rooffell in at the center and broke
Plan, a health care provider, the de- -while the media have ignored the Damage to the 20,000-seat facility, which was about from the supports to the concrete wall only seconds
partment said it would not be successful METs that provide a one-third completed, was estimated at Just under $3 after a low flying Jetliner had passed overhead
bound by the California ruling valuable public service by offermg million But that figure is very "conservative," em- Vibrations from the steady stream of jets that fly

Now that the Labor Department affordable health insurance bene- phasized a spokesman for the village over the construction site will be evaluated in the

has been named as the defendant fits to small employers-a group he The Village of Rosemont, developer of the stadium, investigation into the cause of the cave-in
in the latest California suit, a fed- thinks commercial insurers have has $6 million of insurance on the proJect under a The Federal Aviation Administration reported that
eral court will determine whether shunned builders risk policy underwritten by Birmingham In- in the hour before the roof collapsed as many as 65

IBT is an employe benefit plan or is IBT covers 9,000 participants in surance Co of Pennsylvania and $2 million under an planes flew over the unfinished sports arena
operating as an unauthorized in- California and receives more than umbrella policy underwritten by Holland-America The stadium was designed by architect Anthony M
surer, as state regulators contend S3 million in annual premiums Insurance Co of Los Angeles The builders risk pol- Rossi of Addison, Ill Degen & Rosato Construction

After the Labor Department re- Comprehensive medical and hos- icy has a $5,000 deductible Co of Bloomingdale, Ill acted as proJect coordinator
leasedits advisory letterturning its pital benefits cost $32 a month for Each of the more than a dozen contractors on the Meanwhile, the Occupational Safety & Health Ad-
thumbs down on IBT's contention individual coverage, while family project purchased its own workers compensation m- mmistration, based on information garnered from its
that lt lS an employe benefit plan, coverage costs an average $80 a surance initial investigation immediately following the crash,
California insurance officials said month Rosemont is protected from liability under broad, lS ordering a full scale catastrophe investigation
they were contemplating legal ac- ' We offer better benefits for less all-encompassing hold harmless agreements with the Engineering consultants Wiss, Janney, Elstner & As-
tion to shut the trust down No or the same money as insurers," contractors, Business Insurance learned sociates ofNorthbrook have been hired by the village
such action has been taken and fur- Mr Wilkie said • The village's comprehensive general liability in- to analyze the cause of the cave-in

the benefit beat

UPS delivers improved health benefits to 74,000
The Teamsters Union and United Parcel Service have rati- The unions maintain that the contributory pension plan is state pays the cost of medical and hfe benefits for its em-

fied a new three-year contract increasing sickness, life and a takeaway item and reflects the growing antlunion senti- ployes and teachers
mglor medical insurance benefits for some 74,000 employes ment of Westinghouse management Westinghouse, on the Equitable was the low bidder for the two programs, beat-

Weekly sickness benefits are increased to $135 from $125 other hand, lS puzzled by the unions' refusal to accept the ing bids by Provident Life, Prudential, Blue Cross/Blue
and malor medical insurance limits are raised to $500,000 plan, because the employes are getting much higher benefit Shield, Pilot Life and Metropohtan among the 13 other bid-
from $250,000 a year after a $50 deductible Insurance pay- levels for a minimal contribution, a Westinghouse official ders
ments for eyeglass frames are increased to $30 from $20 said

Life insurance coverage for a worker remains calculated at A new dental program also was offered in the Wes- Describing HMOs2,080 hours times the worker's hourly wage, which will in- tinghouse contract which covers checkups, cleanings,
crease 80 cents an hour in the first year of the contract and 35 diagnostics, fillings, bridgework and crowns Reimburse- Employers are informing their employes about health
cents in eich of the second and third years Life insurance ment would be on a fixed fee scnedule designed to approxi- maintenance organizations and dual choice concepts, ac-
coverage for a worker's spouse is increased to $5,000 from mate 100% of reasonable and customary charges for preven- cording to the results of a recent survey of 43 organizations
$2,000 and to $2,000 from $1,500 for a worker's chlld tive procedures and 50% of reasonable and customary nationwide prepared by Personnel Research Associates of

Blue Cross/Blue Shield underwrites UPS's medical and charges for restorative and prosthodontic procedures Verona, N J

dental coverage and Aetna underwrites the life insurance Of the 43 companies surveyed, 27 or 63% said the HMO
UPS will pick up the entire tab for the increase in benefits, $892,000 savings story reaches the employe's home A company-produced
but a company spokesman was unable to estimate cost ofthe mailing on HMOs, however, has not caught on among the

increases The state of West Virginia expects to save $892,000 next surveyed companies with only 16 or 37% preparing their own
year on its group insurance programs for 95,000 employes HMO mailing Of those 16 employers, over half were large
under two new contracts renegotiated with Equitable Life companies with more than 20,000 employes and multiple
Assurance Society sites

Three unions representing 37,400 employes of Wes- The Public Employes Insurance Board says $772,000 will A letter explaining the differences between an HMO and
tinghouse Electric Corp are back at the negotiating tables be saved on the administrative services only contract with health insurance, costs, enrollment periods and procedures,
after walking out over an optional contributory pension plan the insurer by changing the calculation of fees for processing times and locations of meetings is used by 41 or 95% ofthe
Westinghouse proposed The pressmg need for a contract claims under the medical benefits program Equitable has companies Thirty-seven companies or 86% issue a benefits
drew the unions back to negotiations charged a service fee of 3 52% of claims paid, an arrangement comparison and 33 or 77% o f the companies use both

Westinghouse is offering a contributory plan under which some legislators criticized as lacking incentive for close methods to pass on the HMO message
all current employes would pay 3% of annual income over screening of claims Two-thirds of the companies surveyed also allow HMO
$13,400 New employes would have to contribute 3% of in- The new contract effective July 1 provides for a flat fee of meetmgs on company time and nearly 79% allow the HMO
come earned over $9,000 Linked to this is an offerto raise the $1 21 per covered employe per month, producing an annual some form of direct access to the employe
minimum pension benefit to $15 a month per year of service cost of $14 million for claims administration Annual claims
from $11. If a worker refused tojoin the contributory plan, his are estimated at $67 3 million
pension would be frozen at the $11 rate The board also awarded Equitable a new contract to con- Benent Beat keeps nsk managers and emplove benefu

Under the Westinghouse plan, only workers who earn less tinue as insurer for hfe insurance for $3 9 million By reduc- managers abreast of changes in plans around the country as
than $645 an hour would not have to contribute But the ing the portion of premium for administrative costs, the new well as other important developments. We'd hke to know if
average pay at Westinghouse islikely to rise to about $8 80 an contract will save the state $120,000 You've made ant/ changes or know ofanv signi,Acant develop-
hour by the end ofa three-year contract given a 10% inflation State employes, public school teachers and many local ments Wnte Kathrvn J Mdntvre,Bustness Insurance, 740 N

rate, one union official cautioned government employes are enrolled in the programs The Rush St, Chtcago, Ill, 60611 or call (312) 649-5286
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I]nscrers, Srokes Jispute use ot exchange
By ELLIS SIMON direct domestic underwriter The submitted a r*ort t= the depart- Enlircdr,e, scut,ve,pofMarsh & Holbrook sind re---ding to the

Ans,Arance lepar'trnent b'C hkely mentdetaal:ng-nalar, randminor- McLennan Inc Mr Holbrook is insurance indust, grecommenda-
NEW YORK-Twc opposing be Bersuaded by "how loudly the ry positicns c n the , zition pro- 00 3 of two broker members on tions

proposalb on how the Ywew York twngroups scream,"insurance su- cess A so -lic 3 close to rp.2 -or>'ntt- e-,riiange s bcard of governors M&M chairman L Patto:„ Kline

Free Trade Zone should filterbisi- perintendent Alberf B Lewis said ise summarized its zir,Cing: fEB predicted the brokers' pro- has called fot chmination of the
ness before it Lan be bartered atthe The insurance department is re- On large irtmiuri- r sT, s,the rna- r.iral would "fliI[ow the spint of free trade zone as as impediment
New York Insurance Ex-hang€ are quired b> law zo kssue the regula- prt-' view -aled fc, 8 tivs-step t esLrp].uslineslaw" forcer:ifying topla:ingdirectdorpestic business
being prepored forthe Ner YorS tiondetailing lioubusinessisiobe procedure uhereef J free trade T - ata ristr 's eligible to be placed in on the exchange "We should dia-
insurance depirtment considered rejetd by the zone comnintep w: uld }13 ge the Lio ic's or another surplus lines mantle this imped iment with a

Ato ids are insurancecompante: frade wne oefcre it can be submit- risk submitted to thres companies r.-Fiet scalpel, as quickly and r,GInleSS]y
and trokers edtotheexehange, but hss cotar- :flerinitial reection -r, five other (2urri-us lines la' vs, ng from as possible," he told members of

Ins_rers, whichpari 24>ateirthz getdate fo-_t, Mr Lew,ssaid Free trade zore companies The mi- sta'= to state, Base-' 3 sre de- Ne,1 -York's financial community
,tate residual mark€rs and the. nority report amply nalls for five :32-rei to protect U ' amitted in- al a recent M&M-sporsored meer-
guamnv func anc pay premium The free trade zone js composed dechnations strers The raws ba, cally require mg
taxes» argue toey want to protect ,if special R 1 censed insurance On Unt-5 -All rks'fY, the naprity hat mverage beunavailable inthe How=ver, Mr Le:, s and insur-

themselves from unfair compet_- sompanie,R granted an exemption view ca.le, -'or three declinations sk r dard markets or at an unac- ance industry officials ec unter that
tion The brokers want easy access from pr,arisrroval onrateorform while the eninority pos:tion de- cotable prrce before ihe buyer unrestr.cted acces. iu the ex-
to the Cedglirs sivncicate marget foi risks gen2rating more than manaed ine declinations ray tar th-surplus lines markets change Nould place licersed com-

Hop -be init-,rance departmert $100,000 p-em um or mclucled on The brokersige ird-prf-ys pomt Flnles at a compebuve Jlsafean-
recides to regalate the inter facer f the aepar[ment's list of unusual of v.ew, prs-u-nably mere liberat -t w, ould be ludicrous ' y begin sage since tne exchange is not re-
the >.6 trade zone and insurance risks shouldbe rs:di for presentation to (t he exchange) from a position quired to participate in the state re-
exchar,se will likely determi„5 the An ad hoc committee of free the insurance depdrtment within - th requirements more stringent sidual markets and guaranty fund
exchInge's atility to compete as a trade zone licensedcompanies has -everal wees, said David :wn for Keess to Lloyd'r' Ajr flor must it pay state premium

taxi b

kilthough it has no i done so Mei,
RIMS also intends to contribute to
the crafting of the free zone'

insurance exchange interface regil-

6- lation, accordinp to Edith Lichota,
RFMS vp-got,ernmentaj affair.

Ms Lichota said the regulation
"should not make the exchange
any more inarressible than the

1 0
j

other excess and surplus mar-
1 b gets "

-

1 ExchangeIi
investmet*

4 risky: Execs
10 f:'li'

,1
NEW YORK--Potential inves-

tors in New Yoik hisuratee Ex-

change Syrdicates stould recog-
f

*r r-
nize there are 1 :sks, Marsh &

f i l.

11
MeLennan Cos ey-:utives told

members of the finpncial commu-

nitv at a recent MSM sponsored
seminar on the exchange

"With the leadership It has torte.Yr,
the New York Insurance Exchange

j
Could become d major financial in-
strution," said Bruce W Schnitzer,
chief financial officerof M&]M Cos

"But the seeds are also there for pn

/00* 1/ r

REIT (reaj estate investment trusc-

r-" r· 4
791 + f or -[: and thar E what we 14

--
0

#- ried about "

Real estate inv€ c wnent tiuss

h25

Nere popular inth I ri.,estors during
the early 1970s, b,it when fhe real
estate market bettomed out

ajound 1975 mar,y or the REITs
:*-4-    #i --- found themselver 0„erle'Fraged

and v -= - r-e: f nio bankruptcy
0 M b arning to potential in-&

M.

vertment L,ankers for prchange
syndicates '.ary>e do its L .- -- Frit-
ing management subs
Amen:5]3 Overs=as It«= 0 --tent

Corp , .,Ias being r r' d aL' 40rity

j
from M&M's bo: i o directors to
Capitalize 2 $16 111101-1 syridicate

\ 8<&M intends to tiLY forporate
t

9 Jit. *n ...
01, *ts Or - subsidiaries lo inveL.

m its sy rid -P :, including clients
16.0

0 1 Ld 67 M Inc (Insurarfe broker-
age),Guy Csr= nier& 00 (reirisur-
ance 1 2

r MS,M Inter-
nat tinc an aft,]Isted London

l broker C T Bowring Arre=iran
6.,crssac premdent Edward
G sc,iwind said

.

4 While the exchange could prove
3 "great boon" to the insurenee T n-
dustry, it must be ar efficient rnar

AK
ket if it is io be 361'Ce-sful, said L

Paton Kline, chairman of M&M
j

F I '4 In- He cautioi)€d that s-.od,cates
1

with underwriting operations off
- the exchange could inter fere mth

that e'Tiofrey by b/passing the
el,· barge

"The .halier.ge is to make the ex-
change so efficient that this can't
hsppen in good faith '

Meanwhile, J L Kelly Inc of
New York and Febert A Lake of

i North field, Ill, *ere approved as
- bi oker members



Every business has its risks. It takes
a partnership effort to manage them.

Photographed at Cheyenne Frontle: Days by Lewis Portno, Spectra-Action

BUSINESS INSURANCEIS A PARTNERSHIR

If you run a business, you
know that each day brings
new challenges. But one thing
remains constant. Controlling
insurance losses is always the
surest way of controlling
insurance costs. It's done best

when a knowledgeable
insurance company works
closely with a dedicated
policyholder who is willing to
take action on his own behalf

to prevent losses.
At Employers Insurance

of Wausau, that's the kind of
policyholder we go out of our
way to help. If you're looking
for an effective partner in
managing insurance risks, get
to know the people who know
business insurance like

nobody else in the business.

Come to the source

Wausau Insurance Companies
Employers Insurance of Wausau
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Water districts take plunge into risk poo 1
By CLIVE HALLETT

LOS ANGELES-Despite re-
cent attractive offers from compet-
itive insurers and some insurance

industry opposition, 84 California
water districts are finalizing plans
to form a liability risk sharing pool
Oct. 1.

The joint powers insurance au-
thority, to be started with between
$2.2 million and $2.5 million in pre-
miums, could attract the largest
number of members of all the

state's municipal pools, says the
broker for the pool.

Primarily, it will underwrite
comprehensive general liability,
auto liability and officials' errors
and omissions. Fifteen agencies

also have opted for a related pro-
gram of dam-failure coverage.

California's water-supplying dis-
tricts were among the public agen-
cies that were squeezed until they
hurt when the liability insurance
markets tightened in the mid-
1970s. Some saw their premiums
triple overnight. Others were left
hanging precariously with no cov-
erage at all.

The hardest-hit members of the

Assn. ofCalifornia Water Agencies
decided then that they would not
leave themselves at the mercy of
the market again.

They began looking at the possi-
bility of forming a joint liability
pool that would take them off the
roller coaster ride of premium fluc-
tuations and provide a more com-
prehensive insurance program at
lower cost.

The joint program remained at-
tractive even though the market

has softened considerably and the
big insurers have come wooing
again. And most of the water dis-
tricts failed to be browbeaten by
certain local brokers who reacted

angrily at losing tradit-onal busi-
ness.

Bud Griffin ofWarren, MeVeigh
& Griffin, the risk and insurance
management consultants who are
developing the blueprints for the
JPIA, says the pool will allow
members"to cut costs, to get bester
control of claims handling, to de-
velop their own data base and to
provide other risk management
services such as loss prevention
and safety programs which most of
them have never had before." Dis-

tricts not participating will benefit
from the pool's existence, generat-
ing competition that will help to

lower rates generally, he says.
The JPIA will charge a deposit

premium for each agency based on
1978-79 quotations from private in-
surers and assess dividends or ex-

tra payments according to loss
records after two years.

Agencies share catastrophic
losses and fixed or administrative

costs based on the size oftheir pay-
roll. They are also responsible for
their own losses within predeter-
mined retentions of $2,500, $5,000
or $10,000. The pool will pay losses
above the retentions to $500,000
and reinsure above $500,000 to $10
million.

Premium savings are estimated
at about 20 to 30%, with a potential
for even greater dividends depend-
ing upon final quotations. Some
savings will be kept in the pool to
build a catastrophe reserve of

The Corroon  Black
Business Insurance Checkup:

It gives you a 20/20 view
ofyour risk coverage.

0

*0
f

00

4

I

When you're very close to the problems involved in risk manage-
ment, it's hard to see the entire picture clearly. And it can be even
harder to understand the fine print. That's where a Corroon &
Black checkup can help. We're one of the world's top ten insurance
brokers. And one of the fastest growing, too.

From customer order to consumer use, we'll diagnose all the
potential risks for your business. Measure the financial impact of
each. Formulate a policy for controlling it. And prescribe a total
risk management program to match your company's needs exactly.
It's the approach Corroon & Black has used successfully for
seventy-five years, for companies of all sizes - all over the world.

See what the Corroon & Black team can do for you. Make
an appointment now. It will open your eyes.

For a Complete Checkup,
call Richard M. Miller, President, toll-free at 800-221-7024

(In New York, call collect 212-3634100)

Corroon & Black
Wall Street Plaza, New York, New York .0005

Offices Nationwide and Worldwide

$750,000 to $1 million, theexact fig-
ure still to be determined.

Most districts will raise liability
ceilings-one by as much as 20
times-and some have benefited

from preparatory studies by learn-
ing where to slash unimportant or'
overpriced coverage.

"The alternative to the pool was,
business as usual," says Mike En-
field of Marsh & MeLennan, who is
handling the account. "But busi-
ness as usual was costly."

In the new pool, water districts
can stabilize their insurance pro-
grams and bring their premiums
into line with their loss records, he
noted. The hefty premium hikes of

three and four years ago often had
"no loss experience whatsoever to

support them."
Claims adjusters and brokers

had often kept the agencies in the
dark about settlements in their

name and many agencies say they
are hoping for improved communi-
cations. GAB Business Services,

which will handle the pool's
claims, has assigned an officer to
administertheagencies' accountin
Sacramento.

"Our members had felt a sense o f

frustration over the years at the
overwillingness of the insurance
companies to settle claims entirely
without merit," says John Fraser,
executive director and general
counselofthewateragencies'asso-
ciation in Sacramento.

Some districts also made do with
less insurance than was advisable

in the face of the increasing num-

ber of lawsuits filed against them,
he noted. And while lawsuits were 1

multiplying, courts have been too
eager to grant damages against
public agencies, Mr. Fraser com-
plained, and the legislature has re-
fused to pass tort reform to correct
that tendency.

But the insurance industry !
wasn't entirely favorable toward
the new pool when it was taking
shape.

Some brokers grew openly hos-
tile at the JPIA and in one case

there was "an out-and-out effort to

pirate our concept" and repackage
it in a bid to bypass the JPIA, Mr.
Fraser said.

One broker who had offered to

handle the JPIA account then took

another tack when he lost the busi-

ness. He mailed out what one recip-
ient described as "multi-page mis-
siles" aimed at discrediting the
project and promoting the broker's
alternative insurance program.

Other opposition came from
hometown brokers who thought
they had a right to the business
they had been writing in their own
neighborhoods. Some o f the water
districts had brokers or others with

a vested interest in the status quo
serving on their executive boards.

Several agencies involved in the
JPIA feasibility studies dropped
out, saying they genuinely be-
lieved they could negotiate a better
deal individually.

But the pool lost some of the big
districts because of politicking,
said Lyndon Burzell, general man-
ager of the San Diego Water Au-
thority.

"I'm surprised we kept together
the way we did with all the pres-
sures from the insurance indus-

try," he said. "But in the end most
of (the districts) remembered they
had been burned and that it could

happen again."
Opponents of the JPIA had sug-

gested the scheme would be run by
amateurs although both Mr. Bur-
zell and Mr. Fraser said the group
had experienced no difficulty in at-
tracting the highest caliber of pro-
fessionals. The formation of the

pool also tapped a rich source of
expertise from among water
agency association members. •
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INTR CING
LAN TO SE
ERICAS TOP
UTIVE OM

FINANCIAL RUIN.

Today executives all over thecounty
face the possibility of financial min at any
time.

The reason they're all Vulnerable·is
simply because they serve on outside
boards of directors, and they could be
sued. For a lot of money And untl now,
there was-little protection for them

The only protection available was to
get an outside director's clause written into
your company's regular D&0 Liability
Policy (for a premium). But with that cover-
age you're limited. And still vulnerable.
Andthe outside directors could betaking
away money needed to protect their com-
pany's own board of directols. (If the
outside directors are sued, itfeduces the
amount of coverage available for a com-
pany's own board of directors. Itcan even
wipe out.the D&0 coverage entirely.)

The truth is, ifyou serve onanoutside
board and get sued, not only could you
be liable, so could your company.

In fact, the threat of lawsuits has gotten

so bad, and the settlements so high, many is just one of over 300 policies AIG offers,
executives are now hesitating to accept through our more than 160 member com-
outside directorships panies, in more than 130 countries.

American Home/National Union, For more information, send in the
member companies of AIG, have just coupon below.
come upwithaplanto change all that. If it's important for you to serve on an

We've introduced Outside©irectors outside board of directors; it's even more
Liability Insurance. important to be protected:

It's a separate policy bought
by a parent company, which
already has D&0, to cover any of AIGS"OUTSIDE DIRECTORS' POLICY

E---
0-Ill

Please send me more information on Outside Directors-7their directors, officers or em-
ployees who are. serving on out-
side boards at ihe request of the
parent company

So for the first time a corn-

pany carl offer their executives real
protection. And the possibility of
financial ruin for any executive
becomes almost an impossibility

We're very proud to be the
first to recognize the need for this
kind of policy andto act on it.

Our Outside Directors Policy

Name

Firm

Address

American International Group
Dept. A, 70 Pine Street, New York, NY. 10005

TAl·

 WE OFFER MORE KINDS OF INSURANCE '1[p)

THAN ANYONE IN THE BUSINESS.

 }2321*3Snraoyfiecsnmt,2[thbraonkjocgby _i]
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editorial opinions letters
Business Insurance welcomes letters from its readers. Please keep your
comments as bnef as possible and we reserve the nght to edit or shorten

Second opinions untapped letters for clarity or space. Please send your comments to Letters to the
Editor, Business Insurance, 740 N Rush St, Chicago, m 60611

q ECOND OPINIONS now being re- getting a second opinion on surgery rec- Stunned d isa pproval lenequipmentis fenced And some
L)quired by more employers and unions ommended by a family physician. In a seems not to be stolen at all, but lS

To the editor I would hope that used as a means of swmdhng thebefore insured workers can have surgery 12-month period, not a single employe in Business Insurance would express banks and/or the insurance compa
haven't turned out to be the boon they either firm (both of which employ thou- ltS dismay and that of many risk nies
were expected to be. sands of workers) bothered to seek a sec- managers concerning the Lloyd's The people involved in lifting

computer leasing experience this equipment are remarkablyOriginally envisioned as a cost saving ond opinion, much to the employers' dls- I have, along with others, ex- skillful
tool, second opinions were instituted in may. pressed my stunned disapproval m Belden Menkus

rnany employe benefit programs as a way This has much to do with the feeling of readingofthis almost unbelievable Security consultant, Middleville,
computer leasmg insurance fiasco N.J

to limit the enormous number o f unneces- implicit trust a person has in an attendmg engaged in by many Lloyd's syndi-
sary operations performed each year. Nat- physician. particularly if the person is feel- cates and, one must assume, the B&M defense
urally, it has been in the employers' best ing sick and doesn't want to experience a brokers that brought it to them

To realize that Lloyd's was ac- To the editor' your editorial in
interests for employes to seek second delay or use the energy necessary to ask cepting speculative risks- the April 16 edition of Business In-
opinions, since employers generally pay another doctor for a diagnosis. historically not a subject for surance displayed your lack of
the lion's share of surgical and hospital Both managers were discouraged, but insurance-during a period in knowledge about boiler and ma-

bills.
1973-76 when my company and the chinery insurance

suggested there's a next step they'll try m natural gas Industry generally were ISO may classify B&M insurance
Several benefit managers for large em- order to encourage employes to seek sec- belng seriously hmited as to capac- as a casualty line Why9 I don't

ployers recently revealed in conversation, ond opinions. They'll offer a cash payment ity for true "occurrence" loss know' However, almost all of the
however, that second opinions have of $10 to $50 (a bonus, if you will) to

placements is mcomprehensible US writers of B&M coverage treat
We have always needed and this line as a property line Are our

turned out to be a boondoggle mstead of a workers for seeing another doctor before leaned heavily upon the financial rates high? I don't think so Boiler
boon. In both cases, these companies pro- having surgery. They hope that kind ofcar- and business experience resources and machinery premiums repre-
vided full (100%) coverage of the cost of rot will work. ofthe Lloyd's community If it sur- sent about 5% of the total property

vives this misfortune we will need and casualty premiums written in
it agam However, serious risk the U S The average HPR risk has
managers must resent sharing a property damage and businessCompetition can be cruel their cornpanies' fortunes in specu- Interruption fire rate that runs be-
lative gambling on this scale Un- tween three cents and four cents

der these circumstances I find it per one hundred dollars of cover-
most difficult to sympathize with age This same type of risk has a6 6 TF YOU LEAVE THIS seminar with presents a better alternative for handling those who have flagrantly flouted boilerandmachinery rate that runs

lone thing today, remember simply the risks and puts together a wlnnlng pro- the traditions so long espoused by between eight mils and one cent
this trusted market and the bro- per hundred dollars of coveragethis point. The name of the game in risk gram offering real financial advantages
kers who profited therefrom Buyers ofB&M insurance gener-management is competition-but lt lS If a broker comes in with a great pro- A. Gordon Hanau ally establish the type of B&M pro-

cornpetition modified by the word 'legiti- grarn at a lower cost, I think he should get Assistant vp, risk management gram they desire Most buyers al-
rrlate department, Consolidated Natural low (or their brokers do)little if anythe business," states Mr. Cam

Gas Co , Pittsburgh, Pa flexibility in coverage Because ofSo said Bill Cain of Dayton Hudson What's really disillusioning, say many
the buyers demands. the industry

Corp recently, speaking to an audience of risk managers, lS the number of times Clear the record forms are standard Another factor

corporate managers learning about insur- when a risk/insurance manager finds a that causes standardized forms is

To the editor In your issue of the coverage itself Boiler coverageance management techniques new broker who builds the proverbial June 25, there was an article deal- is a named peril coverage The
Insurersand brokers are.extremely wary 'fbetter mousetrap" and achieves terrific ing with asbestos and some of the nanned peril is "an accident to an

of heated competition in-the insurance cost savings on overall insurance pro- issues surrounding it In discus- object " Other than writing a rather
sing Congresswoman- Fenwick's broad definition of an accident ormarketplace right now. They are-in some grams for a prospective client, only to have proposed legislation dealing with writing an extremely broad defini-

cases, rightly-warning corporate insur- the incumbent broker successfully hold the handling of asbestos claims of tion of an object, there is little to be
ance buyers and risk managers to be care- onto the corporate account because of a workers, your writer states that done with the basic peril

"Johns-Manville and the AFL-CIO Price fixing, You've got to beful about going out for competitive quotes "political" situation-the broker is a per- support the proposal " kidding' With the exception of cer-
on their property and liability programs. sonal friend Or relative of an influential On behalf of the AFL-CIO, I tam high hazard risks (public utili-
The reason to be careful, they say, iS that member o f senior management, usually would appreciate if you would cor- ties included), buyers of B&M cov-

rect the record in your next issue erage can obtain just about anythe crunch will surely come again, that the president or chairman. The AFL-CIO does not support the price they feel is proper on a boiler
price shouldn't be a buyer's sole concern Quite often, the incumbent broker will Fenwick bill and never nas contract Price competition today

and that insurers aren't inclined to look grudgingly come up with some cost sav- George H.R. Taylor lS brutal Slnce I am the manager of
Director, Department o f Occupa- a front line underwriting unit, I dokindly on a corporate buyer who disloyally ings, pushed as he is into doing a little bet- tional Safety and Health, AFL-CIO, speak with some authority in this

hops from insurer to insurer from year to ter by the client if only to save face. The Washington, D C area

year, shopping for the best price. risk manager is undercut and demoralized Why haven't other big property

Nobody argues with any of these state- by the whole process, the old broker Complex situation insurers Joined the ranks ofthe 13

(not six or eight) national boiler
ments, including buyers But a point Bill knows he can go back to coasting on this To the editor Re July 23 story and machinery insurersp Costi
made is a good one. He thinks it's impor- account and the competing broker feels "Contractors battle big rip-offs of What intelligent business person is

equipment " going to invest $3 million or $4 mil-tant to encourage competition among bro- used. Yet the example isn't farfetched- This situation seems to be much lion over a two or three year period
kers, if you're a buyer-not the kind of this happens all the time in the world of more complex than your story to start up the B&M department9
competition where a new broker tries to corporate insurance buying "I think that's would indicate A certain amount Expecially when the rate of return

of equipment theft lS done by the lS about 4% to 5% over a five yearwin the account simply by shaving the really cruel" to the people involved, says workers, with the apparent sup- period None of the buyers of
price, but the kind where a broker actually Bill Cain. port of their associates Some sto- Conttnued on page 46
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CAPTIVE INSURANCE
THE DECISIONS FOR 1980

AMR'S ANNUAL CONFERENCE ADDRESSES

Va/uation techniques
• LR.S. out/ook

• Ofshore Por(fo/io Strategies
• Outside Underwriting
o Reinsurance Options
• Claims Evaluations

• Reuised Management Strategies

IEW YORK - SEPTEMBER 20-21
For complete information call PAUL SAULO at (800) 223-6787 (outside N.Y. State) or
(212) 974-0800 (in N.Y. State) AMR International. Inc., 1370 Avenue of the Americas,

New York, N.Y. 10019

Group Long Term Disability...

Will try again

Ohio petition drive fails
to spur work comp vote

By JACK THORNTON

COLUMBUS, Ohio-The peti-
tion drive to place a workers com-
pensation referendum on the Ohio
ballot Nov. 6 fell short ofts goal at
the Aug. 8 filing deadline.

But the backers, an ad hoc politi-
cal action group here called
Ohioans for a Free Choice, aren't
giving up. They have begun c.rcu-
lating new petitions for an :ddi-
tional 100,000 names, saii execu-
tive director Stephen Sandler, who
hopes to get the questio n on the
June 1980 ballot.

Slightly more than 284,000
names were needed, equal to 10%

SOME TIME SOON YOU-MAY-CONSIDER,A NEW OR
DOHMAITni

REVISED GROUP LONG TERM DISABILITY PLAN.

WHEN YOUSARE THINKING ABOUT WHICH COMPANY

YOU MIGHTi BESTIS]EL
BE THE INSURANCEREMEMBER THAT IT MAY NOT.

COMPANY W[TH THEQLARGEST-V.OLUME OF GROUP LTD

BUSINESS, BUT IT MAY_BERHE:COMPANY THAT HAS

BEEN A BETTER UNDERWRITER OF THE BUSINESS IT

HAS ALREADY ACQUIRED.

BENEFrr TRUST UFE
INSURANCE COMPANY

1771 HOWARD STREET

CHICAGO. ILLINOIS 60626

(312) 274-8100

o fthe vote in the last Ohio guberna-
torial election. "We had that many
but we had less than a 5,000-vote
cushion," Mr. Sandler said. He said
as many as 20% of the signatures
may be disqualified after such peti-
tion campaigns.

The petition drive, begun five
months ago, aims to break the
state's monopoly on workers com-
pensation insurance, which is
handled by the Ohio Industrial
Commission (BI, April 30). If the
referendum fails, Ohio will remain
the only industrialized state in
which private insurers cannot
write workers compensation.

Mr. Sandler said that because the

5,000-vote cushion was so thin and
a lawsuit had been filed against the
petitioners, Ohioans for a Free
Choice decided to skip the 10-day
grace period for more signatures to
be collected.

The lawsuit was filed by three in-
dividuals with ties to the Asso-

ciated General Contractors of

Ohio, an association of nonunion
construction contractors, Mr.
Sandler said. The suit, filed in
Franklin County Common Pleas
Court here, alleges solicitors "did
not understand the issue and there-

fore gave a false synopsis to pro-
spective petition signers," he said.

The legal challenge, if successful,
would order the secretary of state,
Anthony J. Celebrese, not to cer-
tify the petitions. Other parties to
the contractors' suit are the Ohio

AFL-CIO Council and the workers

compensation service bureaus, pri-
vate companies which sell their ex-
pertise in dealing with the state bu-
reaucracy, Mr. Sandler added.

One hurdle that has been cleared

is a requirement that signatures be
collected from 5% ofthe voters in at

least 44 of the state's 88 counties.
Mr. Sandler said that test was met
in 56 counties.

Mr. Sandler blamed record sum-

mer rainfall for discouraging peti-
tion solicitors.

Most of the support for Ohioans
for a Free Choice has come from

employers, long disgruntled with
the premiums and fees they pay
and with state administration of

the insurance program. Employers
say breaking the state monopoly
will decrease their rates, even
though the proposed referendum
wouldn't abolish the state sys-
tem. I

Ohio work comp
costs to drop

COLUMBUS, Ohio-Employer
payments into the Ohio workers
compensation fund will be re-
duced an overall 3.3% due primar-

ily to high returns on investment
income despite increased adminis-

trative changes, says the state
workers compensation bureau.

Costs to some industries, such as
retail, will drop 7.5% while rates for
construction businesses will rise

about 2% Many others will remain
unchanged.

The average basic insurance rate
statewide will be $2.09 for each
$100 of payroll, five cents below the
present average of $2.04.

The state collected $606 million
in compensation premiums in 1978
and only $525 million is expected
under the new rates, effective Jan-
uary 1980. Investment income,
which totaled $146 million last
year, will supplement premiums.

Administrative charges to em-
ployers will be increased to gener-
ate an additional $42 million, $6.15
million of which will finance a re-

habilitation program. •
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Policyholder liable to excess insurer: Court
SAN FRANCISCO-A Califor-

nia appellate court has upheld a
1976 ruling in favor of an excess
insurer and against the policy-
holder and primary insurer carrier
for bad faith in failing to settle a
liability lawsuit within the primary
policy limits.

This is the first time an excess

insurance company has won a
judgment against the policyholder
for the policyholder's failure to
consent to a reasonable settlement,

California attorney H. Paul Breslin
said. This is also the first California

court case allowing an excess in-
surer to recover against a primary
carrier for the primary carrier's
failure to settle a liability case
within the primary policy limits,
Mr. Breslin added.

The case involved a wrongful
death action following a trench col-
lapse on a project for which Spink
Corp. was the consulting engineer.
Spink had a $100,000 professional
liability policy with American Mo-
torists, the primary insurer. The
policy had a $15,000 deductible and
required Spink to consent in writ-
ing to any settlement. Spink also
had an excess insurance policy
with Transit Casualty Co. with a $1
million limit.

The plaintiff offered to settle the
case for atotal o f $300,000 from five
defendants. Spink's share of the
settlement was $75,000, but the
firm refused to settle. American

Motorist did not try to persuade

Spink to settle.
The case went to court and Spink

and two other defendants were or-

dered to pay $632,000. Transit paid
$460.000 to settle the wrongful
death action and three related

cases then brought suit against
Spink and American Motorists to
recover the payments.

Program halted
LANSING-The Michigan Prod-

uct Liability Market Assistance
Program, established in 1977 to
help businesses obtain product lia-
bility insurance, ceased operating
Aug. 1.

A review by the Michigan insur-
ance commissionerdisclosed there

was little demand for the program.
However, MAP-Michigan could be
reactivated if there is a serious

problem with the availability of
product liability insurance. The In-
dependent Agents of Greater De-
troit will continue to provide a
mailing address and phone num-
ber for inquiries about product lia-
bility services.

Tort reform
MONTGOMERY-Alabama has

joined the ranks of states that have
passed tort reform legislation.

The measure (S.109), over-
whelmingly passed by the legisla-
ture and signed into law by Gov.
Forrest James, bars product liabil-
ity suits 10 years after the time a
product was put into use. The law

also requires suits to be filed no la-
ter than one year after the time of
injury.

The measure had been backed

by a broad coalition of business

groups.

Ski safety law
DENVER-The Colorado legis-

lature has passed a law outlining
the safety responsibilities of ski
area operators and skiers.

Based on the doctrine of com-

parative negligence, the bill re-
quires the operator to provide cer-
tain items of safety and direction,
such as markers warning of haz-

ards. The skier bears the burden of

knowing the range of his or her
ability.

Work comp increase
LINCOLN-A bill increasing

workers compensation benefits
was passed by the Nebraska legis-
lature and sent to the governor for
signature.

The bill (LB 114), sponsored by
Sen. John DeCamp of Neligh, in-
creases weekly maximum workers
compensation benefits to $180
from $155. The increase will mean a
1.9% hike in insurance premiums
Nebraska firms will pay for

workers compensation, estimated
Sen. DeCamp.

Reserve funds

ALBANY, N.Y.-Gov. Hugh Ca-

rey has signed a bill allowing local
governments to establish reserve
funds for liability losses.

Through the use of reserve
funds, local governments will be
able to self-insure or purchase in-
surance with larger deductibles.

MAP closed
CHICAGO-No demand for its

services this year has closed down

the Illinois marketing assistance
program for product liability insur-
ance.

Created and operated by product
liability insurers and brokers in
Illinois, the program was set up in

April 1977 to help businesses and
their brokers having difficulties
finding product liability insurance.
But in the last year, not a single
plea for help from MAP has been
heard.

Former Illinois insurance direc-

tor Richard L. Mathias, who has
since resigned, approved the disso-
lution of MAP July 9 provided the

program could be re-established if
it were needed.

Philip R. O'Connor, formerly
deputy director, is now acting di-
rector ofthe insurance department
in Illinois.

Surcharge dropped
TALLAHASSEE-The 8% sur-

charge on workers compensation
premiums paid to the Florida as-
signed risk plan was eliminated
Aug. 1, saving 57,000 employers an
estimated $8 million a year.

The plan, which provides insur-
ance to employers who can't find it
elsewhere, received $100 million in
premiums in 1978, primarily from
small businesses. •

Every Hour 4 New Companies
Trust Us With Their Lives.
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They save moneyin the bargain. By buying Group Life insurance from Phoenix Mutual.

For 2 employees or 2,000 or more, our Group Life plans made sense to 8,126 company
presidents last year alone. That's anaverage of4every business hour ofeverynormal busi-
ness day. All year long. They banked on our reputation for the sake of their employees.
And on our price for their bottom line.

Why not trust your employees' lives- and your budget -to the company that protects
both. Phoenix Mutual, Hartford, CT 06115.

Phoenix Mutual
Wek saving alot of people alot of.mono
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Sutherland New Offices

10 Post Office Square
Suite 960

Page & Co. Inc. Boston, Mass. 02109
(617) 542-5700

Objective, Independent Claims and Underwriting Services for
REINSURERS UNDERWRITING SYNDICATES E&5 CARRIERS SELF-INSUREDS . BROKERS

INSURERS

Domestic and International

Our Seruices include

RESERVE ADEQUACY SURVEYS UNDERWRITING REVIEWS IBNR STUDIES

CLAIM AUDITS SYSTEMS AND PROCEDURES PRIMARY/EXCESS PROBLEMS

CLAIM'MANAGEMENT AGGREGATE EXPOSURES THE Claims Slip
SM

Contact our experienced staff ·
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Few pension prog rams
offset work comp: Study

WASHINGTON-Prohibiting
pension plans from subtracting
workers compensation benefits
from pension benefits due disabled
workers would cost employers
only a negligible amount, said a
study done for the Labor Depart-
ment

The elimination ofworkers com-

pensation reductions would boost
employers' pension costs about
$34 million annually. This figure is
equal to about two-tenths of 1% o f
employers' total pension costs of
$14.4 billion, said the recent study
by consultant Hay Associates and

its actuarial subsidiary Huggins &
Co. Inc.

The study was requested to ana-
lyze the impact of eliminating
workers compensation offsets as

Canyou putapricetag
onthispicture?
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Ifyou're like most people, you can as far
as the value of your property goes-
whether it's the things in your home, a fleet
ofjetliners or a heavy industrial plant. But
as a buyer ofinsurance, do you know
where togo forlowestpremiumspossible?
When you need insurance, you need
Dale andCompany.We will quote rates that
are not only competitive but probably
better than most. Dale people are experts in
assisting clients in the reduction of tneir

premiums ecause we consult on every
levelinvolved. Our people have years of
solid experience in the business.Which
means we can provide each client
with the broadest coverage necessary.

Not incidentally, Date and
Company is the largest public insur-

ance broker owned by Canadians.
Our client list reads like a

Who'sWho ofthe Canadian business

world.Dale does it forthem.We can do it foryou.

Dale & Company Limited *
..6'--1.

Insurance Brokers „4

1/ancouve,; Edmonton, Calgary, Winnipeg; Toronto, Hamilton, London,
Windso Ottawa, Montreal Halgax, St.john's, Corner Brook, Grand Falls.

Box 18,Toronto-Dominion Centre,Toronto, Ontario MSK 182.Telephone: (416) 366-4645

proposed by Sen. Harrison Wil-
liams CD-N.J.) and Sen. Jacob
Javits (R-N.Y.) in their latest effort
(S. 209) to overhaul the pension re-
form law (BI, Feb. 5). Some courts
already have outlawed the reduc-
tion o f pension plan benefits by the
amount o fworkers compensation a
plan participant receives (BI, Feb.
19).

Currently, only a small propor-
tion, about 8.5% of the nation's
85,000 defined benefit pension
plans, integrate workers compen-
sation and pension benefits. The
7;198 plans that offset workers ,
compensation benefits have about
1,227,000 participants who aren't
now eligible to collect benefits
from both their pension plans and
from workers compensation pro-
grams.

However, only 40,500 (3.8%) of
the 1,227,000 potential benefi-
ciaries are occupationally disabled
in any given year to be eligible for
benefits under their pension plans
as well as workers compensation
progranns.

And most o f these injuries are of
a short duration. In 1975, the last
year complete figures are available,
the average number of lost days
per work accident was 57. Since
most disability benefits payable
under pension plans typically re-
quire a six-month waiting period,
the vast mjority of injured
workers wouldn't be affected by
the proposal because they couldn't
otherwise collect benefits from

their pension plans.
Only 2,000 workers outofthateli-

gible pool of 40,500 are unable to
work after six months and would

benefit from no longer having their 
pension plan benefits reduced by I
payments received from their
state's workers compensation pro-
gram, says the report. a

Fire damages
3M offices

ST. PAUL-More than $1 million
in recent fire damage to one floor of
the main office building of3M Co.
here is insured with Industrial

Risk Insurers under a policy with a
$250,000 deductible.

The fire on July 24 burned out
the sixth floor ofthe building hous-
ing administrative offices but was
confined to that floor of the un-

sprinklered building.
"The fire separations worked,"

noted 3M's director of insurance

Howard T. Weber. There was mi-
nor smoke and water damage to
other areas.

The cause of the fire hasn't been
determined, Mr. Weber said. Dam-
age is estimated at between $1 mil-
lion and $1.5 million. The $250.000
self-insured cost will be paid by
the company's corporate insurance
program, which operates as an in-
house insurance company.

Mr. Weber is attending to the
"1001 tasks" that accompany a
loss, such as analyzing which ofthe
damaged equipment and furnish-
ings to repair and what to sell for
salvage value and replace, adjust.
ing the loss of employes' personal
property and meeting with payroll
accounting on time lost. •

Coverage expanded
Victor O. Schinnerer & Co. Inc. In-

surance of Washington, D.C., is
program administrator and under-
writing manager for the physi-
cians' excess Drofessional liabil-
ity insurance program offered in'
Maryland. The expanded program,
underwritten by the CNA Insur-
ance Cos., increases limits ofliabil-
ity and ·coverage for emergency
room services.
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Appeals courts to rule on pension offsets
By ELLIS SIMON

NEW YORK-Social Security
payments might be the only per-
missible deductions from pension
plan benefits if four federal court
decisions are upheld on appeal,
says an attorney defending pen-

, sion offsets in a similar suit.
Subtracting workers compensa-

tion payments from pension bene-
fits constitutes illegal forfeiture of
benefits underthe Employe Retire-
ment Income Security Act, U.S.
district courts in Newark, Detroit
and Milwaukee have ruled.

Two New Jersey cases, General
Motors v. Buczynski and

Raybestos-Manhattan v. Alessi, are
on appeal to the third circuit court
in Philadelphia. A Michigan case
Consumers Power Co. v. Utility
Workers Union of America, iS

likely to be ruled on shortly by the
sixth circuit court in Cincinnati.

In a fourth case in Wisconsin,
Stong v. Bucyrus-Erie, a federal
judge ruled in late June on the is-
sue of law involved but not the

damages to be awarded. Bucyrus-
Erie has petitioned for permission
to appeal the partial decision, said
Leonard S. Zybrensky, attorney
for the plaintiffs.

The legal theory applied by the
lower court judges could prevent
pension plans from deducting

from pension payments benefits
paid by sources other than Social

William Powderly, who is defend-
Security, said Pittsburgh attorney

ing four of six steel companies in
several class action suits filed ear-

lier this year on the same question.
In the Buczynski case, judge Fre-

derick B. Lacey noted that Con-
gress, in drafting ERISA, declared:
"An employe's rights, once vested,
are (with certain exceptions) not to
be forfeitable for any reason." So-
cial Security is the only offset of

benefits provided for in ERISA,
Mr. Powderly noted.

Mr. Powderly has filed an amicus
brief supporting GM in its appeal
to the third circuit of the Buc-

zynski decision. The steel industry
suits are also pending in the third
circuit's jurisdiction.

Attorneys for both sides have
submitted one of the seven suits

against the steel companies pend-
ing before U.S. district court in
Pittsburgh to the court for a partial
summary judgment, having agreed
to a stipulation on the facts in-
volved. The decision in the one
case will affect all the others. But

everyone is waiting for the deci-
sion of the third circuit court in

Philadelphia on the Buczynski
case.

Defendants in the steel industry
cases are: U.S. Steel, Jones &

Laughlin, Wheeling-Pittsburgh
Steel, Mesta Machinery, Pullman-
Standard and Chenango Steel.

The U.S. Department of Justice
has also filed an amicus brief sup-
porting General Motors and has be-
come an intervening defendant in
the steel cases and Strong v.

Bucyrus-Erie.
The Justice Department seeks to

sustain an IRS regulation permit-
ting pension plans to deduct
workers compensation payments
from payable pension benefits. It
also supports the contention that
ERISA overrules a New 3ersey

statute outlawing that practice,
said tax division attorney William
A. Friedlander.

Judge Lacey, in deciding the
Buczynski case, invalidated the
IRS regulation, declaring it is con-
trary to ERISA, and said ERISA
doesn't preempt the New Jersey
w6rkers compensation statute bar-
ring the offset.

The Pennsylvania workers com-
pensation law similarly prohibits
pension plans from deducting

workers compensation payments

from pension benefits, sail Martin
Singer, plaintiffs' attorney in the
steel cases.

These prohibitions, however,
were not applicable in the Michi-
gan and Wisconsin cases.

"The legal principals involved
are important, but the size :of the
cases are not earth-shaking " said
Mr. Zybrensky, plaintiffs attorney
in the Stong case. He represents
seven people seeking to recover
pension benefits from Bucyrus-
Erie.

Even the steel cases, beliewed to
be the largest actions on the issue,

are unlikely to result in payments
totaling more than $3 million.
However, Mr. Singer said the num-
ber of affected steel workers has

yet to be determined.

With cases pending in three fed-
eral judicial circuits, a Supreme
Court decision may be needed to
determine whether deductions

from pension benefits for workers
compensation benefits are permis-
sible. Conflicting decisions by one
or more of the appellate courts
would increase the likelihood of a

Supreme Court ru.ing.

Actuarial studies indicate that

eliminating the workers compen-
sation offset from the steel indus-

try pension plan would raise the
companies' pension costs between
three quarters of 1% and 1.5%, said
Mr. Powderly. However, increases
of that magnitude applied to pen-
sion plans throughout the country
could boost pension costs by "sev-
eral hundred million dollars," he
said. But an actuarial firm dis-
agrees. (See related story, page 16).

The Williams-Javits ERISA Im-

provements Act pending in Con-
gress would prohibit subtraction of

workers compensation payments
from pension benefits, but would
permit the offset against disability
payments. The bill is awaiting ac-

tion by the Senate Finance Com-
mittee.

The existing steel industry plan
contains just the opposite provi-
sion, Mr. Powderly said. The indus-
try does not subtract workers com-

pensation payments from disabil-
ity benefits as it does from pension
benefits because a totally disabled
worker is less likely to reach age
65. •

1
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Theicemancometh.

Not many people have to be as cool
under pressure as the man in the intimidat-
ing mask. After all, being caught off guard
for a single second in a sixty minute contest
could lead to the goal
that proves to be the
margin of defeat. To ..
avoid that dangerous
situation takes phe- A "$

nomenal concentra-

tion. It takes the abil- h
ity to play at a consis-
tently high level and
the nerve to avoid pan- *.
icking no matter what »
the obstacles to vic-

tory. It takes, to put it  ,ir
briefly, a specialist.

It's not unusual for an insurance com-

pany to offer a coverage one year and then
fail to offer it the next because of substantial

losses in that particular market area. After
all, for an insurer to be consistent within a
market, be it hard or soft, and to avoid pan-
icking at the sight of a few setbacks, it must
have the resources to provide appropriate
coverages on a long-term basis. It must have
the ability to be patient. It must be, to put it
simply, a specialist.

For over 140 years, Allendale has been
providing its insureds with a consistent mar-
ket in a wide variety of ways. To accomplish
this stability, innovation was necessary not

-1 11

1 .

merely in the loss control area, but in the
areas of underwriting and coverages as well.
For example, Allendale was the first to add
riot, civil commotion and vandalism to its

basic policy as well as
the first to include full

. replacement and
boiler and machinery
in standard property
coverage.

A key result of
Allendale's stability
has been the establish-

ment of many long-
term client relation-

ships. In fact, the typi-
cal Allendale policy-
holder has been with

us for more than 20 years, while some have
been with us for more than 100 years.
Included in these accounts are a significant
majority of both the Fortune 500 and the
Canadian Top 200 industrials; companies
that have become and remained our clients

because of their commitment to maintain

acceptable loss control standards.
Perhaps all of your risks won't require

second to second monitoring. Nevertheless,
we believe you'll be glad to know that what-
ever these risks are, at Allendale we won't
take them lightly. Allendale Mutual Insurance
Company, Allendale Park, Johnston,
Rhode Island 02919.

Allendale Insurance
Thepmperty insumnce spedalists.
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Stop
claims.

pains
If the soaring

costs of self-ad-

ministered health

care plans are begin-
ning to hurt, tie 319393
MCAUTO Emplcye Pro.jc[ D=c..'

Benefit System can

iary telephone lines
connect a video ter-

minal in your office to
MCAUTO's proven,
computer-based irfor-
mation system. You get quick, fair, accurate
settlement of medical, dental, and vision
claims-without duplication oroverpay-
ment. One worldwide manufacturer with

100,000 employes is using our Employe
Benefit System-so can you. Send now for
free brochures.

IVICAUTO
MCDONNELL DOUGLAS AUTOMATION COMPANY

Write: W. R. Vickroy, Dept. KW-500
Box 516, St. Louis, MO 63166

info for buyers
• Workers Compensation and Em-
ployers Liability Experience Rat-
ing by John R. Stafford covers the
National Council on Workers Com-

pensation experience rating
plans. The major 1977 revision of
the plan is also explained. Prepaid
cost is $6.95, otherwise $7.20. Write
J&M Publications Dept. B, P. 0.
Box 338, Palatine, Ill. 60067.

• Can you identify the hazards and
stressescreatedbyyourcompany's
work environment? Could you
control them? Employe Benefits
Insurance Co. offers an illustrated

brochure outliningtheir services in
the field of occupational health.
For a free copy write James E. Lit-
tle, Vp and California Division
Manager, EBI Cos., 234 Gish Rd.,
San Jose, Calif. 95112.

• Equitable Life Assurance Soci-
ety is offering a booklet listing 1979
hospital room and board charges.
Data is based on information sub-

mitted by 2,700 short-term hospi-
tals, providing weighted average
charges for private, semi-private
and intensive care accommoda-

tions in 1,650 cities. State and na-
tional average charges are also in-
cluded. For a free copy write John
H. Goddard, Senior Vp, Equitable
Life Assurance Society, 1285 Ave.
of the Americas, New York, N.Y.
10019.

• International Service Corp. is of-
fering a brochure listing its world-
wide insurance and risk manage-
ment services. For a free copy of
the brochure write M. John Wan-

sink, ARM, Assistant Vp, Interna-
tional Service Corp., 1600 Arch St.,
Philadelphia, Pa. 19101.

'Can you put together a big excess program
for a crane operator... in a big hurry?"

I.

Nearly every working
day, we get calls like this

from across the country- calls we know
how to handle withinyour deadlines.
Montgomery and Collins is one of the
nation's leading brokers in. excess and
surplus lines, with a 17-office network
spanning the country Our skilled pro-
fessionals have in-depth knowledge of
the admitted, non-admitted, facultative
and direct markets... and can help you
secure the right coverage from over 40
world-wide carriers, including Lloyd's.
Contact M&C for your excess coverage -
we can lift a big weight from your
shoulders.

rr·

Montgomery and Collins, Inc.
3807 Wilshire BIvd., Los Angeles, CA 90010 (213) 386-2991. Or contact our nearest regional office:
Atlanta, Boston, Buffilo, Chicago, Dallas, Denver, Houston, Kansas City, Los Angeles, New Orleans,

New York City, Philadelphia, Portland, Sacramento, San Francisco, San Jose, Seartle, Honolulu.

• A manual. combining available
information along with analysis
and explanations o f workers com-
ensation, is now available from
RIMCO. The manual is written in

layman's language and designed
for use by insurance buyers,
agents, underwriters and auditors.
Cross-referenced with bothnumer-

ical and alphabetical listings, the
manual contains rules, classifica-
tions and interpretations for all
states except those with monopo-
listic funds. For a free brochure

describing this $95 manual write
William Beck, RIMCO Risk Man-
agement Inc., 10300 N. Central Ex-
pressway, Suite 350, Dallas, Tex.
75231.

• Sanders Inspections Ltd. does

inspections, appraisals and loss
control surveys for self-insurers,
risk managers and insurance com-
panies. The company's services are
described in a new brochure. For a

free copy write Sanders Inspec-
tions Ltd., 49 S. Main St., Spring
Valley, N.Y. 10977.

• American Insurers Administra-

tors Inc. offers a promotional bro-
chure describing its claims admin-
istration program for insured and
self-insured companies. For a free
copywrite Herbert Schaffer, Amer-
ican Insurance Administrators

Inc.,6420 Wilshire Blvd., Suite 340,
Los Angeles, Calif. 90048.

• What You Should Know About

Made-To-Order Business Insur-

ance Packages is a brochure
describing the commercial pack-
age policies of Continental Insur-
ance Cos. For a free copy write
Public Relations Manager, Conti-
nental Insuance Cos., 80 Maiden

Lane, New York, N.Y. 10038.

. The Gypsum Assn. is offering its
catalog of safety, training and ma-
terials handling manuals. For a free

copy write Gypsum Assn., 1603 Or-
rington Ave., Suite 1210, Evanston,
Ill. 60201.

dates
SEPT. 4-5. Risk Research Group
(London) Ltd. is sponsoring amini-
course on practical reinsurance at
the Mandarin Hotel in Singapore.
Guidelines on establishing, operat-
ing and managing captive insur-
ance companies will be covered in
a mini-course on captive insurance
companies on Sept. 6-7. For more
information on the courses, con-

tact Gillian Morley, Risk Research
Group, Bridge House, 181 Queen
Victoria St., London EC4V 4DD;

phone 01-236-2175 ortelex 8811636.

SEPT. 5-7. The Risk & Insurance

Management Society will sponsor
a course on risk management in
Vancouver, British Columbia.
The course will be repeated in Co-
lumbus, Ohio, Sept. 10-12 and in
Charlotte, N.C., Sept. 12-14. Cost is
$200 for each member, $150 for
each additional member, and $300
for nonmembers. Contact Lynn
Fischoff, The Risk & Insurance
Management Society, 205 E. 42nd
St., New York, N.Y. 10017; phone
212-557-3210.

SEPT. 10-12. A two-part course on
employebenefits sponsored bythe
Risk & Insurance Management So-
ciety will be given in Chicago. The
course will be repeated Sept. 12-14
in Orlando, Fla. Cost is $120 for
each part of the program, $200 for
both. Cost for non-members is $175
for each part, $300 for both. Con-
tact Lynn Fishoff The Risk & In-
surance Management Society, 205
E. 42nd St., New York, N.Y. 10017;
phone 212-557-3210.

Unionmutual

BRANCH OFFICES

ATLANTA

Four Piedmont Center, Suite 616

3565 Piedmont Road, NE

Atlanta, GA 30305 (404) 237-4300

BALTIMORE/WASHINGTON

1000 Century Plaza, Suite 212

Columbia, MD 21044

(Salt.) (301) 995-0700
(D.C.) (301) 924-4620

BOSTON

99 High Street, Suite 2090
Boston, MA 02110 (617) 542-2130

CHICAGO

101 South Wacker Drive, 4th Floor

Chicago, IL 60606 (312) 263-3910

COLUMBUS

6600 Busch Boulevard, Suite 109

Columbus, OH 43229 (614) 846-5201

DALLAS

2775 Villa Creek Drive

Dallas, TX 75234 (214) 241-0773

DENVER

3525 South Tamarac, Suite 310

Denver, CO 80237 (303) 779-1137

DETROIT

21415 Civic Center Drive, Suite 309

Southfield, MI 48076 (313) 357-5757

KANSAS CITY

1900 W. 47th Place, Suite 110

Westwood, KS 66205

(913) 384-2000

LOS ANGELES

3250 Wilshire Boulevard, Suite 812

Los Angeles, CA 90010 (213) 384-257

CRANFORD

214 Walnut Avenue

Cranford, NJ 07016 (201) 272-9510

NEW ORLEANS

Suite 925, One Shell Square
New Orleans, LA 70139 (504) 522-526

NEW YORK

708 Third Avenue, 18th Floor

New York, NY 10017 (212) 557-1700

PHILADELPHIA

2 Bala Cynwyd Plaza, Suite 621

Bala Cynwyd, PA 19004 (215)667-923

PORTLAND

701 Maine Savings Plaza

Portland, ME 04101 (207) 780-2401

ROCHESTER

One First Federal Plaza, Suite 825

Rochester, NY 14614 (716) 325-6550

SAN FRANCISCO

1221 Broadway, Suite 840
Oakland, CA 94612 (415) 763-2623

SEATTLE

Plaza 600 Building, Suite 215
600 Stewart Street

Seattle, WA 98101 (206) 622-2461

TAMPA

5401 W. Kennedy Boulevard, Suite 86

Tampa, FL 33609 (813) 879-4934



r

A A

IMPORIANT!
NEW LAWS REGAf*iG

YOUR POUCYARE
NON M EFFECT

Ifyoudon't,call or write
andwe'llbegladtofillyouin.

Here it is. Everyfhing that you should know
about the new amendment to the Age
Discrimination in Employment Act. The first
definite and explicit solution to the new
regulations. And completed barely a month
after the Department of Labor's final inter-
pretative bulletin.

Our Broker's Bulletin describes how

ADEA affects employee benefit programs,
and what steps Unionmutual is taking to
help policyholders comply.

In our Special Report, an even more
comprehensive commentary on:the new
law's impact for brokers and policyholders is

provided.
And in early August, every one of our

over 9,000 group disability clients:- through
their: individual brokers - will have received

a choice of compliance options and the cost
of each. Including one government-approved
plan - designed by Unionmutual -which
will offer them substantial savings.°We call it
the "Unionmutual Option."

it's fast, aggressive service like this
that has made us the number one writer of

Group LTD, and one of America's fastest
growing major life insurance companies.

We'll gladly send youour Special
Report on ADEA (just contact our nearest
branch seen at the left) - even,if you aren't
currently doing business,with us. Because
that's Unionmutual.

®

Unionmutual
DEPT. 2211 CONGRESS STREET, PORTLAND, ME 04122

UNION MUTUAL LIFE INSURANCE COMPANY PORTLAND, MAINE 04112
UNIONMUTUAL STOCK LIFE INSURANCE CO. OF AMERICA, PORTLAND, MAINE 04112

UNIONMUTUAL STOCK LIFE INSURANCE COMPANY OF NEW YORK, ELMSFORD, NEW.YORK 10523
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Specialists in New York State Disability Benefits

1Fjbuci
lingurance €ompanp of flmerica

The foremost underwriter of NYSDBL among
the industry's Top Ten.
Get our customized, experienced service

Compare our quotes:
Example: Under 50 lives 52.55 Male-54.75 Female

Call(212)-687-7366/7 675 THIRD AVENUE, NEW YORK, N.Y. 10017

Best's rating down;
Bellefonte recruits

ITT vp as chairman
By KATHRYN J. McINTYRE

MIDDLETOWN, Ohio-Belle-

fonte Insurance Cos. here, recently
demoted by A.M. Best's Co. to a B

from an A rating, will have a new
chairman and chief executive offi-
cer Sept. 1.

Howard T. Cohn, currently vp
and product group manager for in-
surance and finance at Interna-

tional Telephone & Telegraph
Corp., has been tapped to "take
over the executive leadership of
the Bellefonte Cos.," said Harry
Holiday, chief executive officer of

Vehicle fires can really put the
heat on your insurance policy

Insurance

General Fores r.imk:r-

Arrr,..,3 A
Products Entstl=.---;---.

When you're insuring a ton of off-road
vehicles and industrial machinery, the
last thing you need is a devastating
fire. Since a poor fire record ultimately
leads to higher insurance rates for
both operator and equipment cover-
age. Assuming you're lucky enough to
find a carrier willing to write the policy.

Ansul can help make your insurance
more affordable. -We have a complete
line of high quality fire protection
products and systems. All designed to
suppress fires before they have an
opportunity to cause severe damages.

Take our A-101 Vehicle System for
example. Over 50,000 of these reli-
able systems are at work right now on

off-road vehicles throughout industry.
They're currently protecting ore haul-
ers, dozers, log skidders, front end
loaders and dozens of other vehicles
used in critical industries.

Ansul can provide the same kind of fire
protection package for your business.
Custom-designed protection which
includes situation analysis, design,
installation, training and service. All at
a cost which is much less than you
might expect.

If you want to take the heat off your
insurance policy, call or write for our
free brochure, "Vehicle Fire Protection".
It's an important first step towards
reducing your fire risk.

ANSUL
Fire Protection
THE ANSUL COMPANY

MARINETTE, WISCONSIN 54143
Partof V Wormald International Group

Vehicle Fife Piot#ion

For yourfree
booklet, call
(715) 735-5041

Armco Inc., Bellefonte's parent
company.

The development of Bellefonte
overthe last 10 years from a captive
insurer to the 64th largest U.S. un-

derwriter of property/casualty in-
surance has been closely watched
by industry observers and risk
managers interested in expanding
the business of their companies'
captive insurers.

Robert Lee, who as risk manager
of Armco was the driving force be-
hind taking the captive into third-
party underwriting and has direc-
ted its development since its first I
foray into outside business in 1968,
continues as president of Belle-
fonte.

Bellefonte is often cited as the

shining success ofa captive insurer

growing into a major underwriter.
The company has grown quickly,
to $262.5 million in net premiums
in 1978 from just $219,000 in net
premiums in 1969. a compounded
growth rate of 65% per year.

But it has also suffered under-

writing losses for the last four
years, the highest turned in last
year: $17.2 million. The losses, pri-
marily on treaty reinsurance busi-
ness, cut Bellefonte's net income
for the year to $5.8 million from $10
million in 1977.

Armco officials were aware that
a new insurer growing as rapidly as I
Bellefonte would turn in losses
when claims on business under-

written in its young years started
pouring in faster than new pre-
miums. But the parent company
did not anticipate "the magnitude"
of 1978 losses, an Armco spokes-
man said.

It's not unusual for a parent com-
pany to import a "financial man"
when a subsidiary starts showing
bad results, observed one risk
manager when told of Mr. Cohn's
appointment. Mr. Lee is consid-
ered by many to be the'"entrepre-
neurial" type, who will comple-
ment and be complemented by Mr.
Cohn's expertise in finance.

Mr. Holiday of Armco said Mr.
Cohn's "leadership supports

Bellefonte's established objective
to become a superior insurance
company. pursuing a well-
planned, controlled growth pat-
tern."

Bellefonte officials don't agree

the company deserved the demo-

ted rating by Best's, but have de-
cided not to argue that publicly.
The poorer rating was bestowed
because of Bellefonte's "unsatis-

factory underwriting results, cou-
pled with the effect o f rapid expan-
sion," Mr. Weeks said at a press
briefing in New York last month.

The lower rating will hurt some
of Bellefonte's smaller programs,
Mr. Weeks also admitted.

Bellefonte's mortgage guarantee
insurance program will be affected
because mortgage granters insist
the underwriter be an A-rated com-

pany. "Discussions with several of
our largest customers indicate no
significant impact," he added.

Mr. Weeks also said Bellefonte is

already showing improved results,
producing $8.6 million in net in-
come in the first half of 1979 com-

pared with $5.9 million in net in-
come in the first half of 1978.

Among the changes Bellefonte
instituted to correct its poor under-
writing results, Mr. Weeks said,
were to limit growth in the treaty
reinsurance unit, to restructure its
mix of business within certain

groups and to improve underwrit-

ing capabilities. •



3 listings
supplement
A/B profiles

These agent/broker profiles sup-
plement the listing in our special
Agent/Broker Profiles issue Aug. 6.

B. R. 1. Coverage Corp.
156 William St., New York, N.Y.
10038; 212-233-7171

1978

Premium vol. $51,000,000

Grossrev. $ 5,900,000

Employes .... 85
Commercial bus. 95%

1977

$45,000,000

$ 5,100,000

74

90%

Principal officers: Donald P. Fer-
rarini, president; Howard Miller,

senior vp, director of sales; Arthur
Ostrow, Bruno Rumignani, Fred
Ghawi, senior vps; James R. Sweit-
zer, Herbert Kramer, John Kelly,
James J. O'Donnell, vps.

Compensation:Commissions
and fees.

Branch office: Montreal, Que.,
Canada.

Subsidiary: B.R.I. Silver.
Licensed excess/surplus broker

in: New York and New Jersey.

Kindler & Laucci

1545 Wilshire Blvd., Los Angeles,
Calif. 90017; 213-484-0220

1978

Premium vol. $75,000,000

Gross rev. $7,100,000

Employes ...... 155

Commercial bus. 95%

1977

$65,000,000

$5,900,000
145

95%

Principal officers: A.H. Kindler,
president; Gordon E. Noble, exec-
utive vp; Rodney A. Fletcher,
secretary-treasurer; E.M. Farrell,
first vp and Northern California
general manager; William J.
Fleeman Jr., senior vp.

Compensation: Commissions
and fees.

Branch offices: San Francisco,

Fresno, San Diego, Pasadena, Palo
Alto, Santa Maria, Newport Beach,
Encino, all California; Phoenix and
Holbrook, Arizona.

Subsidiary: S.J. Petrakis Insur-
ance Services.

Parent company: California In-
surance Management & Invest-
ment Corp.

Licensed excess/surplus broker
in: California and Arizona.

Producers Exchange Inc.
1310 Texas American Bank Build-

ing, Dallas, Tex. 75235; 214-
357-6504

Premiumvol.

Gross rev.

Employes .
Commercial bus.

1978

$6,900,000

$865,000

27

99%

1977

$6,700,000

$845,000
25

99%

Principal officers: Max McCrary
Jr., chairman & CEO; Bill M.
Morrison, president and chief
operating officer; Travis Dale
Roberts, Ernie A. Tucker, Vernon
M. Gilmore, all vps.

Compensation:Commissions
and fees.

Branch offices: Houston and

Lubbock, Tex.
Subsidiaries: Producers Ex-

change Life Insurance Agency Inc.
(PELIA); MGM Agencies.

Parent company: PEMCO (Pro-

ducers Exchange Management Co.
Inc.)

Licensed excess/surplus broker
m: Texas.

School relocated
The insurance school of Chicago

has moved into new quarters.
The school, with a faculty of 52

and 2,764 students enrolled in the

last academic year in the various
programs affiliated with the Insur-
ance Institute of America and
Chartered Property and Casualty
Underwriting, is now at 330 S.
Wells St. Fall semester classes will

begin in the new facility Sept. 4.
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The single port of call:
it should be a reality in
securing worldwide coverage
of marine cargo risks.

The complexities and risks of multinational shipping
are of a different order of magnitude than even a few years
ago. A U.S.-based firm, for example, may have manufac-
turing plants in many overseas locations - and cargo from
these plants may move through dozens of different coun-
tries to worldwide destinations.

Securing coverage for U. S. exports and imports, as
well as cargo originating overseas, needn't involve
approaching insurance carriers in foreign countries. INA
can be your "single port of call" for a Multinational Trade
Program that gives comprehensive control over all U.S.
and foreign cargo exposures through a single policy. Gaps
and overlaps in your client's coverage are effectively
eliminated.

The Multinational Trade Program, available through
INA's Marine facilities, provides worldwide claims and
loss control services... and offers INA's unexcelled recov-

ery, subrogation and salvage facilities. Active in 110 coun-
tries, INA is recognized for its expertise and innovation in
worldwide marine cargo insurance.

For details and the latest edition of "Ports of the

World," write to INA: 1600 Arch St., Philadelphia, PA
19101. Or contact an INA Marine officey Los Angeles,
CA; San Francisco, CA; New Orleans, LA; Cleveland,

OH; Philadelphia, PA; Boston, MA; New York, NY; Chi-
cago, IL; Seattle, WA; Atlanta, GA; Houston, TX.

1 t INA International, whose network of worldwide facilities is
the lamest of any single U. S. -based insurance company, has

inwrest andbenefit to agents and brokers.
developed a number of operating standards that should pove of

This is the jifth ina series.



Capture new business. Now!
Kempert Group Dental offers the flexibility
to put you out in front.
One of the fastest-growing employee
benefits is Group Dental coverage. And
there, at the forefront, you'll find the
Kemper Cavalry.

Our Group Dental Plan gives you the
edge others may lack: flexibility.

You can write it either as a comprehensive
or as a scheduled benefit plan. With
varying deductibles and co-insurance
options on either.

Group size starts as low as 15, with a
two-year rate guarantee for less than 100
employees. You can even write it alone or

in conjunction with your client's existing
coverage.

Remember, as the agent you can look
forward to the support of an outfit that
keeps ahead of the rest in Group Life and
Health and in Special Risk.

Sign on ! Ride with Kemper, and see how
quickly new business will be riding
with you.

For information, contact the Group
I nsurance Department, Kemper I nsurance
Companies, Long Grove, Illinois 60049 or
your nearest Kemper Group Representative.

' 1/

C TIn . -, InSURanCE
U\3.31UJ-l.MAS companies

We're riding hard toserveyou better.
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Unreported fire· hazards
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can burn policyholders .

By Henry Salfeld house to the REA for storage of different
types of general merchandise When the

ARECENT CASE BEFORE THE U S REA's lease terminated, the space was 1I ,
District Court, District of New Jersey, rented to another tenant for the storage of --_2

involving the increase m hazard clause in the baled paper The owner notified her insur- ' .
standard fire insurance policy requires an ance broker in order to determine whether
update of the interpretation of the policy the new occupancy might involve an in-
conditions crease in rate because the lease with the new

In the case of Peggy M Elston v Insur- tenant contained an obligation of the latter
ance Co ofNorth America et al, the ownerof to reimburse the landlord for any additional
a warehouse that was totally destroyed by premium that might result from the new oc-
fire claimed the loss from three o f the largest cupancy
and most prominent insurance carriers in The broker submitted the matter to the

Unreported changes in fire hazards can allow insurance companies to deny coverage
after a fire has destroyed the property.this country The insurance companies de- Insurance Services Office, which promul-

med liability because of an alleged increase gated a new fire insurance rate for the build-
in hazard prior to the fire No moral risk was ing This rate was higher than the previous The denial of liability on the part of the St Louis Fire and Marine Insurance Co v
involved one due to certam faults m management and insurance carriers was based on lines 28 to 31 Whitney et al, concluded that"the rating bu-

The insured had leased part of the ware- the change in occupancy The faults of man- ofthe standard fire insurance policy reading reau was the customary channel for not-
agement were corrected prior to the fire A as follows Conditions Suspending or Re- ifying the insurer "1 On the other hand, in a

Henry Salfeld was an znsurance broker new rate card was issued and sent to the str.cting Insurance Unless otherwise pro- 1964 Louisiana decision,2 the court came
with Frenket & Co in New York, since 1935 insurance companies prior to the fire After vided in writing added hereto this company to the conclusion that a fire insurer had no
and has been a consuttant to that,Arm stnce several examinations before trial m the suit shall ndtbe hable forlossoccurnng (a) while obligationtomakeuse ofrate cards supplied
19 74 when he retired as senior up He hcis against the carriers and the insurance bro- the hazard is increased by any means withm by rating bureaus other than obtain rate in-
wntten extensivety on insurance ker, the case was settled the control or knowledge of the insured formation when policies are issued so that

In analyzing this provision, we should first insurer was not chargeable with construe-

consider two sections of the general prop- tive notice of the use of premises as shown erty fofm used in New Jersey and other Ju- m the rate card

Boost insurers' systems risdictions In the forms edited July 1970
and May 1977, the section captioned "other Burden of proof
provisions" contains a clause on "control of

to cut work comp costs property," which states that the insurance All courts and commentators agree that
shall not be preJudiced by any act or neglect the question as to whether the hazard has
b any person (other than the named in- been increased is one offact with the burden
sured) when such act or neglect is notwithm of proof imposed upon the insurer and the

By Norman L. Goodman the cdntrol of the named insured This su- matter to be decided by a jury 3 But this
persedes the control provision in the fire pol- refers to a case in litigation Before that, the

rry ODAY'S WORKERS COMPENSATION market has imposed the bur- icy ltS'elf insured has the problem whether a change

1 den of sharply rising costs on the owners and managers of all busi- The form o f July 1970 under the separate in occupancy or operation might be consid-

nesses, regardless of whether the business iS a manufacturer, contractor or section captioned "extended coverage en- ered after a fire to have been an Increase in

service oriented dorsement No 4," but not in the main sec- hazard and the insurance suspended

In 1977, employers experienced an unprece- tion df the form, also contains a provision Courts and juries, recognizing the di-

dented escalation in workers compensation rates . that "a claim for loss by any peril insured lemma, are generally interpreting the clause

ranging from a national average of 11 2% to 24 9%
against by this endorsement shall not.be in favor of the insured In Plaza Equity v
barred because o f change o f occupancy " Aetna Casualty & Surety Co, the U S Dis-

in Colorado This pace continued in 1978 and simi- Without any apparent notification to the trict Court, Southern District of New York,
lar increases can be expected in 1979. producers or insureds, the ISO omitted this stated in 1974 that "increase in hazard occurs

These increases hit small and medium sized em- provision in the form edited May 1977 which only when the insureds perform acts which
ployers the hardest Unlike larger firms, they do combines fire and extended coverages It is a reasonably calculated to increasethe hazard
not have access to significant cost-cutting violation of an established rule of law that and which the insureds know or should

methods such as captive insurance companies, any elimination of an important benefit to know will raise the risk, negligence or mis-

self-insurance, retrospective rating plans and ne- the insured must be communicated to him Judgment of the insureds is insufficient to
-4

gotiated dividend plans. But the knowledgeable
or her on renewal bring the action within the exclusion

/1 Another Federal decision, however, states
employer, whether large or small, does have ac- that only actual knowledge and not that the
cess to methods and procedures that either will Automatic suspension msured "should have known" counts The
reduce or slow the increase in workers compensa- The basic fire insurance conditions sus- knowledge must pertain to the increase in

tion costs relative to his competitors pending or restrictmg insurance provide for hazard itself, it is not sufficient that the in-
In today's high-cost environment, many sophisticated insurance buyers an automatic suspension of the insurance sured knows the facts if he is unaware that

reallze that with a fundamental knowledge of the rules and general insur- while the hazard is increased It is not suffi- they produce an increase in hazard
5

ance company procedures, they can reduce their costs substantially. cient, as it might have been in years past, However, this still does not resolve all the

For instance, by developing a bookkeeping system that isolates and sum- that the insured or his or her representative problems If, for instance, the insured is noti-

marizes every reduction to premium and by using all legitimate benefits notifies the Insurer that there is an increase fied by the ISO or the broker of faults in

available, employers can reduce their insurance costs significantly The -n hdzard, unless such msurer provides "in management which resulted in an increase

bookkeeping system should identify premium overtime (pay at an accelera-
writing" that the insurance company will in rate, must he now assure that this auto-
stay, on the risk while the hazard is in- matically indicates an increase m hazard

ted rate), employe and officer excess pay, standard exception employes creased However, signature on a binder or suspendmg his insurance9
(office, salesmen and drivers) and for contracting risks, a separation of other type of memo should be adequate According to lines 28-31 of the pollcy, the
wages between the different categories of work performed From a practical point of view, insurance insurance is suspended while the hazard lS

Most premium auditors will not question a well prepared payroll analysis companies, notified of any increase in haz- increased "by any means within the control
completed by the policyholderand will accept it at face value. The result can ard, either send notice o f cancellation or knowledge of the Insured - Knowledge

be an accurate audit showing actual exposures in line with premium, as well should they refuse to stay on the risk or ad- alone would, therefore, be sufficient to trig-
vise the broker that upon publication of a gerthe suspension even thoughthe mcreaseas the rules being interpreted to the employer's benefit.

Often an employer can save on this insurance by first agreeing with the
new rate for the increased hazard the in- was beyond the control o f the Insured
sured will be charged the higher premium

broker what classification will be used for certain employes, the method of Rarely, if ever, have msurance companies
calculating overtime, the manner in which records must be maintained and Increase defined

upon such notification issued written en-
the methods for elimination or reducing charges for contingent liability dorsements voiding the suspension or ex- This would be particularly dangerous as
exposures Although many brokers might hesitate to enter into such an tending coverage an Increase "by any means" counts, for in-

agreement, competitive market forces dictate that brokers and insurers In the New Jersey case, the Insurers lin- stance, if an oil tank lS erected by another
agree to favorable terms for desirable risks plied that in case of direct notification ofall firm near the insured plant or the insured

Finally, an awareness ofthe rules that apply to his industry can be invalu- three companies there would have been no becomes aware ofa moral hazard on the part
able to the businessman Many classifications contain provisos, both favor- suspension of the insurance even though ofanother tenant However, in several cases,

there was no waiver in writing They only without specific elaboration, courts haveable and unfavorable to the pohcyholder, that must be understood before
premiums can be minimized For instance, certain industry classifications

maintained that the broker's notification of rendered their decisions as if the word "or"
the ISO and his request for publication of a read "and," so that knowledge alone of the

(hotels, restaurants, etc.) had always included clerical employes in the "gov- new rate was insufficientto void the suspen- insured would not be sufficient if he had no
erning class " But in 1978 the classifications were amended to allow a sepa- sion even though the companies naturally means of controlling the situation

6

ration between the main class and clerical office employes. The result is a admitted that they are subscnbers to the ISO Even though the policy does not so state,

dramatic reduction in premium if the underwriter and broker are aware of and did not deny that they also received rate courts have generally decided that only a

the change and adjust the premium accordingly. cards amending the rate on account of the real, substantial increase In hazard and not
new occupancy just a temporary increase in hazard can

Norman L. Goodman ts president of Insurance Cost Management Service Without going into the question of auto- cause a suspension, but if there is such an

Inc.in Keene, N.H., a firm specializing zn premium audits on all casualty matic suspension and the requirement of a increase, it is immaterial that the fire was
nsurance lines. written endorsement, the U S District not a consequence of the increase 7

Court, M Pennsylvania on March 3, 1951, m Continued on page 31



SHOWING
THI

STRICT FOR 1
SHn

There's nothing wrong with this
picture.

And there's nothing wrong with this
building.

In fact, it's a perfectly good building,
in a good neighborhood. Which makes
it a very good risk.

What will surprise a lot of people,
and shock a lot.of other people, is that
we insure it.

Because AIG companies have never
been known for offering traditional
kinds of insurance.

High risk coverages, of course.
Unusual. Specialized. Even far out.

But not the standard, everyday
kinds of coverages.

Well Commerce & Industry, an
important member of AIG, is anything
but far out.

C&I writes nothing but standard
kinds of coverages. Mainly for preferred
risks like manufacturers, department
stores, shopping centers, motels, bowl-
ing centers, country clubs and
condominiums.

We call it our"Not-So-Standard

Standard" Policy, and our coverages
include All Risk package programs,
straight fire and allied perils: and highly
protected risk business.

We'll insure better than average
risks in any class of business, and we
can write your policy just about any way
you want it written.

We're the only major commercial
insurer with an independent rate
filing for ·all classes of property
insurance. So we can evaluate

every risk on its own merits (not ,

by the category it's in). And, we'll 
price it accordingly

We'll give you a "yes" (or 
a "no") to a risk within 48
hours. And in many cases, our
"yes" will cost you less than
anyone else's

As a member of AIG, C&1
also has the ability to offer the
capacity and full service facilities
that are essential in today's
market.

Our "Not-So-Standard Standard"

Policy is just one of more than 300 policies
AIGoffers, throughour more than 160mem-
ber companies, in more than 130 different
countries.

For more information, send in the
coupon below.

Now that you've gotten over your initial
shock, let us know. when you want to do
business.

AIG'S "NOT-SO-STANDARD STANDARD" POLICY

r----------7Please send more information on Commerce and Industry.

American International Group
Dept. A, 70 Pine Street, New York, N.Y. 10005

Name

Firm

Address Tal

1 '1[p) 1
 WE OFFER MORE KINDS OF INSURANCETHAN ANYONE IN THE BUSINESS.

We welcome inquiries from any licensed agent or broker. You don't 5 
have to be a regular producer to place business with an AIG company mi
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Common carriers aren't responsible
for all damages dugng shipping

By William H. Rodda                            .' --- «. „/.--nfle <7.,17&../..LE,41&330

.'1

''

T T IS SOMETIMES said that a common
1 carrier is practically an insurer of prop-
erty that is in its custody with emphasis on
the word "practically." The shipper who
places goods in the hands of a common car-
rier for delivery to another place wants to be
certain the value of the goods can be recov-
ered if they are lost or destroyed.

However, there are many circumstances
in which the shipper cannot recover the
value of lost property from the carrier.
Should the shipper assume whatever risk
there may be that recovery cannot be made?

What is the responsibility of the common
carrier? The common carrier under the En-

glish common law (on which American law
is based) generally is responsible for the safe
delivery of goods except for losses from:

• Acts of God.

• Acts of the public enemy.
• Exercise o f public authority.
• Fault or neglect on the part of the ship-

per.

• Inherent vice or nature o f the property.
It should be noted that this responsibility

ofthe carrier by land in the United States is
applicable regardless of negligence on its
part. It is a very broad liability. What risk of
any consequence is there for the shipper to
assume, or to insure against, ifrisk retention
is not advisable?

The liability of a railroad or trucker fol-
lows closely this common-law liability. But
the liability of the carrier is different if the
shipment is going overseas by ship or if it is
going by air either domestically or overseas.

The carrier by sea generally is not respon-
sible for loss to cargo if the carrier has pro-
vided a seaworthy ship and is otherwise free
from negligence. All participants in a ven-
ture by sea are considered to be taking their
own chances and the carrier may not be lia-
ble for loss or damage ifthe loss results from

William H. Rodda, president Of Marine In-
su ranee Handbook Inc. in Chicago, fre.
quently speaks on property insurance.

perils of the seas. Thus in the case of a ship-
ment by sea the shipper must decide on the
basis of values and other factors whether
risk retention or insurance is the desirable
course.

Air carriers are also subject to a special set
of rules that differ in some respects from the
common-law liability. The air carrier may
not be liable if the damage results from per-
ils of the air, from riot or civil commotion or
violations by the shipper or consignee of the
carrier's tariffs regarding improper or insuf-
ficient packing. There may be more risk to
be retained or to be insured against in con-
nection with a shipment by air than for a
comparable shipment by land.

How important are these exemptions of a
common carrier from liability? Let us look
first at acts ofGod. These are generally natu-
ral disasters. A flood is a natural disaster
which under most circumstances would be
considered an act of God. Yet there are

many shipments for which the owner may
desire protection against flood loss. Earth-
quake is another act of God, and yet the
shipper may desire earthquake coverage.

Riots and civil commotions may be ex-
empt from liability on the part of the carrier
under many circumstances. The exemption
o f the air carrier from loss because of viola-
tion of tariffs regarding packing may prove
to be costly to the shipper. It is virtually im-
possible for a shipper to know all of the de-
tails of an air carrier's tariffs. Inadvertent

violation might be expensive to the shipper
if the carrier is not liable.

The common carrier has another privilege
that can wreak havoc on the shipper's right
to recover for loss. That is the right to limit
the dollaramount of recovery. Railroads, for
example, have a straight bill of lading that
makes the railroad liable for the full value of
goods, but most shipments-are made under
a released bill of lading that limits the dollar
amount the shipper can recover. The charge
for shipping a straight bill of lading is sub-
stantially higher than the charge for the re-
leased bill of lading.

Air carriers and truckers generally use a

FLYfNG T#GtHe L.H\v

released bill of lading or its equivalent, so
the amount that can be recovered from the

carrier is limited. Tariffs provide for addi-
tional charges ifthe carrier is made liable for
the full value of goods.

An important reason for looking at the
possibility o f recovering for lost goods from
the carrier is the difficulty of collecting. A
claim must be made within time limits spe-
cified in the bill of lading or in the carrier's
tariffs. There may be special problems in the
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Different modes of carrying goods re
quire different types of coverage. In many
cases the carrier is exempt from liability
for the goods, says William Rodda

case of concealed damage. The package ap-
pears to be undamaged upon receipt, and a
clean release is signed. However, damage is
later discovered when the package is
opened.

Individual carriers differ in the amount of

trouble they will give the shipper or consig-
nee who claims concealed damage. One of
the problems is that notice of concealed
damage must be given promptly, usually in
a shorter time than is required for a claim

ERISA's heavy hand reshapes pensions
By Robert M. James

(2 Starsisltfldevident f;tsreire-
ment plans which have been altered to com-
ply with the Employe Retirement Income
Security Act.

As one would expect, the heavy hand of
ERISA is most apparent in the pension area
when comparing the results of the 1975 and
1978 Hay-Huggins Noncash Compensation
Comparison. (This highly detailed national
survey of employe benefit practices for sala-
ried employes, published annually since
1972, drew 458 responses in 1975 and 526
responses in 1978.) The 1975 survey results
describe pension plans as they existed be-
fore ERISA mandates, the 1978 survey re-
flects changes made in pension plans under
ERISA rules.

In the 1978 survey results, the
vesting eligibility, pre-retirement death
benefit and maximum benefit level provi-
sions no longer exhibit the diversity one
might expect from nearly 500 separate
plans. The minimum or approved standards
laid down by ERISA have become the norm
and a definite commonality is evident. This
has usually worked to the advantage of em-
ployes.

Commonality, however, is nothing new in
pension plans, as a glance at the retirement
plans chart will reveal. These figures cover

Robert M. James is director of benefits and
noncash consulting services in the Chicago
omee ofHay-Huggins, a division of Hav As-
sociates. This is the third in a three-part se-
ries Mr. James wrote on changes in emplove
ben€At plans in recent years.

the basic salaried employe pension plan de-
sign reported by survey participants in 1975,
before ERISA changes were made, and in
1978, after changes required by ERISA were
made.

One key reason for the commonality that
existed before ERISA mandates is, of
course, the same as ERISA: the influence of
government action. This was a heavily regu-
lated area even before ERISA. The advan-
tages of having a "qualified" plan for tax
purposes were so overwhelming, virtually
all employers designed their plans to be as
internally equitable and externally competi-
tive as possible while still complying with
the Internal Revenue Service regulations
governing"qualified" plans. In addition, the
growing level of Social Security benefits
and taxes made integration with Social Se-
curity imperative in any intelligently de-
signed plan. And, the roaring tide of infla-
tion has made some form of "final salary"
plan the only way to provide a reasonable
benefit at retirement in relation to an
employe's standard of living without fre-
quent, or at least periodic, amendments to
the plan.

Fortunately, the government has not yet
mandated the level of benefits a plan must
provide and in this key area a healthy diver-
sity is still apparent. The Hay-Huggins sur-
vey indicates the average salaried employe
pension plan will provide a 30-year employe
having a final salary slightly above the FICA
tax base with something around half pay at
normal retirement including primary Social
Security. Because of the greater impact of
Social Security benefits as a percentage of
salary at the lower salary levels, this income
replacement ratio is the highest (about 80%)

at relatively low salary levels and declines as
salary levels increase.

ThemAjor negative impact ofERISA-the
termination of pension plans in record
numbers-is not at all evident in our two
selected survey samples. But most plan ter-
minations have occurred among employers
with fewer than 100 employes, where the
per-capita cost of compliance is all but pro-
hibitive, and such employers rarely partici-
pate in complex detailed surveys.

Retirement Plans

1975 1978

458 524Responses
Some sort of »

pension plan
Plans using "final

average" salary ·
to determine

benefits'

Of "final average"
i pension plans,
] those using

five-year

average

Of all reported

pension plans,
those inte-

grated with

Social Security

93% 94%

81%

93%

88%

81%

95%

86%

Among those plan design areas where the
impact of ERISA is all too obvious is plan
eligibility, as shown in the plan eligibility
chart. The "other" category has almost dis-
appeared in the 1978 survey and immediate
eligibility also has declined, while 61% of
survey participants have adopted the
ERISA standard of "25 and one" in some

form. This can be considered somethingofa
gain for employes, as most of the "other"
requirements reported in 1975 were more re-
strictive than this ERISA standard.

However, for career-oriented employes
who stayed with an employer for more than
five years, this "gain" is rather illusory.
Nearly all such employes would have met
even the more restrictive eligibility stan-
dards in effect before ERISA and. in most

Continued on facing page

Eligibility
Requirements

Responses

None, immediate

coverage

Age 25 only
1 year of service

only

Both age 25 and 1
year of service

Other require-
ment

1975

413

39%

5%

1978

485

31%

4%

13% 17%

11% 40%

32% 8%
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where the damage lS evident upon delivery expense. determining whether to retain the risk. what is the total amount of such losses?

and where the obvious damage is noted on Frequent shipments of higher value may How many shipments are made in ayeaf . Are the frequency and total losses per

the receipt for the goods. justify the expense and trouble of gettmg an Is it economically feasible for the shipper to year more than your organization can stand
There are several alternatives to be con- open cargo policy to cover overseas ship- retain all risks above that which is recover- as a business expense?

sidered by the shipper (or the consignee ments This policy should cover on a able from the carriers? If so. then the only . Ifsome relief from the amount of loss is
where mcommg shipments are at the risk of warehouse-to-warehouse basis, from the consideration for buying insurance is necessary, can this best be achieved by'
the consignee) for the handling of lost and shipper's plant or store to the final location whether the loss collecting service ofthe in- Shipping all, or the higher valued ship-
damaged goods m transit of the consignee. The policy should cover surance company is worth the premium. ments, under excess value declarations9

• Dependence may be placed on the liabll- for the value of the property at destination, In determining how to handle losses that Buying trip transit insurance for the small
ity of the carrier if the nature and value 6f mcludingany shippingcharges thatbecome occur to property in transit by common car- number of high value shipments? Buying an
goods are such that most shipments would part of the selling price riers, consider: annual transit type of insurance pollcy cov-
be covered by the carrier's liability. This The economic feasibility of buying such • What is your loss record for the past ering all shipments, either from the bottom
may extend to retention of risk for values in Insurance should be determined by getting three years? How many losses have you had line of shipments or on some kind of an ex-
excess of the carrier's liability a quotation from an ocean marine insurer ofproperty intransitbycommoncarrierand cess or deductible basis"

• Payment can be made for an increase in for the open cargo policy that would cover
the carrier's liability to meet the actual value the property Infrequent but high-value
of the goods where the released valuation is shipments can be covered by trip cargo poli-
not high enough Gies. Then a risk management decision can Unreported hazards . .

• Buying insurance from the camer for be made whether the Insurance is worth-
each shipment where such insurance is while It is aquestion o frelatingthe cost to Continued,from page 27 knowledge had been conveyed to the in-

available from the carrier. Airlines may have the values that are subJect to loss As we have seen in the New Jersey case, a sured as defined above

such coverage for individual shipments The decision regarding domestic ship- change in occupancy may be considered by Even though the present standard fire m-
• Buymg a transit insurance pollcy from an ments may be more difficult. The camer by insurers as an increase in hazard and reason surance pollcy is over 35 years old, restric-

insurance company covering all shipments, land or by air does have a substantial liabil- for a denial of liability Whether a change tions like that pertaining to increase in haz-
or shipments valued in excess of carner's 1ty The chances of recovery must be from storage ofgeneral merchandise to stor- ard may now gain additional importance
liability, or on some other excess plan weighed against this factor as well as against age ofbaled paperdid substantially increase due to the more rigid attitude of insurers in

the cost of any insurance the risk would have been for the Jury to de- handling claims. More than ever before. risk

Break-even points
The question of whether to buy insurance cide, possibly after hearing safety engineers managers and producers must, therefore, be

or to assume part or all of the risk of loss as expert witnesses Underthe general prop- aware ofthe necessity of controlling hazards
Where are the break-even points between requires evaluation of several factors, such erty form of 1970 mentioned above, which and also ofthe policy conditions that enable

dependence upon the carrier's liability, pay- as the possibility of catastrophic loss from was still in effect at the time ofthe fire, such the insured to prevent "in writing" the right
ing for increased limits ofliability and buy- some peril for whichthe carrierisnotliable change of occupancy would not have en- of the insurer to invoke the increase in haz-
mg insurance? The number of shipments, Floods or earthquakes are examples titled the insurers to deny liability had the ard clause in support of a denial of habil-
the values and the shipper's loss experience Insurance in a company with a good trans- loss been caused by explosion covered un- ity. .

are the most important factors. Also to be portation department ensures immediate der the extended coverage endorsement
considered are whether shipment is by rail- payment This normally would be more rather than by fire

196 F Supp 555

2McCoy v Pacific Coast Fire Ins Company 164 S IId
road, truckline, airplane or whether over- prompt than the payment by the carrier A problem which apparently has not been 386-165 So 2nd 48,1964

seas as well as domestic shipments are in- dealt with in this context is. Who is the "in-

volved sured" or "named insumd" and whose knowl- aU S Sup Ct 2/23/1932 St Paul Fire & Marine Ins Co v
Assessing losses Bachmann 285 US 112

The answer is perhaps easiest to reach in edge or/and control determines whether

the case of overseas shipments A high pro- A collateral advantage to carrying insur- an increase in hazard results in suspen-
4372 F Supp 1325 also Brooks Upholstenng Co v Aetna
Ins Co 276 Minn 257

portion of cargo losses by sea are without ance is that the insurance company takes mon ofthe insurance9 Ifthe insured is an in- 'Am Manufacturers Mutual Ins Co v Wilson Keith Co
fault ofthe carrier, so recovery isunlikely. A overthe task ofcollecting from the carrier dividual or partnership, the individual or etal US Ct ofApp 8th Circ 8/14/57 247 F 2d 249-258
decision has to be made whether the fre- This is especially important to the smaller a general partner is responsible In case of a 'Clausen National Underwriters 9/8/1955 Feinstein

quency and the value of shipments justify shipper which does not have a transporta- corporation, any executive officer Knowl- Weekly Underwriters 2/28 & 3/7/1953 Johnson Federation
insurance. In the case of infrequent ship- tion department of its own that is familiar edge or/and control of any other employe, of Insurance Counsel Winter 1977 pp 197
ments of low value, the shipper may find it with tariffs ofthe carriers that may be used even ifsupervisory, should not entitle an in- .Wilhams v The People's Fire Insurance Co see (3) above
economical to assume losses as a business What questions should be considered m suer to Invoke the suspension clause unless Clausen see (8) above

ERISA's hand . Vesting Increases
..

for Retirees
Conttnued from page 30 are provisions for stated benefit maximums

1975 1978

plans, would have then received credit for and pre-retirement death benefits In 1975 Responses 402 483 1975 1978

all their pre-eligibility service only 10% ofthe survey participants reported Full vesting afterAn even more dramatic swing to the having any form of benefit maxlmums in Responses 414 489

ERISA standard is evident in changes in the their pension plans, while 90% of the plans 10 years 21% 74% None ever made 69% 48%

maximum age for entermg a pension plan reported some specific maximum in 1978, Graded vesting (5
In 1975, only 18% of 228 plans set 60 as the withnearly all based onthe ERISA standard

Discretionary
to 15 years etc ) 33% 9%

maximum entry age, while 82% set another of $75,000 with inflationary ad}ustments. increases made

age, mostly under 60 In 1978, the figures are The most interesting figures are those in- All other types (1 or more) 23% 41%

nearly reversed with 86% of272 plans setting dicating what the 1978 participants plan to (age/service Formal cost-of-
60 as the maximum entry age and 14% ofthe do about any benefits lost because of the combinations,
plans using another age application of this mandated maximum, living adjust-

which are shown in the lost benefits chart etc ) 46% 17% ments part

Vesting changes
It should be noted that the largest single of plan 8% 7%

category (48%) involves plans in which the
This affects very few people in relation to problem hasn't surfaced yet To the extent it Response to Adjustments

thetotal work force, evenin ourincreasingly does in the future we may expectthat signif-
mobile society. However, for those individu- icant numbers of employers will opt for Lost Benefits based on

als who do switch employers at advanced some form of supplement to replace bene-
investment

1978
ages, being able to join a pension plan at, for fits denied by the ERISA-required man- performance 0% 4%

example, age 55 can be tremendously ad- mum Responses 314

vantageous Assuming the same length of Only 62% of 1975 survey respondents re- None 29%
service for an older as opposed to a younger ported a pre-retirement death benefit to a
employe, it is also quite expensive for a plan surviving spouse in their pension plans. In No benefit affected yet 48% 1978 Pension

since the cost-saving potential of interest 1978, virtually all of the participants have Deferred compensation 0.6% Plan Costs
and turnover has so little time to operate such a benefit because it is now required Non-qualified "excess"
before benefit payments are due. Both this Sixty-six percent of 372 employers survey-
advantage, as a recruiting tool, and this cost ed in 1978 said they pay for the benefit and plan 19% Responses 244

to the sponsoring employer may well be- extend it automatically to employes Thir- Other supplement 4% Costs as

come hot issues in the '8Os as management ty-four percent of the employers shift the % of payroll % of responses
employes become scarcer cost of the pre-retirement death benefit for Less than 5% 27%

Vesting is another plan design element a surviving spouse to the employe, who mon as shown in the chart
5% to 69% 26%

that has undergone a massive change since chooses whether to buy lt Quite obviously, American industry is dis-

ERISA, as indicated on the vesting chart. Most participants use the employe's ac- playing a considerable moral responsibility 7% to 8 9% 22%

The swing has obviously been to the full- crued pension, reduced forearly retirement, to those with fixed incomes who are the 9% to 10 9% 11%

in-10 or"cliff vestmg" method, which is one as the basic benefit on which the survivmg most cruelly affected by inflation. Although
11% or more 14%

of the three ERISA-approved standards. spouse's coverage is calculated. Of the 385 some pretty heavy urging from collective
This is by far the easiest to administer, par- responses in 1978, 75% reduced the accrued bargaining agents is involved in some cases,
ticularly when all the ERISA requirements benefit for early retirement. 20% used the itisheartwarmingto see thatmorethanhalf
for recognizing and calculating accrued full accrued benefit and 5% projected the the respondents report one or more in- ment can be advanced that indexed cost-of-
benefits are considered benefit at normal retirement. creases to retired employes living provisions in wages and other areas

One of the hidden time bombs m the It should be noted that few participants has led, not followed the inflationary spiral
ERISA legislation is the potential for re- Increases for retirees

report a formal cost-of-living provision for The survey results from 1975 and 1978 also
quiring much stiffer (and more costly) vest- pensioners' Increases. There are several rea- indicate an interesting switch away from

ing standards for"high turnover" industries Once this basic benefit is determined, 70% sons for this, but cost and the loss ofcontrol profit sharing plans and toward the thrift/
such as aerospace and other induskial seg- of the survey respondents then adjust it ac- are paramount A formal provision for pen- savings approach when supplementing pen-
ments relying heavily on government con- tuarially forajointand survivorannuity and sioner increases tied to a volatile unknown sion plans In 1975, 27% of 458 companies
tracts. most (78%) use a 50% continuance so the sur- like the consumer price index is, relatively, reported maintaming a profit sharing plan

The original legislation established a task viving spouse receives one-half of the ad- about the most expensive pension plan and 27% reported maintaining a thrift/
force to study the need for such stiffer stan- Justed amount change imaginable savings plan While the percent maintainmg
dards. There hasn't been any meaningful Beyond the effects of ERISA, the impact There also may be a philosophical issue profit sharing plans slipped to 23% of 524
feedback as yet, but it is table to be a real of mflation is also obvious if pension prac- involved, with Plan sponsors reluctant to companies in 1978, those reporting thrift/
bombshell when lt finally arrives tices from the 1975 and 1978 surveys are "mdex" their benefits to cost-of-living be- savings plans increased to 36%.

The final areas where ERISA standards compared. Extending increased benefits to cause ofthe very real fear ofhelping fuel the Pension plan costs as a percent of payroll
have obviously affected pension plan design those already retired has becomemore com- Inflation they're trying to combat. An argu- m 1978 are shown m the chart. .
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legal brief

AWASHINGTON APPELLATE

court, in a suit brought by a manu-
facturer against its liability insurer,
ruled that the negligent manufac-
ture o f concrete panels and result-
ing property damage ccnstituted
an "occurrence." The court also

ruled that a "sistership" exclusion
did not apply when no claim was
made for the withdrawal or loss of

the product by the insured.
Yakima Cement Products Co., a

manufacturer of precast concrete
panels, supplied defective panels
used in the construction of a build-

ing. Yakima took immediate cor-
rective measures at substantial in-

creases in costs and materials. The
roo f o f the building was also dam-

j

l,

Wash. appeals court defines occurrence
aged. When the owner refused pay-
ment, Yakima sued.

The owner counterclaimed for its
damages. Yakima tendered the de-
fense ofthe countersuit to its liabil-
ity insurer, Great America Insur-
ance Co., but was refused. The pol-
icy insured Yakima for damages be-
cause of property damage caused
by an "occurrence." Yakima
settled its suit for $70,000 with
the building owner. It was this
sumYakimasoughttorecoverhere
against the insurance company.
The trial court held that there was
an "occurrence" within the mean-

ing o f the policy but that recovery
was precluded by the "sistership"
exclusion clause.

The appellate court said that the
word "accident" should not be con-
strued as excluding claims involv-
ing negligence or breach of war-
ranty "otherwise, little protection
would be given to the insured." The
court concluded that there was an
accident here within the "occur-

renee" coverage o f the policy that
resulted in property damage nei-
ther expected nor intended by the
insured. The court also concluded

that a policy provision excluding
damages for withdrawal of the
insured's product, commonly
known as a sistership exclusion,
was inapplicable because the con-
crete panels were not withdrawn
from the market. Yakima Cement

The
Underwriter's

Underwriter

Contractors' liability
A contractor sued several insur-

ance companies to determine their
obligations to defend and indem-
nify the contractor for damages
claimed to have resulted from de-

fective or negligent performance of
construction contracts. A New
York appellate court ruled thatthe
claims came within an exclu-

sionary clause for"damage to prod-
ucts."

J.G.A. Construction Corp. was
sued for over $3.5 million for negli-

We have more underwriters,
with more experience, and
more ideas, in more places,
than any of our competitors.

Timothy P. Mitchell
Underwriter, New York

General Re
/ Gene·al Re,nsurance Corporation, 600 Sleamboal Road, Gleenwich, CT 06830. Atlanta, Chicago. Columbus, Dallas, Har:loid. Houston, Kansas Cily, Los Angeles, Monreal, New Wk, Philadelphi. San Francisco, Seaille, T/onto

Products Co. v. Great Am. Ins. Co.,
Court of Appeals of Washington,
Jan. 30,1979 (BI/01/Au.-$4).

gence and breach ofcontract bythe
owners of two construction proj-
ects. Each suit arose out of defec-
tive workmanship by subcontrac-
tors. Although several insurance
companies were involved, all of
whom refused to defend, the prin-
cipal question arose with regard to
a series o f comprehensive liability
policies written by Aetna Casualty
& Surety Co.

The policies excluded coverage
for work performed "by or on be-
half of the insured." However, a
"broad form property damage" en-
dorsement denied insurance only
"to work performed by the named
assured." Furthermore, the Aetna
policies contained an exclusion for
"property damage to the named as-
sured products." The trial court
ruled for Aetna.

The abstracts published in this
column were prepared by Cases
Unlimited Inc., Evanston, Ill.

The appellate court agreed that
there was an ambiguity regarding
the work performed which should
be resolved against Aetna, espe-
cially as the defective work on both
projects was performed by a sub-
contractor and not the named as-
sured.

But, the court also concluded
that both claims fell within the
"products" exclusion. The court
said that the buildings of these
projects were the contractor's
"products," for it constructed
them. The court observed that it
could hardly be contended here
that the parties intended these lia-
bility policies to operate as perfor-
mance bonds for the work per-
formed by the contractor or his
subcontractors. J.G.A. Const. u.
Charter Oak Fire Ins., New York
Supreme Court, Appellate Divi-
sion, Feb. 16, 1979 (BI/02/Au.-$41

Workers comp
Is an employe's injury arisingout

of an industrial league basketball
game compensable under the
workers compensation law?

The court ofappeals ofKentucky
denied compensation where the ac-
tivity was remote from the place of
work, was not compelled by the
employer and yielded the em-
ployer no advantage nor benefit.

Jerome Jackson suffered an eye
injury while playing basketball on
an industrial league team com-
posed of employes of Cowden
Manufacturing Co. The league was
sponsored by a park department
and games were played in a public
school. Membership on a team was
limited to employes of a particular
company sponsoring that team.
The workers compensation board
awarded Mr. Jackson benefits.

This was overturned by the trial
court.

The appellate court said that Mr.
Jackson could not recover corn-
pensation benefits for his basket-
ball injury unless the injury was
work-related.

The general rule, according to
the court, for determining em-
ployer liability in cases of recrea-
tionalinjury was whether: 1) the in-
jury occurred on the employer's
premises during a recreational pe-
riod as a regular incident of em-
ployment; or 2) the employer re-
quired participation; or 3) the em-
ployer derived substantial direct
benefit from the activity beyond
the intangible value of improve-
ment o f employe health.

The court concluded thatnone of

these factors were present here and
that Jackson's injury was not work-
related. Jackson v. Cowden Mfg.
Co., Court ofAppeals of Kentucky,
Dec. 22, 1978 (BI/03/Au.-$4).

* Copies of the e;ltiredecision mal
be obtained by sending a checkfor
$4 made out to Cases Unlimited to
Business Insurance, 740 N. Rush
St., Chicago, Itt. 60611. Please list
the number for each opinion.



benefit tax slants

Income tax ax falls

on 2nd distribution

of pension benefits
By JOSEPH S. ROBINSON

Attorney-at-Law

Lump-sum distributions from
qualified pension or profit-sharing
plans are afforded special tax treat-
ment as capital gains or are eligible
for 10-year forward income averag-
ing or may be rolled over to an IRA-
if paid within one taxable year.

But sometimes a participant's in-
terest in a qualified plan cannot be
distributed within one taxable year
because of litigation or other
events beyond the control of the
plan. In this situation, favorable
tax treatment may not be available
to the participant to the full
amount of his/her account.

Here's a situation that demon-

strates the tax consequences when
an employe could receive more
than one distribution:

A qualified plan was to be ter-
minated in connection withthe liq-
uidation of the corporation, not re-
sulting from a merger or consolida-
tion.. Upon· determination of ac-
crued benefits due plan partici-
pants, substantial excess assets re-
mained.

The plan sponsor claimed that
such assets were the result o f actu-

arial error and should be returned

to the company pursuant to the
terms of the plan. However, some
employes challenged the determi-
nation and laid claim to the excess

assets in a court suit. The plan of-
fered tomake a distribution to the

participants of the accrued bene-
fits upon separation from service
and another distribution of the ex-
cess amount in a future year if the
court decided in favor ofthe partic-
ipants. In lieu of this, a participant
could have chosen to make an irre-

vocable election not to receive any
benefits until a final determination

of all rights has been made.
I.R.S. ruled that there can be

only one payout from the plan that
will be eligible for lump-sum treat-
ment, regardless that the partici-
pants' claim to benefits is indivisi-
ble.

If a participant elects to take the
accrued benefits attributable to his
account as ofthe date ofseparation
from service, such a distribution
will qualify for lump-sum treat-
ment, regardless ofwhether any fu-
ture payout is made to the partici-
pant. Any subsequent distribution
made to a participant in a later tax
year will be taxed as ordinary in-
come. (Letter Ruling 7915032).

Prepaid legal plans
Don't overlook the fact that the

1976 Tax Reform Act added an im-

portant item to the list of employe
benefits: group prepaid legal plans.

i As in the case of group health in-
surance, employers get a deduc-
tion for their payments as well as
on the dollar value o f any personal
legal services for, say, house clos-
ings or wills, that employes or their
dependents receive under the plan.
(I.R.C. Sec. 120).

A group legal plan qualifies if it
meets the following requirements:

The employer must have a sepa-
rate written plan for the exclusive
benefit 9f emplKyes (or their 5¥»
spouses or dependents) that pro- -·'
vides them with specified benefits.
These benefits must be spelled out
so that employes understand what
personal legal services are covered
under the plan.

The plan cannot discriminate
against the rank and file in favor of
officers, shareholders or highly
compensated employes.

Employer contributions can be
paid only to tax-exempt organi-
zations or trusts, insurance com-
panies, persons who provide le-
gal services or a combination of
them. •
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ANNOUNCING

COUNCIL ON EMPLOYEE BENEF[TS
33RD ANNUAL CONFERENCE

OCTOBER 3-5, 1979

THE FAIRMONT HOTEL

NEW ORLEANS, LA.

Informative Meeting Covering All Areas of Employee Benefts
For Information contact C.'S. Lazaroff (216) 794-4008

1144 E. Market St. Akron, Ohio 44316

AARG
A Unique Definition Of Service

AARG, (arg) syn: American Accident Reinsurance
Group; The largest accident & health reinsurance facil-
ity in the world; with acapacity of $3() Million provided
by some seventy-five life and general insurance com-
panies led by the Prudential and Travelers.

Ask for the brochure describing our services.

 THE DUNCANSON & HOLT GROUPReinsurance Managers

99 JOHN STREET NEW YORK, N.Y. 10038 (212) 233-2016
Cables: DUNCANHOLT NEWYORK Telex: 128149

Offices in: Atlanta, Chicago, Dallas, Philadelphia, Portland, Me., San Francisco

AMERICAN ACCIDENT REINSURANCE GROUP • Acacia Mutual Life Insurance Co. . Aetna Life Insurance Co. • Allendale Mutual Insurance Co. • American
Home Assurance Co • American National Insurance Co. • Baltimore Life Insurance Co. • Bankers Ute & Casualty Co. . Bankers Life Co. • Benefit Trust Life Insurance Co. . Berkshire Life Insurance
Co. • Chiyoda Fire & Marine Insurance Co. • Colonial Penn Ute Insurance Co. • Combined Insurance Company 01 America . Connecticut General Ute Insurance Co. • Constellation Reinsurance Co. •
Constitution Reinsurance Corp • Employers Mutual Liability insurance Co. • Equitable life Assurance Society of the United States • Federal Insurance Co. • Federated Reinsurance Corp. • FidelityMutual Life Insurance Co. • Fireman:s Fund American Lite Insurance Co. • Gerling Global Reinsurance Corp. • General American lite Insurance Co. • Globe Life Insurance Co. • Great Southern LifeInsurance Co. • Guardian Lite Insurance Co. of America • Home Insurance Co. •Home Life Insurance Co. •INA Reinsurance Co. . Inter-Ocean Insurance Co. •John Hancock Mutual life insurance
Co. • liberty Mutual Insurance Co • Liberty National life Insurance Co. • Ute Insurance Company of California  Massachusetts Indemnity & Life Insurance Co. • Metropolitan Life Insurance Co. •Metropolitan Property and liability Insurance Co. • Mission Insurance Co. . Monarch Life Insurance CO • Monumental Life Insurance Co. • Mutual Life insurance Company of New brk • NationalCasualty Co • National life & Accident Insurance Co. • New England Reinsurance Corp • Northwestern National Life Insurance Co. • Occidental life Insurance Company of California • OhioReinsurance Corp. • Pacific Fidelity Lite Insurance Co • Pacinc Mutual Life insurance Co. • Paul Revere Life Insurance CO. • Phoenix Mutual Ute Insurance Go. • Provident General Insurance Co. •
Provident Life and Accident Insurance Co. • Prudential Insuranoe Company ot America • Puritan Insurance Co. • Reliance Standard Life Insurance Co. • RU Insurance Co. • Rochdale Insurance Co. •SAFECO Life Insurance Company • SCOR Reinsurance Co. • Security Insurance Company 01 Hartford •Sentry Ute Insuranee Co. • Skandia America Reinsurance Corp. • State Mutual Life AssuranceCompany of America • Sun Life Insurance Co. of America • Taisho Marine & Fire Co., Ltd•The Tokio Marine & Fire Ins Co., ltd. (U.S Branch) • Transit Casualty Co. • Travelers Insurance Co. .
Union Central Life Insurance Cg I United States Fidelity and Guararty Co. . Unity Fire & General Insurance Co • Yasuda Fire and Marine Ins. Co.. Ltd. • Zurich-American Insurance Companies
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london line

Insurers sta rt fund to pay DC 1 0 claims
By JOHN H. MILLER as high as $200 million was pre-

dicted in June.
LONDON-Aviation insurers

from three markets involved in the

C hicago DC 10 crash have agreed to
contribute a total c f $50 million to a
fund to promptly settle passenger
liability claims.

U.K., U.S. and French insurers
are pooling their resources to avoid
lawsuits against A -nerican Airlines
and McDonnell Doughs Corp.
Lawyers may still nego:iate for
their clients, but insurers will not

debate among thernseliks their
shares of the cost

When U. S. courts or civilauthori-

ties determine blame for .he crash,

the insurers will decide their share

of the damages and readjust their
contributions to the pool to pay set-
tlements.

The settlement fund idea was

born after the Tenerife air disaster
two years ago in which 583 persons
were killed. The fund helped re-
duce final costs to around $150 mil-
lion because clai ms were settled
quickly without excessive legal
costs.

Although the fund is being
started at $50 million to meet im-
mediate settlements, it can be ex-
panded without specific limits. In-
surers say liability claims may ap-
I)roach the $100 million mark, but

War risk zone
Heeding warnings from U.S.

authorities about the chance of Pa-

lestinian guerrillas hijacking a
tanker in the Persian Gulf, marine
insurers have decided to treat the
area as a war risk zone.

This means underwriters may
levy excess premiums on all kinds
of ships traveling in the area, but
tankers will be hit hardest.

U.K. insurers estimate that as

many as 50 tankers, worth $50 mil-
lion to $100 million each, are using

4 %

Gulf ports and that the potential
exposure could be $3 billion to $5
billion if they were trapped by ex-
tremists blocking the passage at
the end of the Gulf.

War risk policies for most ships
are written on a 12-month basis and

14 days notice must be given if the
coverage is to be changed.

A hijacking would have serious
repercussions on other tankers, in-
surers said. As oneexpert put it, "If
vast quantities of laden tankers are
trapped inside the Gulf, it would be
farworse than the situation created
in the Suez Canal blockade several
years back."

Only a few parts o f the world, in-

Who Cares What

Happens...
After your Group Contract is
delivered? You do and so do wei

Whether your company is tops in the oil,
cotton, coal, or the shipbuilding busi-
ness

You'll find that Provident is eager to
provide you with a group insurance plan
designed especially for your group. We
may not be experts when it comes to dril-
ling for oil, baling cotton, digging for coal,
or building ships, but we are recognized
as experts in the Group insurance busi-
ness.

Ask any Of our competitors they'll
tell you.

GROUP DEPARTMENT

Provident
LIFE AND ACCIDENT

LIFE AND CASUALTY

CHATTANOOGA, TN 37402

cluding the Egypt-Israel area and
Cambodia, are subject to extra war
risk rates by insurers in the United
Kingdom.

Agreement dropped
A planned U.S.-U.K. agreement

for the reciprocal enforcement of
civil judgments has been dropped
after bitter protests by London un-
derwriters that it would lead to big-
gerpremiums for a large number of
British industrial corporations and
would favor U.S. businessmen at

the U.K.'s expense.
Top lawyers in the U.K.

government's trade and legal de-
partments say the timetable to
bring the agreement into effect has
been disrupted. U.S. corporations
had originally hoped the reciprocal
enforcement law would go into ef-
feet last year.

Negotiations to help U.S. busi-
nessmen, who wanted the rules to
protect them against legislation in
several European Economic Com-
munity countries, will have to be-
gin again and may take two years to
complete.

The trouble began in 1968, when
France, Germany, Italy and Hol-
land, as well as other EEC nations
adopted joint rules that would en-
able them to seize a foreign
business's assets to settle court
awards.

When Britain joined the EEC in
1973 it had to accept the rules, but
promised U.S. businessmen it
would draft a separate provision
with them. U.K. insurers protested
the conditions of the proposal,
fearing liability premiums for Brit-
ish exporters sending goods to the
United States would increase to as-

tronomieal levels to meet U.S.

court awards.

The U.S. State Department is
now trying other measures to pro-
tect U.S. business interests in the

EEC regulatory zones.
The proposed agreement was

dropped mainly because laws in
many U.S. states are different from
those in England, but it does not
affect claims against companies
that have assets in the U.S. or who

face damage awards that are in
keeping with normal British rules
ofjustice.

Ship salvaged
Lloyd's was saved from a record

breaking shipping loss on the U.S.-
owned LNG (liquified natural gas)
carrier El Paso Paul Kayser when it
was refloated after going aground
off Gibraltar on June 30 with
100,000 cubic meters of gas cargo
on board,

Insured for $160 million in the
U.S. and London markets by its
owner, El Paso Natural Gas Co.,
the vessel was initially feared a to-
tal loss. The record shipping loss is
$80 million held by the German
barge carrier Munchen which
vanished in mid-Atlantic last win-
ter (BI, Jan. 8).

Under salvage efforts, the tanker
transferred its cargo to its owner's
other ship, El Paso Sonatrach, and
the stricken vessel was lightened
enough for it to be taken to port for
repairs.

LNG carriers have been unoffi-

cially called "floating bombs" by
insurers, but they have a remark-
ably good safety record because of
their highly sophisticated design.
They are equipped with double
bottoms and double side shells and

there have been no catastrophes in
their 20-year history.

El Paso Paul Kayser was bound
for Cove Point, Md., when it went
aground in fog. •
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Margaret LeRoux
shows how patient
shecanbe
Margaret is San Francisco correspondent for Business Insurance.

She has her finger on the pulse cf America's health maintenance organizations;
who started them, how they are funded and organized, how HMO's lower the cost
of health care without affecting quality.

Not too long ago, following the concern by corporate executives with the
rising cost of health care and insirance premiums, former Secretary of HEW
Califano, chaired an HMO seminar.

Margaret contributed to a series on HMO's in Business Insurance that were
included in the background information kit distributed to Fortune 500 chief
executive officers who attended. Margaret also joined an HMO so that she
could give Business Insurance readers a first hand report about the workings
of such an organization.

Yet Margaret, like all of our editors and reporters, does not specialize.
Her stories cover a wide spectrum of insurance, risk management and
employe benefits. And her incisive, thorough reports have been the
subject of discussion, earnest analysis and action by influential
corporate and government officials.

It is this kind of in-depth reporting that makes
Business Insurance the most widely used and quoted
authority in its field.

And because Business Insurarce does

so much for its readers, it also does
more for its advertisers.

It's where the insurance marketplace
takes shape, week after week.*

Shouldn't you be there?

Business Insurance goes weekly in 1980.

if

A PUBLICATION OF CRAIN COMMUNICATIONS INC.,

1

New York: 708 Third Ave.,NY 10017 (212) 386-5050 • Chicago: 740 Rush St., IL 60611 (312) 649-5275 • Los Angeles: 6404 Wilshire Blvd., CA 90048 (213) 651-3710
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Sasse may lose...
Continued,/tom page 1
of the book," he said, which in-
cluded some insurance on U.S. en-
tertainment establishments but

was "spread across a whole range."
Sasse had underwritten a "sub-

stantial third-party liability ac-
count," Mr. Merrett explained,
"and its experience is similar to
that of U.S. underwriters in 1975
and 1976." U.S. underwriters suf-

fered heavy losses in those years.
"It just took longer to show," Mr.
Merrett added.

The additional business which is

pushing Sasse's estimated losses
up another $14 million was pro-
duced by many different brokers,
Mr. Merrett said. "There was almost
no additional business from

Brentnall Beard," the Lloyd's bro-
ker who brought Sasse the fire in-
surance that first plunged the syn-
dicate into difficulty and prompted

Lloyd's to suspend it from under-
writing new business.

Mr. Merrett reported"progress is
being made on the reinsurance" of
Sasse's business in 1976, but said
he could not elaborate because he

is not negotiating it.

Lloyd's may pay bill

Losses on Sasse's business in

1976 and unpaid losses from pre-
vious years due in 1976 are estima-
ted by Mr. Merrett at 15.6 million
pounds Sterling ($35.6 million).
The Committee of Lloyd's is pro-
posing other syndicates reinsure
the business for a premium equal-
ing the funds Mr. Merrett said are
needed to meet the syndicate's
liabilities.

If the reinsurers won't take the
business for that amount, the Com-
mittee of Lloyd's will pay the extra

premium demanded by the under-
writers.

"We expect the reinsurance will
be wholly written by Lloyd's," Mr.
Merrett noted.

He does not expect the Commit-
tee of Lloyd's will try to reinsure
business written by Sasse after
1976, on which losses are estimated
at another $5.4 million.

When Mr. Merrett released his

latest estimate of Sasse's ultimate

losses at 20 million pounds Ster-
ling, it was converted to $44 million
by some. Mr. Merrett said $41 mil-
lion is more accurate because

many of the losses are in U.S. dol-
lars, which he had converted to
pounds, and others are now con-
verting back to U.S. dollars.

Asked what the losses would be

in U.S. dollars, Mr. Merrett said, "It
is almost impossible to give a sensi-
ble answer, but it would be closer
tosay $41 million for ali losses from
1976 and previous years and the au-
dit deficiency-which is not a loss
but a current expectation of even-

f'

tual loss."

Meanwhile, appointed as special
arbitrators tojudge charges against
six people for their alleged involve-
ment in plunging Sasse into its pre-
carious financial position are
Charles Close-Smith and Leonard
Durham, both former chairmen of
Lloyd's Non-Marine Underwriters
Assn.

Subject to expulsion are Fre-
derick H. Sasse, the Sasse

Syndicate's top man for many
years, and John H. Newman, an ex-
ecutive ofLloyd's brokerBrentnall
Beard, who was involved with
many ofthe troublesome risks that
came to London from Den-Har Un-

derwriting Agency of Florida.

Unusual action

Mr. Sasse and Mr. Newman have

the right to file responses to the
complaints with the arbitrators be-
fore Lloyd's makes any final deci-
sions. It may be several months be-
fore the outcome is known.

 IMAGINATION is not fantasy.Bruce McCombs' "Gulliver's

Packard" portrays familiar compo-
nents but forces an evaluation on a

different scale. Commonly pistons
should be held in one hand, tires and 5V I
wheels should belifted, perhaps with
effort, by one person and connecting rods should be installed by one person. Yet as
society has made increasing demands on our industrial capacity, the scale has changed.
The power of machines has reduced man to Lilliputian dimensions and perceptions of
man's place in this scheme of things must also change.

Changes in scale alone have magnified the problems of dealing with the industrial en-
vironment while changes in technology further complicate the world. Overcoming these
challenges requires imagination of a high order to conceive of solutions to problems
never presented before, where the past can beour referencebut notourguide. Imagination
is the ability to deal creatively with reality.

Underwriters have no special sources of knowledge or data yet some, in our market-
place, possess an imagination that allows them to adjust underwriting approaches as
reality changes. They understand that solutions perceived as appropriate in the past are
not suitable in the present. Most importantlythey realizethat merely increasing the scale
of their response to larger demands is not effective. Changes in scale require changes
in all aspects of response.

As professional intermediaries, McAlear Associates is proud to be part of the excess
and surplus lines marketplace because it does anticipate the future. Here imagination
is valued and used actively to respond tothe needs of an agent and client. Whether
those requirements be the size and complexity of a Lilliputian, a Gulliver or aGargantua, McAlear Associates, Inc. works to see that the response is appropriate.

l\*Alear Associates Inc.
Grand Rapids, Michigan

Mr. Sasse, who has been with
Lloyd's for 28 years, has taken no
active part in Sasse affairs since
early 1978. Mr. Newman, a Lloyd's
member for only seven years, has
now been suspended from execu-
tive duties with Brentnall Beard

until the facts are fully known (BI,
July 23).

Secret report

The complaints against them and
four other executives, two with the
Sasse Syndicate and two with
Brentnall Beard, are contained in a
25-page report filed with Lloyd's
by an inquiry committee which has
been sitting for more than a year.
Its findings are being kept secret
until the case can go before the ar-
bitrators, but it is known Sasse

Syndicate overwrote its permitted
premium levels in 1976.

It is highly exceptional for
Lloyd's to contemplate expelling
any of its members, but it has the
right to do so under British Acts of
Parliarnent passed in 1871 and
1911.

Lesser penalties of suspension
from the market for up to two years
are expected to be sought against
the other four individuals named
in the proceedings: Thomas Turn-
bull and John Scott of the Sasse
Syndicate and Stanley Elsbury and
Derek Gravestock, of Brentnall
Beard. They too have the right to
contest the complaints.

Brentnall Beard has now ap-
pointed a new chief executive,
Maurice Fullerton, after reporting
a $1.4 million loss for the six
months prior to March 31 due to
difficult Canadian marketing con-
ditions. •

C ity pays out
for fire loss

CHICAGO-A fire Aug. 3 that
destroyed nine Chicago Transit
Authority rapid transit cars and a
CTA repair shop caused an estima-
ted $4.75 million loss, $1 million of
which is self-assumed by the au-
thority.

The currentreplacementvalue of
each rapid transit car is estimated
at $500,000, a CTA spokesman said,
and the wood-frame building used
for inspection and light repairs was
valued at $250,000. Eight other cars
were damaged.

CTA buses, trains and mainte-
nance buildings are covered by a
$20 million fire and damage policy
underwritten by Aetna Casualty &
Surety Co. of Hartford, Conn. The
policy has a $1 million deductible.
The CTA has received one $500,000
payment from Aetna so far.

The cause ofthe fire has not been
determined, but Chicago chief fire
marshal William Foley has said the
fire may have started when sparks
from a welder, working on a car
outside the repair shop, ignited
railroad ties, and spread to other
tracks and the building. •

INA forms bond unit
PHILADELPHIA-Insurance

Co. of North America has formed
INA Bond Facilities Inc. in Chi-

cago, a new facility for managing
and marketing contract, surety and
financial institution bonds.

Michael B. Fodor, who has been
associated with INA's bond opera-
tions since 1958 and previously
served as bond manager of the
New Orleans, Cincinnati and Chi-
cago service offices, is president.

INA Bond Facilities' headquar-
ters are located at 10 South River-
side Plaza, Chicago, I1160606. In ad-
dition to the Chicago office, four
regional bonding offices have been
established in San Francisco, Chi-
cago, New York and Atlanta. Other
lines previously managed within
INA's bond department will be the
responsibility o f the commercial
property department, the company
said.



M&M pleads guilty
of kickbacks to GOP

By ELLIS SIMON

. SYRACUSE, N.Y.-A state in-
vestigation into political kickbacks
paid to the Onondaga County Re-
publican Party by various sup-
pliers to the county and City of
Syracuse has yielded a conviction
against Marsh & McLennan of
New York Inc.

The division of the nation's

largest insurance. broker pleaded
guilty to one count of violating
state election laws, was ' fined
$5,000 and ordered to make a
$30,000 restitution payment to
Onondaga County.

Marsh & MeLennan is the first
broker or agent convicted in New
York for politically motivated com-
mission sharimg, said Reter D. An-

dreoli, special . prosecutor for
Onondaga County.

Similar activities had been found

in Nassau and Broome counties

(BI, Oct. 30, 1978) and indictments
are pending against three other
Syracuse brokers.

Mr. Andreoli said M&M and
other brokers for . Onondaga
County's insurance: between 1969
and 1977 were instructed by GOP
officials to put 50% of their com-
missions from county business
into a special fund. The proceeds of
the fund were distributed to other

agents and brokers in proportion
to the size of campaign contribu-
tion they made to the county Re-
publican organization, he ex-
plained.

During the period, M&M bro-
kered $500,000 in insurance pre-
miums for the county, some years
as broker of record while in others

it received shared commission
funds, Mr. Andreoli said.

Indictments are pending against
brokers Young Agency, Ellis,
Moreland & Ellis and George C
Shunk; county executive John C.

Mulroy; and Martin S. Auer, for
mer Onondaga County Republican
Party chairman and a member of
the senate insurance committee.

The investigation, which ex
tends beyond insurance purchas
ing activities, has resulted in con
victions against the county direc
tor of purchase, county attorney,
Republican commissioner of elec

tions, a deputy county auditor and
a town supervisor.

Marsh & McLennan has been

Institute to get
education chief

HAlVIILTON, Bermuda-The Ber
muda Insurance Institute will

hire a full-time director of insur

ance studies/training officer this
fall to tend to the education needs

of its 91 member companies and
to prornote a career in insurance

among Bermuda's students.
In addition to analyzing the edu

cation and training needs of the
institute's membership and de
signing and conducting seminars
to fill those needs, the insurance
studies director will teach insur

ance courses at Bermuda College
as part o f the business administra

' tion program and will visit schools
in Bermuda to explain the oppor

, tunities in.the insurance business
to students, said Clive W. Hims

worth, president of the institute.
The dramatic growth of the in

surance industry in Bermuda, pri
marily m captive insurance compa
nies, has increased demand for
trained personnel far beyond the
local supply, said the institute in
announcing the new position
Reaching and teaching Bermu
dians, not expatriates, is the
institute's objective in hiring the
director, Mr. Himsworth noted. •

"cooperating fully" with the inves-
tigation and has promised to con-
tinue with its assistance, Mr. An-
dreoli said.

An M&M spokesman in New
York said the company agreed to
plead guilty to the election law vio-
lation rather than face the cost of

extensive involvement with legal
proceedings. It is "extremely
doub-ful" that M&M's actions con-

stituted a violation ofthe law in ef

fect at that time, the spokesman
added.

Meanwhile, the U.S. attorney for
the Eastern District of New York

reportedly is investigating whether
Nassau County's broker of record,
Richard A. Williams & Son, was
coerced into engaging in commis-
sion sharing arrangements there. •
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ACCS'.*RfolThe world 6f insurance
loye benefits and risk management is
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changing at an accelerating pBe sure to tell your story to everyone who counts Advertise in the newBusiness Insurance, to be weekly in 1980
The one and only.
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What J&H doesit know about London,
Willis Faber does.

 One reason J&H serves 
more leading multinationals than-IL any other insurance broker.

At a time when other American

brokers are still seeking a stable
relationship iri the vital London 
market, Johnson & Higgins and
Willis Faber & Dumas are

celebrating 87 years of inter-
national cooperation.

This longstanding relationship
is just one of the reasons J&H
has the resoutces to uncomplicate
the most complex international
risk management problems.

In addition to 34 of our own

offices overseas, staffed with
morb than 900 J&H people, we
can call upon the global strength
of our 71-office network of

exclusive correspondents in key
business centers.

Which is why 30 of the top 100
companies have J&H as their
principal international insurance
broken And another 15 have us

on their team. And why we serve
nearly 30 percent of the rest of
the Fortune 500.

When it comes to international

riskmanagement, nobody has
been at it longer or does it better
than J&H.

Representatives of Willis, Faber & Dumas and Johnson & Higgins meet frequently.
Here the senior officers of both firms discuss recent developments.

Seated (1. to r.) A. Ronald [hylor, Chairman WF&D; David V. Palmer, Deputy Chairman
WF&D; Robert V. Hatcher, President J&H; Richard I. Purnell, Chairman J&H.

Johnson*«iggms
Thepr*rate insurance broker.

We answer only to you.
RISK AND INSURANCE MANAGEMENT SERVICES; EMPLOYEE BENEFIT.AND ACTUARIAL CONSULTING.THROUGHOUT THE WORLD
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Better.

The St. Paul Manufacturer's

Output Policy (MOP) is a better,
simpler way to protect your
company's property, wherever it
is. And in whatever form it's

in, from raw materials to finished
products.

And you can do it very simply.
MOP coverages are consolidated
into one policy instead of the several
you'd normally have to deal with.
Property can be insured for actual cash
value or selling price.

During your policy year, MOP
coverage automatically expands or contracts according
to the value of property covered. That way, your assets are
protected in peak or slow times. Whether inventories
are high or low. Whether your firm is receiving, shipping
or storing materials. Or all of these. All in one policy.
There's also automatic coverage for new non-manufac-
turing facilities without notifying The St. Paul.

What's more, there's usually no deposit premium,
which lets you handle premiums on a pay as you go
basis..Which, in turn, can help cash flow Good 16-ss
experience and deductible options can keep your
insurance costs down.

Want more information? Contact your Independent
Insurance Agent representing The St. Paul. Check your

YouRI independent

\ /nSUmnre0/AGENT /
I SERVES VOU .RS. I

Yellow Pages.
Here's more

business insurance

we've made better:
COMPACT

Commercial

property insur-
ance for build-

ings, contents,
inland marine

exposures, glass and more
in one simple policy.

Pkzin English Package A variety of
property/liability business coverages in one policy, without
all the gobbledygook.

EDP. All-risk computer insurance from the
company that originated data processing insurance.

Umbrella Excess Liability One million dollars

excess liability coverage on small businesses for as little
as $200 per year. Can also handle larger accounts
with limits up to $20 million.

Commercial Auto. The St. Paul has the expertise,
people, resources and stability to back you strong
in this coverage.

Inland Marine. We're one of the largest across
the board writers. We've built expertise since 1853.

We kepp

'mce
better. as,mul

Properly&Lab,lily
Insurance

Serving you through Independent Agents. St. Paul Fire and Marine Insurance Company /St. Paul Mercury Insurance Company /The St. Paul Insurance Company/
St. Paul Guardian Insurance Company /The St. Paul Insurance Company of Illinois: Property and Liability Affiliates of The St. Paul Companies Inc., Saint Paul, Minnesota 55102.
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CLAIM MANAGEMENT

SERVICES
RISK MANAGERS/CAPTIVES/REINSURORS

casualty reserves • major case •
audit/review • prcgram analysis
• cont-act adjusting analysis •
• self-insured • aggregate cov-
ers • experienced in Fortune 500
claim programs

John J. O'Connor
B.A., L.LB.. I.I.A.

Consultant
11 Patrick Lane

Wilton, Connecticut 06897
Phone: (203) 762-9564
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Product liability bill
changes to be unveiled

WASHINGTON-The Corn-

merce Department expects to un-
veil in early September its revis€d
model prodl-Ct liability bill.

The most importan : change. in

what ia expected -0 be a signif-
cantly different bill frc m a prelinli-
nary version published in January
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the appointment oi
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(BI, Jan. 22) will be in provisions
dealing with the length of time a
manufacturer can be held liable

for its products, the state of the
art defense and ine relationship of
workers comper sation to product
liability.

A new grovision ir.volving ex-
press waramies is also being

added to the revised bill, which is
reorganized for Easier reading.

Victor Scnwartz, ehairmanofthe
Interagency Task Force of Product
Liability and Acc.dEnt Compensa-
tion who has played :he lead role in
drafting the model bills, said his
goal for the oiI[ is "to have within
the context cf product liability law
a careful balancing )f interests of
product sell€rs and users."

The model law, deaigned for
adoption by states; represents one
of the Commerce Department's
long term sclutions tc the nation's
product liabili:y problems. An-
other solution--Ellowing federal
chartering of bufiness sKonsored
risk retention poo_s-was killed by
the Office if MEnsgement and
Budget (BI, Jily E

The model law attE muts to end
cirrent inconsiste-.cies from state

to state in the tort litigation
system-a factor balieve i to cause
u ncertainties for underwriters

measuring produc: risks and con-
tributing to the rise in product lia-
b:lity insurance premiums.

These uncertainties, would be

eliminated througn a uniform

1.product liabi.ity law that would
give insurers the pred_ctability

' they say is needed to assess and
quantify product expos-res, the
Commerce Department contends.

The first draft of:he model bill

has played a limited role in the bat-
tles now being waged in slate legis-
latures to change the t.ort law as it
affects product liabjity.

The governcrs of North Dakota
and Idaho, who ve:oed bills this
year, both cited the Commerce

model bill recommendation that
state legislatures should not be
passing widely differ_ng proposals
and should stiak w.:h a tiniform

bill in vetoing produc. liability
bills. (North Dako.a legislators
overrode their governor's veto.)

More recentl>, mu.h of the Com-
merce Department model bill
language was incorporated in
Connecticut's rew product liabil-

, .ty law. In Wisconsin. the final
model bill is expected to be intro-
duced in the state legislature this
fall.
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riskWatch
By ELLIS SIMON

New backup computer facilities
can avert business catastrophes

How long could your company function without its
computer system?

A study by the University of Minnesota Graduate
School of Business says the typical manufacturer would
be nearly shut down after 1042 days without its
computer-suffering a loss of 93% of its business activity.

In banking and other financial services, depending on
computers is even more severe and so is the risk exposure.
"In the case of a bank, five days (without its computer)
may be too late," warns risk man-
agement consultant Felix Klo-
man.

An increasing number of com-
panies are likely to establish con-
tingency facilities over the next
10 years where they can resume
data processing operations if a ca-
tastrophe strikes their computer
centers, Mr. Kloman predicted.
Such facilities are the "ultimate

risk management technique," he
contends.

Simon
But contingency facilities are

also costly. Two years ago, several New York banks and
other corporations began studying the feasibility of estab-
lishing such a center. High costs and technical difficulties
led many of these firms to drop out of the project, said
Irving Trust Co. assistant vp Steven J. Ross.

Irving, Chemical Bank and Exxon still are involved in
the project, but other alternatives, such as splitting a
company's computer workload between two facilities,
each of which would back up the other, are also worth
considering, Mr. Ross adds.

Another risk management alternative is corporate mem-
bership in a commercial computer backup center. Two
such facilities, equipped with IBM 3033 computers and
supporting equipment, are in the greater Philadelphia
area.

Sunguard Services of Philadelphia, a division of Sun
Co., has been operational since Jan. 31. Its 36 clients in-
clude Levi-Strauss, Celanese, Connecticut General and
Bank of Ohio, account manager Hugh Chekemian says.

Depending on whether they desire full or limited use of
the facilities, clients pay Sunguard a monthly member-
ship of $4,000 or $2,500. When disaster strikes, they pay a
$25,000 notification fee and daily rent of $4,500 or $6,000 to
use the facility.

Sunguard also has raised ftoor space fora clientto setup
and operate its replacement equipment. This space is let
for $500 per day and has a six-month use limit versus six
weeks for the house computer.

Shared Stanby Systems, a subsidiary of Shared Medical
System Inc., is scheduled to make its computer opera-
tional Sept. 1. Its 27 contracted users include Fortune 500
companies, banks and utilities, general manager Jim Car-
ter said.

Mernbership fees for the King of Prussia facility range
from $1,850 to $4,700 a month depending uponthe amount
of computer space needed. The disaster notification fee is
$10,000, which is credited toward the first three days rent.
Daily rentals range from $1,500 to $3,000.

A lesscostly option is membership inoneof six recovery
operation centers being built by Data Processing Security
Inc. The recovery centers provide raised floor space, air
conditioning, power sources and other amenities needed
for computer operations-but not the computers.

Charter membership in the recovery centers is $1,000
per month on a seven-year lease. There is no notification
fee and monthly space rental is 75 cents per square foot.

On equipment from IBM, which supplies 70% of the
nation's computers, a system can be put together, trans-
ported by air and installed at the Fort Worth facility within
five to six days, Mr. Scoma contends.

But there is no guarantee of such performance, admits
Joe Pedico, vp-marketing. In addition, client contingency
plans must provide for obtaining equipment with lead
times running as long as 24 months, he advised. The firm
recommends clients with common equipment pool re-
sources to purchase a unit for installation at the recovery
center.

Such recovery centers are "OK for companies in which
85% of data processing can be put off for a week," said
Irving Trust's Mr. Ross.

Added Mr. Ross: "From a risk manager's view, there is
no question of whether or not to have a recovery center.
It's a question of calculating the cost of that backup sys-
tem versus the cost of losing a computer facility."
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As underwriters try to chart a surer course in
many areas of risk, and some coverages seem
hard to come by, excess and surplus insurance
appears especially attractive.

The September 17 issue of Business Insurance will plumb the
depths of this increasingly imoortant segment of the insurance

 marketplace. The editors of Business Insurance will review conditions in
f this field, report in detail how major companies around the country, and the

world are using excess and surplus lines to fill needs that require the
3 flexibility and speedy underwriting not always available in primary markets.

It will be a "must read" issue for the risk/insurance/employe benefit
managers and the agents, brokers, and consultants who work with them to
create protection packages geared to today's fast-changing conditions.

Your advertising message will never find a more important or attentive
audience.

Ad closing date is September 4th. For further information about rates,
and to place your advertising reservations call Don Walsh, Advertising
Sales Director, at (212) 986-5050 or write to one of the Business Insurance
sales offices.
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Chicago: 740 Rush St. Ill. 60611 (312) 649-5275

Los Angeles: 6404 Wilshire Blvd.. CA. 90048 (213) 651-3710
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Labor Dept. eases ... rangements in which both the in- trary," Mr Jorgenson argues final rule caps a four-year battle by
surerand reinsurerare licensed do- The final rule, although benefi- corporations to hberalize the "5%
mestic insurance companies than cial to companies such as Mont- ERISA rule " When ERISA was be-
in cases where the reinsurer is an gomery Ward, whose insurance ing drafted in 1974, the bill's archi-

Continued from page 1 surance to the parent's employe offshore captive subsidiary already lS doing mostly tects originally proposed barring
who has advocated the use of off- benefit plan " The government traditionally outside business, lS unlikely to set any employe benefit transactions
shore captwes for employe bene- Other companies are annoyed has opposed use of offshore cap- off a stampede of companies set- between a parent and its insurance
fits that the new rule fails to resolve tives to insure employe oenefits, ting up domestic captives to sup- subsidiary to prevent possible self-

The new ruling also doesn't al- whether a corporati. n s insurance considering them difficult to regu- ply benefit coverage for the par- dealing
low Colorado or Tennessee-based subsidiary can enteg- _nto "front- late and not as safe as domestic in- ents' risks, most observers agree However, the outright prohibi-
captive insurance companies to ing" and reinsurance arrange- surance companies "I think anything less than a tion was replaced with the 5% limi-
underwrite benefit programs since ments with other unrelated insir- Some observers, such as New 100% rule (allowing a subsidiary to tation so Sears, Roebuck & Co
both states prohibit captives from ance companies York attorney Edward Vrooman, earn all its revenues from 1SSUlng could continue to insure its em-
underwriting life and health insur- Under a "fronting' arrangement, blamed the government for side- benefit policies to its parent) is go- ploye benefit plans with Allstate
ance insurance policies are usuall> is- stepping the reinsurance contro- ing to discourage the creation of Insurance Co , ltS subsidiary

Still, the rullng is welcome news sued by a well know-, hcensed .n- versy .Reinsurance is the key iS- subsidiaries to provide employe Sears easily met the 5% test since
to corporations with insurance surance company The hcensed in- sue to many corporations Labor benefits for the parents' plans be- more than 95% ofAllstate revenues
subsidiaries domiciled in the U S surer then reinsures a substant.al has been mulling over the issue for cause of the difficulties of initially come from insuring non-Sears
and underwriting a substantial portion ofthe risks witt the parent many years now and once again attracting enough outside bust- nsks However, other companies
amount of outside business Under company's insurance subsidiary they have falled to address lt," he ness," Mr VandenderPloeg said could not pass the 5% test and
the 5% limitation, large corpora- For example, Trzelers Insl.r- said Unless a subsidiary is willing to started lobbying for a higher per-
tions such as Montgomery Ward of ance Co provides life, medical and go out and aggressively attract out- centage
Chicago would have violated sick leave benefits tc employes of Reinsurance side business, a company is not go- Companies insuring employe
ERISA by insuring theiremployes' Agway Inc ofSyracuse,NY Trav- ing to start an insurance subsidiary benefits with subsidiaries are
group benefits with the corporate elers, in turn, reinsures tne policies But other observers see a ray of sirnply to serve lts own employes, given until Dec 31,1981, to comply
insurance company subsidiary with Agway's two ins_ranee subm- optimism shining through the he added with the standards mandated m

"For our purposes, (the new 50% diaries, Agway Life I- surance Co government's decision to d€fer for This month's pubhcation of the the final rule .

test) does the job," said Jerry Den- and Agway Insurance Co now any decision on reinsurance
nis, general counsel of Montgom- Under the reinsurance arrange- transactions
ery Ward Life Insurance Co "It ment, Travelers pays one c f "The decision to evaluate rein-
solves our problem " Providing Agway's insurance :Lbsidiar-es surance on a case-by-case basis Mal practice costlier
benefits for Montgomery Ward em- 50% of the premiums 1: receives for shows a somewhat realistic atti-
ployes accounts for about 8% of the Agway benefit plans. In return, tude on the part of the department
Ward's insurance company sub- Agway's insurance suosidiaries that they are not out to killall these in time, money: Survey
sidiary's business reinsure Travelers for 5 1% of tne arrangements and that if a com-

risk under the plan pany can justify whatever partiou- MILWAUKEE-Medical mal- The closed claims study alsoCan't meet test In other reinsurance arrange- larreinsurance arrangement it may practice claims are taking longerto found a substantial increase in the
ments, a handful of U S compa- have, the department will listen," settle and costing more, an exten- use o f the courts to resolve claims,

But some companies, such as nies such as Sambo's Restaurants Chicago attorney Frank Vanden- sive survey of medical malpractice with 16% ofthe claims going to trial
John Deere & Co of Moline, Ill, Inc of Santa Barbara, Calif, are derPloeg said claims closed since July 1975 despite legislation favoring alter-
have so much of the parent's busi- using their Bermuda captlves to The government bar against us- shows native models of dispositions oc-
ness in their insurance subsidiaries reinsure large domes: c insurers ing an offshore or non-U S -nsur- The study, conducted by the Na- cumng within the trial system
that they can't even meet the 50% writing the policies foir the parent ance company subsidiary to di- tional Assn ofInsurance Commis- In the last survey the physician-
test and will ask the government to corporation (BI, June il) rectly write benefit policies for the sioners (NAIC) and containing defendant won four out of five
grant an individual exemption The government did notsay rein- parent reflects its concerns about summaries of 16,592 claims closed court cases while the recent study
'We'veargued that ifacompany surance situations such as Agway the stability and lack of regulatory since July 1,1976, by more than 100 shows the physician-defendant
has a domestic state-regulated in- and Sambo's arrangerr er_ts are 11- control over the foreign cal)trves insurers, found that the average winning ln court more than nine
surance company, the Rolicy- legal, but said it willapE-ove ordis- Cleveland attorney Thomas time between injury and claim times out of 10
nolders are protected and there ls approve reinsurance transactions Jorgenson, who represents an un- closures J umped to 42 from 32 Despite the extensive nature of
no particular purpose to be served on a case-by-case basis ' How we identified manufacturing com- months in a 1974 study despite leg- the study, the NAIC cannot ascer-
by the 50% test," said John Deere are going to deal with · iose (rein- pany with an offshore captive, islation designed to resolve dispu- tain whether these developments
attorney Ron Modlm surance) transactions has not been questions if the Labor Department tes faster reflect the effect of recent legisla-

Government sources, though, decided," one source said has the expertise to determine if The average payment for a mal- tion or a resistance to a settlementmaintain the 50% outside business How the Labor Department fi- domestic insurance companies are Practice claim increased by 28% m the absence of negligence
requirement is necessary because nally will decide the reinsurance is- safer than foreign insurance com- since 1974 Inflationinthenational A summary of the survey is not
"it shows that the insurance com- sue remains unclear But one panies. Excluding foreign insur- economy and growth in the medi- yet available The entire study can
pany is in the business of selling source said it would be 3:sonable ance subsidiaries from insuring cal industry account for the in- be purchased for $100 from NAIC,
insurance to the public and to assume Labor will be mere sym- their parents' benefit risks ls "un- crease, according to Patricia 633 W Wisconsin Ave, Milwaukee,
hasn't been set up only to sell in- pathetic judging reinsurance ar- necessary, unreasonable and arbi- Sowka, proJect director Wis 53203
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3707 Rawlins, Suite 416, Dallas, Texas 75219

214-528-0090



business insurance, August 20,1979 / 45

come in cases involving children ries of seminars to explain "the = I .357

Annuities, trusts . . . who will need medical attention whys and wherefores to attorneys 
throughout their lives and groups of self-insured risks,"

Trusts can be arranged so they he said
Continued from page 1 revert to the dependents of the in- Frequently Hall consults with  1*1#
can be earned and funded m the of structured settlement ofliability jured person when he or she dies economists Robert E Schultz and
future claims, all of the sources contacted They also can be arranged to revert Raymond G Schultz m arranging

For example, a $1 3 million set- by Business Insurance quoted to the self-insured defendant or to trusts The two brothers, both for-
tlement recently arranged by some variation on the story of the the insurer in a liability claim mer faculty members at the Uni-
IBAR Inc in Los Angeles and young paraplegic (in someversions For self-insured defendants in 11- versity of Southern California,
Frank B Hall & Co. ofLos Angeles it was an amputee) who within ability lawsuits or insurance com- serve as expert witnesses m liabil-
for an eight-year-old California girl three years squandered away the panies, the advantage to structured ity and workers compensation law-
whose feet were amputated in a lump sum awarded in a Jury trial claim settlements is twofold There suits
malpractice incident was worked and then became a welfare case is a public relations benefit in offer- They make lifetime mcome pro-
out for a total cost of $700,000 Whether or not the incident ever ing a hefty sum of money to the jections,analyzingthecostofboth Illlillf

She received "upfront money,' a really occurred, sources cite it as a injured person without the corre- the Injury and resulting loss of 
lump sum of $100,000 for immedi- potential problem spondingly hefty outlay ofcash or wages
ate costs, and a trust fund at City "It's almost absurd to give the av- tie-up of reserves The Schultz's company, IBAR,

National Bank ofCalifornia was set erage person $250,000, forexample, purchases U S Treasury Depart- Structured settlements can pro-
I up by the Hartford Insurance Co, and say, 'Make it last for the rest of New market ment bonds through stockbrokers vide more for less cost, says bro-
for the hospital's malpractice in- your life, said Robert E Schultz, Merrtll, Lynch, Pierce, Fenner & ker Frank Barker.
surer. an economist with IBAR "You "There's a psychological benefit Smith IBAR also has arranged the

The fund will provide the girl couldn't even expect most attor- of being able to offer an injured purchase of annuities from the life Galaher said
with a tax-free annual Income of neys or Judges who hear these person $1.9 million," said malprac- insurance companies of several Among the few companies that
 $33,000 until she is 30, when she cases to invest that amount of tice attorney Mr. Harney. "when malor underwriters including The do write substandard annuities are
will receive another lump sum pay- money wisely " itt's only costing the company Chubb Group, Farmers Insurance Manufacturers Life Insurance Co
ment of $400,000 With an annuity or trust or com- $400,000 to do it " Group and The Travelers Insur- of Canada and INA

An annuity settlement arranged bination of both, an injured person Purchasmg an annuity also al- ance Cos Despite their advantages, struc-
by the brokerage firm of Walker, is guaranteed a steady flow of in- lows an insurance company to Other underwriters who sell an- tured settlements are not the pana-
Sullivan Co in Los Angeles is pay- come that can be structured so lt lS close the books on cases that nuities mclude American Interna- cea for malpractice or other liabil-
ing a triple amputee injured in a tax free would have dragged on for years if tional Group, John Hancock Mu- ity lawsuits, Mr Barker warned
railroad accident a total of $1 5 mil- "Depending on the individual they were litigated tual Life Insurance Co and Metro- Structured settlements should
lion case, an annuity or trust will work The trend of structuring settle- politan Life Insurance Co be one of several tools used in

better," said Robert E Galaher, a ments of liability claims has The market for annuities is wide working outcompensation, he con-

Steady income claims veteran with 31 years Insur- opened up a new market for bro- open, say brokers who arrange tinued "Another problem is tim-
ance experience who heads the kers who arrange the purchase of their purchase One of the few ing Working out a settlement

The man, a railroad employe in- Hall division in the brokerage annuities or establishment of problems is avoiding overuse of should be done as soon as possible,
Jured in the state of Washington, firm's Los Angeles office "You trusts For actuanes and econo- the same market, says Walker not three years later on the steps of
received an upfront payment of have to set up the payments so the mists who compile data on earning Sullivan's Mr Barker the courthouse "

$250,000 and will receive an annual person is protected for the rest of projections, lifespans and the cost
tax-free income of $30,000 for the his life " of long-term medical treatment of Annuity strain
rest of his life. The cost to his self- Since trusts established with injured persons, such settlements
insured employer was only U S Treasury bonds have a man- are a bonanza "Writing annuities creates a se-
$500,000 mumlifespan of 30 years, annuities Leadmg the field in sales o f vere strain on a company's surplus, - i®dI@F)(@®d18[11]E 

When discussing the advantages most often are used to provide in- structured settlements is Walker and unless an underwriter is very
Sullivan, which claims a trade- strong, it shouldn't be getting too ©(5)[NIS[lm:[0NRII[j5...
mark on the term heavily involved in the annuity insurance and employee benefits

Record settlement in 111. Walker Sullivan has a team of market," he said
complete analysis

five negotiators headed by Frank Substandard annuity policies,
we do not sell or

Barker, CLU, and Allan White, annuities for severely injured or place insurance
A structured settlement that could pay out as much as CLU, who hammer out compro- comatose persons, are more diffi-

$4.1 million-the largest sum in Illinois history-has been mises between plaintiffs and de- cult to market, the brokers agreed
awarded to a Chicago boy who suffered brain damage after fense attorneys "Most underwriters shy away CORPORATE '-C..9.

a drug to hasten delivery was administered to his mother "We don't try to estimate what to from substandard cases because POLICYHOLDERS

durmg his birth. spend," Mr Barker said "The they're a guessing game of how COUNSEL. inc.

Luis Lopez Jr., born at Augustana Hospital in 1965, was claims personnel give us a range long a person is going to live," Mr 20 North Wacker Drive

awarded a lump sum of approximately $600,000 and will We then put together a package of White said Chicago Illinois 60606
benefits that's better than the .There just isn't sufficient data Phone 312 372 8225

receive weekly annuity payments out of a $600,000 fund. plaintiff expects for less (money) developed to predict life expectan-
The hospital at the time carried $2 million in liability cover- than the defendant expects to cles on substandard cases," Mr
age with Continental Insurance Cos of New York. There Pay."
was no deductible on the policy The Walker Sullivan brokers fa-

In agreeing to the settlement, the hospital denied any vor annuitles over trusts in the set-

wrongdoing. tlements they negotiate and ar-

Attorneys for Continental have filed suit against Parke- range most of them through Manu-
facturers Life Insurance Co of A Proper Place for

Davis & Co., manufacturer of the drug Pitocm. The suit
Canada The underwriter makes an

alleges that instructions for the drug's use failed to warn actuary available to them on a
about potential dangers in births with complications. 24-hour basis for negotiations Your Umbrellas

Armed with programmable cal-
culators and thick files of back-

ground information on each case,

Insurance committee the negotiators see their role as "a
buffer zone between plaintiffs' at-
torneys who want to 'get' or punish

to voice U.S. concerns the insurance companies and de-
fense attorneys who are concerned
about the settlements' cost to their

NEW YORK-U S insurance per Re, and E William Alstaetter, client," Mr White said
professionals are setting up a vp of Rockwell International "A lot of clients get hung up on
hotline to communicate U S insur- Another nine members serve on the price of the annuity,' Mr
ance concerns to international or- five subcommittees set up to study Barker said, who prefers to stress
ganizations specific issues Two of these sub- that "the savings occurs in the ne-

Atthe request ofthe U S Council committees are assistmg in devel- gotlation process " i i , i-. I ..P X

of the International Chamber of opment of positions to be pre- While Walker Sullivan empha-
Commerce, a group representing sented to Common Market o fficials sizes its brokers' skills in negotiat- 58356.

-

insurers, remsurers, brokers and developing draft directives on in- ing annuities, Hall entered the field
risk managers organized last De- surance and product liability with a new structured claim settle-  -

cember as the U S. Council's com- Two other subcommittees will ment division in June that does -  The
mittee on insurance They will pri- assist in developing positions on both annuities and trusts
marily advise the International cargo fraud and insurance issues "As far as we know, we're the -

Wetzel
Chamber's commission on insur- and international organizations. only ones who use both means of
ance problems The fifth is assisting in develop- structuring settlements," Mr Gala- -

Theinternationalcommissionin- ment ofan International Chamber- her said Company,
volves buyers and sellers in formu- sponsored international risk man- Hall works primarily with Insur- III
,lating business positions to be pre- agement conference, tentatively ance Co of North America for an- Inc.
sented to organizations suchasthe set for Nov 15-16 in Paris nuities, though settlements also 
, United Nations, the European Eco- Subcommitteechairmen are Mr have been arranged with Aetna/

3003 West Alabama

nomic Community and the General Morone, insurance services, Edith Cravens Dargan Co Mailing Address P O Box66452
Agreements on Tariffs and Trade Lichota, assistant treasurer of Car- Bank of America and Title Insur----C - Houston,Texas 77006

Continental Corp senior vp H borundum Corp, product liability, ance & Trust Cos are used by Hall 713/523-3003 Telex 76-2053
Donald Lindell chairs the U S Thomas Fain, president of Amen- in establishing trusts
Council committee and is vice can Institute ofMarine Underwrit- "Insurers first became interested

chairman of the International ers, cargo fraud, Ronald Shelp, vp in this approach as a means of sav-
Chamber's commission Vice- of American International Group, ing money," Mr Galaher said Only through agents/brokers
chairman of the U S committee insurance issues and international "Now they've become more so- 5555:05 C

are. James Morone, executive vpof organizations, and Rita Epstein, phisticated in their approach " 5509*00<

AFIA, Philip J Brown, executive editor of Risk Management maga- Because structured settlement o f
vp o f Marsh & McLennan Inc, C zine, risk management con fer- claims is still a relatively new ap- / / /v./1/LAL

Frank Aldrich, president of Kem- ence. • proach, Mr Galaher is leading a se- »5*88883
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people

1 Phone service calls up Roth as risk exec
Sheldon Roth has been hired by a BS in chemical engineering He risk management programs and Marshall R. Gordon has Joined safety and health programs fo I

Continental Telephone Service also earned an MBA in operations employe benefits plans and also Gulf States Utilities Co in Beau- Akzona's Amencan Enka Co suo-
Corp in Atlanta as its director of research from the University of will assume corporate responsibil- mont, Tex, in the newly created sidiary in Tennessee Mr Garrett,
risk management Mr Roth, 40, South Carolina ity for international treasury man- position of employe benefits spe- 37, will be responsible for coor-
comes to the newly created posi- ***

agement Mr Beeler has been in- cialist He was most recently em- dinating safety programs, work-rs
tion from Phillips-Van Heusen American Water Works Service surance manager for the company ployed in the pension administra- compensation, industrial hygiene
Corp in New York, where he was Co of Haddon Heights, NJ, has since 1975 He continues to report tion department of American Gen- and environmental activities He
director of risk management and hired Michael Kowalsky as its new to C R Holman, vp, treasurer and eral Life Insurance in Houston In has a doctorate In health educat on
employe benefits He will be re- risk manager Mr Kowalsky, 43, a controller Mr Beeler has a his new position the 33-year-old and a rn.asters degree in occupa-
sponsible for development and co- former marketing underwriter rep- bachelor's degree from California Mr Gordon will administer the tional and environmental health
ordination of risk management resentative for Aetna Casualty & State Universi ..y-Sacramento company's employe benefits pro- and safety from the University of
programs, the handling of major Surety, replaces James Moore, re- * *

grams and recommend changes in Tennessee He will report to John
claims, development of loss con- cently named manager o f the Frank Patti Jr., 39, has joined them He will report to Frank J Kiefer, director of insurance
trol progiams and administration Southern California Joint Powers GAF Corp in New York as its new Loeffler, supervisor of employe

.

of self-insurance programs He will Insurance Authority Mr Ko- manager of employe benefits, re- benefits
***report to Charles Bell, treasurer walsky reports to company presi- placing George Duokas, who re- We'd like to report on stcff

Mr Roth has a BS degree in busi- dent J V LaFrankle in his new po- signed Mr Patti was most recently J.T. Garrett has been named to changes in your risk management
ness from the University of Mary- sition He has a BS degree from assistant manager of the pension the newly created position of cor- or emplove benefits departmer t
land and an MBA from the College Temple University and savings department of Bristol- polate manager of safety and in- Just drop a note to Stuart En
of Insurance Michael Ekman has *** Meyers Co Mr Patti, who has a dustrial hygiene for Akzona Inc mrich, Business Insurance, 708
replaced Mr Roth as risk manager Paul Morrison has Joined GD BBA in economics from Pace Uni- and the subsidiaries of the Thlrd Ave,NY,NY, 10017 orccll
for Phillips-Van Huesen He was Searle & Co in the newly created versity, reports to R Seitz, director Asheville, N C -based company 212-986-5000 We'd also hke to e-
previously atax manager for one of position of insurance manager Mr of benefits He most recently was manager of ceive pictures of those involved
the shirt manufacturer's subsi- Morrison, 30, was previously a
diaries commercial multi-line underwriter

*** for the Hartford Insurance Group
Former Marsh & MeLennan ac- in Indianapolis In his new posi- Chrysler pensions with Chrysler

. . Benefit consultants predict
count executive Donald Duncan tion, Mr Morrison reports to John Chrysler won't tamper with ltS
has been named to the newly Roskopf, risk manager for the Sko- Continued from page 1 plans almost certainly would force pension plans unless the compan /
created position of corporate risk kie, Ill -based company He has a tion under the protection of federal an mcrease m the $2 60 per partici- "is pressed to the wall" to solve its
manager for Collins & Aikman BS degree from Ball State Univer- bankruptcy laws might enable pant annual premium PBGC financial problems Rather, the
Corp Mr Duncan, 42, Joins the sity andan MBA from Indiana Uni- Chrysler to remain a going concern charges all companies with defined firm probably will try to correct its
Charlotte, N C -based company to versity in the face of disaster Part of benefit pension plans for termina- deficit by reducmg payroll

***direct its loss control efforts and its Chrysler's mounting difficulties tion insurance 4<

Pensions are a strain, but pay
property and casualty insurance Bruce Beeler has been named are its escalating vested pension A maJor premium Increase 8 rolls are a bigger strain," saic
programs He leports to Charles assistant treasurer of Mallinckrodt habilities left unfunded, totaling a likely if Chrysler's plans are ter- Leonard Mactas, a consulting actu-
Doran, corporate treasurer Mr Inc of St Louis In his new posi- whopping $15 billion This un- minated Chrysler's $27 billion in ary with Kwasha Lipton, an em-
Duncan is a graduate ofthe Univer- bon,Mr Beeler, 38, will continue to funded liability equals 37 6% of funded and unfunded pension ploye benefit service in Englewood
sity of Missouri, where he received be responsible for the company's Chrysler's net worth, which is high liabilities exceeds the $2 37 billion Cliffs, N J Despite its high un-

compared with most other U S in assets PBGC could collect from funded vested pension liability, the
corporations the company, leaving the PBGC pension fund's $15 billion in assetsLetters ... If Chrysler were to fold, the with about a $200 million deficit In appears to be enough to meet cur-
PBGC would take over the 1977, when pension plan termina- rent obligations, he said
company's pension plan assets, tions increased at a faster-than-

Continued from page 10 that is proud of its ethical behavior which are more than $15 billion expected rate. Congress approved Possible benefit cut
boiler and machinery insurance If a risk manager or insurance These assets and the income they an increase in the annual termina-
would even think of such a mar- buyer wants semiannual or quar- generate would in the short haul be tion insurance premium to $2 60 If, however, the UAW lS unwill-
ginal business venture By the way, terly inspections, they should in- more than sufficient to cover the per participant from $1 ing to accept freezes inwage levels,
why is it that there are only six sep- sist that such provisions be en- $2623 million Chrysler contrib- Without a premiAm increase, the union may be forced to accept
arate insurance operations (four dorsed to the policy The boiler and uted in 1978 to its pension funds "My guess is that the single em- some cuts in health insurance ben-
FM comanies, IRI and Kemper) machinery Insurance buyer should Chrysler wouldn'I say how much ployei fund would fall quite short efits if pensions are not frozen, the
that write HPR coverage'? Why also be ready to pay for this type of of that amount it actually paid in ofbeing able to pay Chrysler's pen- consultants say
haven't the large property Insurers additional service Ifany Insured ls benefits to 37,000 retired workels sion liabilities," said Peter Tur za, Kenneth K Keene, senior vp and
seen fit to go into the HPR marketp unhappy with the type of inspec- and their spouses Sen Jacob Javits's (R-N Y ) pen- director of Johnson & Higgins m
Why do the big property insurance tions being made, lt should talk sion aide New York, believes such benefits
companies use HSB as a B&M to ltS boiler and machinery in- Increase in premium ' The insurance progiam under as dental plans may have to be dis-market surance carrier Tell the carrier ERISA will not handle a marni ca- continued until Chrysler is able to

There are as I see it, two reasons what is expected in the way of in- Under the Employe Retirement tastrophe," said Steve Sacher, spe- correct its deficit The company
1 Competition Would you trust spections Ifspecial services are re- Income Security Act of 1974, the cial counsel to the Senate Labor could offset this blow to employes

a $20,000 multi-peril prospect to quested, expect to pay for them PBGC also would be entitled to and Human Resources Committee with a promise of some added fu-
another multi-line company Just Also, tell the carrier what is ex- collect 30% of Chrysler's net worth "It can cover 99 9% of single plan ture benefit, he said American Mo-
for the boiler and machinery cover- pected in the way ofinspection re- to pay the guaranteed vested bene- terminations that will ever take tors Corp made such a promise
age9 I doubt it HSB is a monoline ports Far too many B&M insur- fits earned by Chrysler employes place But it simply is not capable about 10 years ago during hard
company ance buyers allow their broker to However, Chrysler's true net worth o f covering, at least at this young times when it instituted a profit

2 HSB has taken the time and place B&M coverage in the lowest isn't known, since the PBGC has stage of its hfe, a catastrophe " sharing plan for hourly workers m
effort to develop markets for rein- priced market Then they ask the not issued a final regulation defin- When Congress returns next exchange for benefit cuts, he said
surance programs broker to change markets when ing how corporate net worth is to month from its summer recess, it If placing a lid on pension in-

Your comment on "sloppy ser- the service is not what they desire be measured willlook at avariety of proposals to creases becomes vital to Chrysler's
vice" is unfounded During a"sales On moderate to large size risks Net worth, though, is closely re- shore up the ailing automaker survival, the company could stop
pitch," some boiler insurance sales (annual premium in excess of lated to book value of a corpora- Chrysler executives have appealed pension accruals for a year on all
people will promise anything to get $15,000) only a novice or a rate tlon Chrysler's book value has for about $1 billion in federal aid, employes, hourly and salaned
an order However, the policy says clerk uses the ISO B&M rate man- been estimated at $2 92 billion and but observers say it is too early to This would enhance Chrysler's
that the insurance company will ual for"pricing" a risk The current the PBGC's 30% share might give predict how receptive Congress cash flow Chrysler Corp paid
make inspections at the discretion ISO rate manual is cumbersome the agency an additional $876 mil- will be The Carter Administration, $262 3 million into its pension fund
of the insurance company and for and outdated Everyone in the hon to pay vested benefits In the however, has reJected the request last year, $143 million of which
the benefit of the insurance com- B&M Industry agrees that a better end, PBGC may or may not have a for $1 billion but iS considering were payments to hourly workers
pany The insured will makethe in- method of pricing and rating 8 rlghtto selze a portion ofChrysler's loan guarantees, which sources es- "That would plovide a partial an-
sured objects available for inspec- needed Rating should not be a assets, slnce the courts have yet to timate could be between $500 mll- swer and there would be no imme-
tion at "reasonable" times That method of Justifying price determine whether the agency lion and $700 million diate money from anyone's
some sales persons will promise L.C. Smilor would be a preferred or subordina- pocket," Mr Keene said
anything to get an order is very un- Manager, Specialty Lines Unit ted creditor Payroll vs. pensions The company also may be able tofortunate Their individual behav- (Boiler & Machinery), Kemper In- The combined pension and cor- obtain a waiver from the federal
lor reflects poorly on an industry surance Cos , Los Angeles, Calif porate assets claimed would en- In the meantime, the United government on its requirements

able the PBGC to pay Chrysler Auto Workers have rejected for funding pensions if it could
pensions for many years "The Chrysler's request for freezes in prove that foregoing the contribu-

Retirement age boosted PBGC would expect to pay all wages and benefits, which the tions will help ease financial diffi-
guaranteed benefits, as ERISA manufacturer says 11 needs to re- culties, consultants speculated
charges us to do," said PBGC act- duce its deficit The union views Amendments to the Internal

WASHINGTON-A House panel change, argue the current require- ing executive director Jeff Hart freezes as tantamount to cuts be- Revenue Service code added by
has approved legislation boosting ment to retire at age 60 is arbitrary Under federal law, PBGC guar- cause the rate of Inflation lS SO ERISA allow companies to receive
the mandatory retirement age for and discriminatory The Federal antees all vested benefits, except high a one-year waiver of their standard
commercial airline pilots to 611/2 Aviation Administration contends benefit increases during the most A UAW spokesman m Detroit contribution requirements Nofrom 60 a pilot's flying and navigational recent five years which it phases in said "the door is open" to possible more than five waivers can be

The measure, which was ap- skills deteriorate with age over a five-year period, up to a concessions on pension improve- granted over any 15-year span
proved with a voice vote by the Commercial airline pilots were $1,076 83 monthly maximum ments during negotiations with Pension liabilities however,
House subcommittee on aviation, excluded from legislation Con- Chrysler retirees now receive an Chrysler, but he wouldn't elabo- won't be Chrysler's downfall, says
would require pilots over 60 to pass gress passed last year that raised average of $700 a month in pension rate He said the union first would one expert "Toppled companies
medical examinations at least four the mandatory retirement age to 70 benefits have to reach agreement with Ford create pension problems but com-
times annually from 65 for most of the working Over the long term, though, the and General Motors in order to es- panies don't topple because of pen-

Pilots, who are lobbying for the population • termination of Chrysler's pension tablish a pattern for bargaining sion problems," Mr Keene said



What every self-insured
risk manager should know.
As more and more risk managers choose to self-
insure their companies' primary liability exposures,
the question of what type of coverage in excess of
SIR best serves their corporate interests becomes
a key one.

And once the facts are known, more and more
of these companies are choosing a claims-made
policy for this purpose, rather than an occurrence-
type. The reason is that with a claims-made liability
cover over primary self insurance, a risk manager
can better estimate the amount of dollars needed for

his own liability loss fund. Large reserves need not
be tied up for years for this purpose. (An important
tax consideration since these funds are not currently
considered deductible.)

Losses Incurred But Not Reported (IBNR) are
not a major problem with a claims-made policy, as
they are with occurrence policies. Thus a claims-
made excess cover lets a self-insured transfer un-

needed reserve dollars from one year's loss fund to
the next's with greater confidence. And possibly
reallocate surplus dollars to more profitable uses.

This is because with a claims-made Excess of

SIR program, a self-insured has no need to "hedge"
dollars against claims not yet known or reported-
each year heknows where he stands and can allo-
cate his reserve funds accordingly.

As a result, the risk manager's report to man-
agement is more certain and the performance of his
self-insurance program more reliable.

Shand, Morahan & Company is a leading expo-
nent and underwriting manager for liability insurance
-products, general and professional-written on a
claims-made basis.

Your agent or broker knows about us. Ask him
for more information about our claims-made type SIR
coverage. He'll be glad you did. And so will you.

And howyou
can find out

 Shand, Morahan & Company, Inc.
One American Plaza Evanston IL 60201 312/866-2800 Cable Shanmor Telex 72-4328
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Peter Bleyler, vice president, tells how A&A works from a client's point of view:
EE

.

We're way ahead in projecting how new retirement laws
affect benefits planning:'

"Our computer operation is
already able to project accurately the
changes in the Social Security law
and tell clients what they need to
know: not only the employer cost of
the Social Security tax but also its
financial impact on their benefits
programs. We're also counseling on
the effect of the new mandatory
retirement age. From the client's
point of view, pensions, life insur-
ance, medical plans and disability
income programs could all be

problem areas.
Working from a client's point of

view is our way. In St. Louis, where
Pete Bleyler, ES.A., is a consulting
actuary. And in over 110 cities here
and overseas. That means working
as allies, solving business problems
together. Our Human Resource
Management experts not only coor-
dinate benefits planning to avoid
costly overlapping, but they're on
top of late-breaking governmental
regulations.

We think our dedication to

acting as an ally of the clients we
represent is a big reason why A&A
has become a worldwide leader in
the insurance brokerage and finan-
cial services business. We have the
facilities, expertise and strength to
act as effective allies.We work from

the client's point of view, whether
the corporation Alexanderis large or
small. 8Alexander

TheAllies


