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Beech payments to captive
not tax-deductible: Court

DENVER-Beech Aircraft Corp.
isn't entitled to tax deductions for
premiums paid to its captive insur-
ance company because there was no
transfer of risk, a federal appeals
court says.

The 10th U.S. Circuit Court of
Appeals earlier this month ruled
that Beech could not deduct as an
ordinary business expense $1.7 mil-
lion in premiums it paid to Travel

Continued on next page

Tax reform to raise benefit costs

By JERRY GEISEL

WASHINGTON-The tax overhaul bill approved by a congressio-
ial conference committee will mean higher benefit costs for employ-
irs and less attractive benefits for some employees.

In addition, legislators' desire to curtail tax shelters and shift more
)f the tax burden to business from individuals will lead to new tax
iabilities for owners of some offshore insurance companies and as
nuch as $7.5 billion in new taxes for prop-
5rty/casualty insurers.

The tax bill, approved by the conference
:ommittee Aug. 16, took its final shape 18
nonths after the Reagan administration first
Jroposed a complete overhaul of the tax code
o lower tax rates through the elimination of
tundreds of tax breaks and deductions.

Benefit and risk managers have been kept
,n the edge of their seats during those 18
nonths, watching as legislators considered,
liscarded and refined proposals affecting
:orporate programs as part of their effort to craft a new tax code.

The full House and Senate are expected to approve the legislation
text month, and President Reagan has said he is satisfied with its
ontents.

Benefit managers have been particularly interested in the tax
lebate, as earlier proposals would have mandated drastic changes in
1*loyee benefit plans, including taxes on employer-provided health
nsurance benefits and the elimination of 401 (k) salary reduction
Jlans.

While the conference bill has not damaged benefit plans as much as
nce had been feared, "Employers will have major administrative
eadaches for the next several years," said Thomas Butterworth,

partner in thu Rowayton, Conn., office of Hewitt Associates.

"It's a whole new ball game. Virtually every pension and savings
lan will have to be looked at, redesigned and amended,"” said

"Virtually every pension
and savings plan will
have to be looked at,

redesigned and amended,’

says Buck's Mr. Rumack.

sultants Inc. in New York.

For example, every 401(k) plan must be amended to accommodate
new, more complex and restrictive non-discrimination rules and a
new $7,000 annual limit-down from the current $30,000-on max-
imum annual deferrals.

But observers note that 401 (k) plans-which had been targeted
for extinction several times by the administration-will still be
an attractive benefit for employees after the tax bill is enacted.

"In essence, we have cemented 401(k) as a
legitimate plan. The uncertainty is wiped
out. Congress has put its imprimatur on the
plans,” said Edward J. Davey, a vp with
Johnson & Higgins in New York.

While 401 (k) plans will survive, the tax
legislation will deny millions of middle- and
upper-income taxpayers the opportunity to
make tax-deductible contributions to Indi-
vidual Retirement Accounts.

Most corporate pension plans also will
have to be overhauled. The popular 10-year
vesting schedule offered by most defined benefit plan sponsors will
be scrapped, and in its place employers will have to adopt new, more
rapid vesting schedules. One new schedule would require full vesting
after five years of service.

While vesting changes will raise corporate costs, "It is an advance
for employees who move from job to job and never stay long enough
at one company to vest," said Tom Stapleton, vp and tax director at
Metropolitan Life Insurance Co. in New York.

The tax bill also will limit the amount employers can cut pension
benefits by Social Security benefits received by retirees. While this
change will boost pension benefits received by some retirees, it also
will inflate corporate pension costs.

Companies wanting to terminate their pension plans to recppture
excess assets will, unless the funds are rolled over into an Employee
Stock Ownership Plan, be hit with a new 10% excise tax.

THE NEWwWW.4

TAX BILL

» Limits maximum annual 401 (k)
deferral to $7,000.

- Bars pretax IRA contributions
by middle- and upper-income pen-
sion plan participants.

- Establishes a five-year pension
plan vesting schedule.

= Creates new non-discrimination
rules for pension and welfare plans.

- Continues tax-free status of
educational assistance and group
legal benefits through 1987.

* Imposes a 10% excise tax on
most pension plan reversions.

* Imposes current tax on income
to shareholders of offshore captives
with 25% or more U.S. ownership.

» Taxes property/casualty insur-
ers' tax-exempt and uneamed pre-
mium income. Also requires reserve
discounting for tax purposes.

« Removes BC/BS plans' tax-
exempt status.

'rederick Rumack, director of taxes and legal service at Buck Con-

Delaware may force firms
to offer health coverage

By DONNA DiBLASE

DOVER, Del.-Delaware employers that do not now provide
group health insurance plans would be forced to offer employees
the right to purchase health insurance at their own cost under legis-
lation pending in the Delaware Legislature.

Employers with at least 10 full-time permanent employees would
have to make available to employees health insurance that provides
a lifetime major medical benefit of $250,000. The insurance also
would have to include wellness incentives, such as reduced premi-
ums for non-smokers.

Delaware employers that now provide group health plans would
not be forced to alter their group health benefits to include wellness
incentives, but the law would encourage them and health insur-
ers in the state to add wellness incentives to their health plans. By
including such benefits, the health plans would be declared "certi-
fied" by the state.

The bill has passed the state House of Representatives and is
expected to be acted on next month in a special Senate session.

If the bill is enacted, Delaware would be the first state to force
employers to offer employees the right to buy health insurance.

Since it unanimously passed an earlier version of the bill that was
later amended by the House, "there is no logical reason for anyone
in the Senate not to vote for the bill,” said David N. Levinson, Dela-
ware's insurance commissioner and a proponent of S.B. 517, enti-

Continued on page 14
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California architects design
peer review to trim losses

By STEVE TARAVELLA

LOS ANGELES-Some architects are learning loss
prevention the hard way.

Consider the architect who approved the work of his
structural engineer without checking the engineer's
incorrect calculations. As a result, the walls in a six-
story condominium project failed to meet the 1980 Cal-
ifornia building code and now the structure could
tumble during an earthquake that measured 6.5 on the
Richter scale.

Discovery of the flaws prompted lawsuits. The
architect and his professional liability insurer will
wind up paying at least $650,000 to settle the claims
that resulted from the engineer's error, according to a
source close to the case, which is pending in Califor-
nia. The engineer and the developer will pay the
remainder of the $1.3 million settlement.

Architects in litigation-prone California are hoping
that a peer review program to begin in January will
help avert this kind of errors and omissions claim.

Had this architect's business practices been
reviewed by colleagues, he would have been advised
not to rely on the structural engineer's calculations,
but to check them for himself.

The review program, akin to what physicians have
used to reduce medical malpractice claims, is being
organized by the California Council of the American
Institute of Architects (CCAIA).

The peer review tactic-and many others-came out
of a six-month, six-architect study commissioned by
the CCAIA last October, after its board unanimously
moved to make professional liability and loss preven-
tion "its number-one priority," explains Jayne
Madamba, the association's director of governmental

relations in Sacramento.

"This is a very ambitious project, and | think it will
have a direct impact on the business of an archi-
tect. Over the next 18 months, people will have some
tools they haven't had previously,” Ms. Madamba says.

These attempts are necessary in California, archi-
tects and their insurance specialists say, because the
state's design professionals receive more E&O claims
than their counterparts in most other states.

As many as 750 claims-with an ultimate claim
value of at least $50 million-are filed annually
against insured architects and engineers in California,
one insurance company estimates.

The CCAIA has no aggregate figures on the number
of claims against architects and the amount of losses
incurred, but part of the loss-control effort involves
collecting such data, Ms. Madamba says.

CCAIA is an organization of about 8,000 licensed
California architects and architectural apprentices,
working in both the public and private sectors.

Its program will enable a member to call upon a
team of three or four volunteers-perhaps composed of
a fellow architect, an attorney and a business manager
-to review the member's business practices.

The CCAIA peer review program will enable a mem-
ber architect to call upon a team of three or four vol-
unteers-perhaps composed of a fellow architect, an
attorney and a business manager-to review the mem-
ber's business practices.

The peer review program is geared to addressing the
architect's business procedures in general, and not his
design projects in particular. Colleagues would not
be called in before construction to evaluate an archi-
tect's work on a particular blueprint.

Continued on page 4
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Beech can't deduct premiums

Continued from page |
Air Insurance Co Ltd, for the fiscal year ending Sept 30,1973

The decision follows several others in which federal courts have
held that payments to wholly owned insurance company subsi-
diaries are not insurance premiums and thus are not deductible

In only one case, Crawford Fitting Co us USA, did a court hold
for the taxpayer fighting an Internal Revenue Service finding that
payments to a captive insurer were not deductible as premiums
However, in that case, the taxpayer did not directly own the captive
to which it paid premiums-a deciding factor (BI, April 14)

In affirming a decision by aUS District Court in the Beech case,
the court relied on Stearns-Roger Corp vs United States in which
the 10th Circuit came to a similar conclusion

"We agree that Beech and Travel Air are separate corporate enti-
ties and that Beech formed Travel Air for a legitimate business
reason," the court said "But that does not establish risk-shifting

and risk-distributing, nor does it foreclose a finding or conclusion
that there was neither "

Grace seeks defense costs

NEW YORK-W R Grace & Co is seeking to recover approxi-
mately $2 5 million in defense costs from its insurers stemming
from toxic chemical litigation in Woburn, Mass

The New York-based company filed a summons in the New York
County Supreme Court on July 29 against three of its liability
insurers Maryland Casualty Co, Continental Casualty Co and
Hartford Accident & Indemnity Co

A summons gives notice to the defendants that a SUIt IS being ini-
tiated Filing of a complaint is expected to follow

Grace seeks a declaratory judgment and damages resulting from
the insurers failure to defend

In the first phase of the toxic chemical litigation, Grace last
month was found to have contributed to the contamination of two
municipal wells in Woburn that allegedly caused numerous dis-
eases, including leukemia, in city residents The next phase of the
litigation will decide whether the chemicals caused the illnesses

Beatrice Foods Co also was a defendant but was found not to
have contributed to the contamination It also is litigating with its
insurers over defense costs in federal court in Chicago (Bl, July 28)

Corroon to sell National Excess

NEW YORK-Corroon & Black Corp will sell its National Excess
Insurance Co subsidiary to a newly formed subsidiary of Premier
Hospitals Alliance Inc

Corroon & Black discontinued operations at NATEX in 1984 and
has been attempting to sell the subsidiary since 1985

The Premier subsidiary, Premier Hospitals Alliance Holdings
Inc, will purchase the insurer for approximately $11 million in
cash NATEX, domiciled in California, is licensed to frite prop-
erty/casualty coverage in 38 states and the District of Columbia

The insurer will operate under the new name of Premier Insur-
ance Co of America It will initially underwrite profession'al liabil-
tty insurance for Premier hospitals and their medical staff members
and eventually expand into other property/casualty lines

Premier Hospitals Alliance, a service corporation based in West-
chester, lll,is owned by 33 metropolitan hospitals nationwide

AIG unit settles bad-faith suit

LOS ANGELES-National Union Fire Insurance Co of Pitts-
burgh, Pa, has settled a bad-faith lawsuit filed by the Worldwide
Church of God in Pasadena, Calif, for failure to pay defense costs
under a directors and officers liability insurance policy

Terms and conditions of the settlement are confidential, but
the church is satisfied with the outcome, according to Earl Reese,
assistant to the church's general counsel National Union, a unit of
New York-based American International Group Inc, could not be
reached for comment

The settlement, which was approved in March by the U S Dis-
trict Court in Los Angeles, ended about five years of litiga-
tion begun in August 1981 when the church sued National Union,
charging the insurer refused to pay defense costs under a $10 mil-
lion D&O policy

The church incurred the costs fighting charges by the state attor-
ney general's office, which assumed control of part of the church in
1979 while investigating activities of certain church leaders

The case was dismissed before going to trial when a new state law
took away the attorney general's authority to prosecute civil fraud
cases against religious corporations, said Carole Kornblum, an
assistant attorney general in San Francisco

When the church asked National Union to reimburse it for

defense costs, the insurer took a "walt-and-see" attitude, respond- ,

ing that it would review any defense bills submitted once the case
concluded, Mr Reese said The insurer did not provide representa-
tion and later countersued the church, alleging, among other
things, that its leaders exhibited fraud in buying the policy

The church has obtained D&O0 coverage from another insurer

Briefly noted

Litton Industries Inc. 15 suing Shearson Lehman Brothers Inc

, and former Shearson employee Dennis Levine for more than $30

million, charging Mr Levine's insider trading almost doubled the
price Litton paid in 1983 for Itek Corp "We're insured for it," a
spokeswoman for the investment banker said The Senate Com-
merce Committee filed its official report accompanying federal
product liability reform legislation, S 2760, that it passed in
June, clearing the measure for possible Senate floor action next
month (BI, June 30) A stiff floor battle IS expected if the bill comes
up for a vote

California probes insurers
INn alleged illegal boycott

By ROBERT A. FINLAYSON

law,” Mr Dove said

"If you have a concerted effort within the insuraic€

SAN FRANCISCO-The California attorney gen- industry to basically coerce or intimidate-in this cas€
eral's office is investigating accusations from public by the act of boycott-consumers into having them. ir
officials that some insurers violated antitrust and turn, apply pressure for reform of the law, then wi
unfair business practice laws by refusing to sell may well hae an unreasonable restraint in the bum-
municipal liability insurance ness of insurance in violation of the law," he said

The attorney general's office last week issued sub- Mr Dove said many people who became leading pro
poenas to 125 insirance companies doing business in ponents of Proposition 51 did so "because they wer€
California as part of an Investigation of complaints by informed by Lloyd's (of London) representatives, anc
policyholders that insurers engaged in an illegal boy- by their brokers, and in some cases by insurance ecm
cott of the municipal liability insurance market panies-or so we've been told-that until tort refcrrr

The companies that are the target of the wide-rang- measures were passed, there wouldn't be any cover
ing probe were not identified age," Mr Dove said "If that in fact occurred, you hav,

Additional subpoenas will be forthcoming in the a case for violation of a state law "
next few weeks and Will include other insurers, rein- Proposition 51, which was approved overwhelmingli
surers and brokers according to Thomas P Dove, dep- by California voters in June, eliminates the applicatior
uty attorney general for the antitrust division in San of Joint and several liability to non-economic damag,
Francisco awards in third-party lawsuits (BI, June 9)

The California investigation follows similar recent Mr Dove said his office has been told that all bu
probes in New YorK, Ohio and West Virginia, although one municipal liability insurer-Planet Insurance Co
the number of insurers investigated was smaller and -stopped writing municipal liability insurance earl
different lines of insurance were involved this year at about the time the debate over Proposit m

Mr Dove said the California investigation began in 51 began to heat up
January after his office received a formal complaint If all of this business disappeared for strictly leg.ti
from Mayor Richard Holmes of Lafayette, Calif, alleg- mate business reasons, then my office will be satis
ing an illegal boycott on the part of municipal hability fled," Mr Dove says "But if there are reasons that ar
illegal, then this office will take all the necessary step

The investigation is now specifically focused on the to correct that situation, both to penalize those whi
municipal liability insurance market but may be have acted that way in the past and to keep it frin
expanded to other areas of liability coverage, Mr Dove ever happening again "
said The insurers that were subpoenaed have the opt.01

"We're looking into allegations that we've received of sending senior level executives to the attorney gen
from certain governmental agencies that the unavaila- eral's office in San Francisco to testify in person O

bility (of municipal liability insurance) may be the have those executives send in written responses
result of illegal activity in violation of state or federal Continued on page 2

insurers

Accountants

form captive
in Bermuda

Insurer restores cover

to settle town's lawsuit

By MEG FLETCHER

By JUDY GREENWALD NORWOOD, Ohio-A Cincinnati suburb, which sued its lia-

bility Insurer rather than pay an explosive premium increase
for half the coverage limits, is now paying the same premium as

last year for the full policy limits under a settlement of th

lawsuit

Early this year, the city of Norwood received a $203,755 bill
from The Home Insurance Co for $250,000 in per-occurrence
general hability hmits for the year ending Dec 14, the third
year of a three-year policy period

The proposed premium represented a 737% increase from the
$24,353 premium for the previous year's coverage, even though
the policy limits had been cut to $250,000 from $500,000,
according to figures supplied by the office of Robert G Kelly,
Norwood's city attorney

The general liability policy, which contained no aggregate
limit, did not include coverage for police, paramedics, public
officials or auto liability, Mr Kelly said

"Home Insurance selectively and discriminatorily targeted
Norwood as a political entity for a drastic increase in its gen-
eral liability insurance premium," according to the complaint

filed on behalf of Norwood this spring in Hamilton County
State Court

NEW YORK-Accountants Liability
Assurance Co, formed by 27 medium-
sized accounting firms, is providing its
investor-owners with $5 million in pri-
mary or excess professional liability
insurance limits

The Hamilton, Bermuda-based
insurer is now issuing policies retroac-
tive to July 1, according to Howard
Stone, the captive's chairman and man-
aging partner of Chicago-based Alts-
chuler, Melvoin & Glasser, the 18th-
largest U S accounting firm

The captive, which was created with
the help of Montreal-based Minet
International Professional Liability
Ltd, ultimately hopes to attract a total
of 40 to 45 investors and to offer up to
$10 milhon in coverage, Mr Stone said

So far, response to the program has
been enthusiastic, he said "My phone
has been ringing off the hook" with
calls from accounting firms that are

"desperately seeking coverage," Mr
Stone said

In addition, the city complained to the Ohio Insurance,
Department, which helped launch an investigation into Thei
Home's pricing of municipal hability insurance The first for-'

mal hearing stemming from this study is scheduled for Sept '

15
The captive was formed because

accounting firms have been confronted
Continued on page 8

Continued on page 14:
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Risk manager awa rd enters 10th yea r

It's time to nommate candidates for the 1987 Business
Insurance Risk Manager of the Year Award, as the annual
competition enters its 10th y o5

The award was created in 1977-on the 10th anniversary
of the magazme s publlcatlon -to increase recognition of .
the risk management gro ession and to recognlze out- - * 14<--
standlng performance in the practice of risk managemé&n

The winner of the 1987 competltlon will be selected by a
| pagel of, 1) independent judges who sgore the nominations _- 11

The judges include former winners of the competition,
top executives of insurance companies and insurance bro-
kerage firms, a consultant and a risk management academ-

Past winners

colleague

Nominations must be submitted according to the
detailed instructions contained in a special nominating
form available from the Business Insurance editorial office
in Chicago The deadhne for submitting nominations 15
Nov 23, 1986

The nine previous winners of the Risk Manager of the
Year Award are

- Donald Nelson, director of risk management at ARA
Services Inc in Philadelphia, in 1986

* Harold C Lang, director of insurance and risk man-

4 agement at Leaseway Transportation Corp m Cleveland,

in 1985

icj‘?;e names of the judges who will select the 1987 winners T ' managemgm'atﬂmmim'eaﬁevinrereenm,mlTn

will be announced next month

While only one candidate will be named the 1987 Risk
Manager of the Year, as many as four candidates can be
named to the Risk Management Honor Roll, which was
inaugurated in 1980 to recognize risk management
achievements in different types of employment settings

Starting with the 1981 competition, all the candidates
were segregated by employment categories corporations
with sales exceeding $300 million, corporations with sales
less than $300 million, government entities, and tax-
exempt or not-for-profit institutions

A fifth category was added 1 1985 to recognize achieve-
ments by risk management professionals employed by
financial institutions L. ><

According to the rules of the competition, the employ- Mr. Allen-1981
ment category represented by the candidate with the high-

est.cumulative score-who is named Risk Manager of the .

Then, m each of the four categories not represented by

@@Wmﬁf@mﬁmmm@mou How- —-11*- O»'

Winners of the 1987 competition will be announced in li:
the March 30, 1987, issue of Business Insurance, which will
coinci(le with the annual Risk & Insurance Management
Society conference

Anyone who is in charge of the risk management func-
tion for any corporation, government entity, financial or
not-for-profit institution is eligible for nomination

Mr. Inserra-1984 Mr. Lang-1985

Mr. Weber-1978 Mr. Erickson-1979 Mr. Hallett-1980

Mr. Nelson-1986

A candidate may be nominated by anyone familiar with

« John A O'Connell, executive director/risk manager at
Holy Cross Shared Services Inc in Notre Dame, Ind, in
1983

Mr O'Connell was the first risk manager of a not-for-
profit institution to receive the top award Holy Cross 15
the management arm of the 950-member Congregation

1 of the Sisters of the Holy Cross, which sponsors primarily

health care and educational activities

+« Eckart Russell, then risk and insurance manager at
Alcan Aluminium Ltd in Montreal, in 1982

Mr Russell is now vp-client services for broker Johnson
& Higgins in Montreal

« Duane E Allen, assistant treasurer at Hanna Mining

Mr. Russell-1982 Mr.O' Connell 1983 CO in Cleveland, in 1981

Mr Allen is now a principal of American Risk Funding
Services in Laguna Hills, Calif, a consulting, management
and administration firm specializing in captive insurance
company funding programs

He also is director of Corporate Insurance & Reinsurance
Co Ltd, a group-owned Captive Insurer in Bermuda

* Thomas V Hallett, then risk manager at General
Motors Corp in Detroit in 1980

Mr Hallett is now senior vp of broker Frank B Hall &
Co Inc in Briarcliff Manor, N Y He also is chairman of
Risk Sciences International and chairman and chief execu-
tive officer of Adjustco Inc

« Edward L Erickson,,director of insurance at Ameri-
can Broadcasting Cos Inc in New York, in 1979

- Howard T Weber, dlrector of insurance at Minnesota

The candidate need not s?end full time handllng risk the risk management professional's work Any employee or Mining & Manufacturing Co in St Paul, Minn, in 1978

management, but must be a full-time employee of t

e orga- group of employees can nommate the organlzatlon S risk

The Risk Management Honor Roll in 1981 Included

nlzat|on for which he or she directs the risk management manager, a broker, consultant or other service supplier Robert Bleber, then risk manager of Westchester County,

can nominate a cllent and a risk manager can nominate a

Tort refornm model”?

Work comp system is a starting point: Experts

Feinberg points out that the system has flaws, "particu-
larly when you talk about occupational disease "
ORONO, Maine-The workers compensation system is The workers compensation system is still struggling to
not a perfect model for tort reform, but it's a starting cope with compensating victims of occupational disease
point, according to a panel of experts because controversy still exists over the definition of
Most discussions of reform appear to be "headed in the causation As a result, causation "remains one of the
direction of some form of analogue to workers compen- most serious obstacles to come up with alternatives to
sation," says Kenneth tort,” Mr Feinberg
R Feinberg, a Wash- said
ington attorney '"There tends to be a mystique

The type of compen- .
sation system tort about workers compensation from

reformers are consid-

By CAROL CAIN

Compensatlon system
is tackling some of the

same problems that
tort reformers are fac-

outsiders. . .a naive view,'
ering-one that

"makes it easier for

says Cornell University Professor
John F. Burton Jr.

ing, he said, including

- The latency
period between expo-
sure to a harmful sub-

victims to recover,
while limiting the
scope and amount of
that recovery’'-
resembles the workers compensation system, Mr Fein- the manifestation of an illness or injury
berg said Statutes of limitations, for example, preclude some
The workers compensation system, he pointed out, workers from recovering benefits for latent ilinesses
involves trade-offs-known as the exclusive remedy - The definition of a compensable injury
doctrine Under workers comp, employers enjoy tort Disputes arise over whether a worker's illness or
Immunity In exchange for accepting absolute liability injury is related to work or to other factors such as
for all work-related injuries age or environment
How the workers compensation system can serve as a A true paradigm (for reform)is a series of alterna-
model for tort reform was discussed by a panel during tives," and not just one model, suggested Mr Feinberg,
the 10th Annual National Symposium on Workers' Com- of the law firm Kaye, Scholer, Fierman, Hays &
pensation held on the University of Maine campus July Handler
13-18 Two panel members, however, more strongly endorsed
While suggesting that 75 years of experience with the the workers compensation system as a model for tort
workers compensation system offers lessons for tort reform
reforms, panelists warned that too many people may The predictability and certainty of the workers com-
misunderstand the workers compensation system and pensation system make It a model for tort reform, said
that there are problems with it John Crosby, senior vp and general counsel for the

"There tends to be a mystique about workers compen- National Assn of Independent Insurers in Des Plaines,
sation from outsiders a naive view," said John F Bur- lll

ton Jr, a professor of labor relations at Cornell Univer-
sity in Ithaca, NY, who moderated the panel

While on the surface the "no-fault, administrative, certainty We cannot write these risks given what the
streamlined" workers compensation seems Ideal, Mr Cont:nued on page 19

stance or situation and

"The underlying reason why the tort system is so hor-
rendous for commercial insurance is the fact that we lost

Continued on page 18

Arizona high court
restricts recovery
of punitive damages

By STEPHEN TARNOFF

PHOENIX, Ariz -A recent Arizona Supreme Court decision
makes it much more difficult to recover punitive damages in the
state, attorneys say

The high court ruled last month that a defendant's conduct not
only must be aggravated or malicious for punitive damages to be
warranted, but that the defendant also must have an "evil
mind," evidenced by an intent to inlure the plaintiff or a con-

Further, the workers scious disregard of a substantial risk of significant harm

In addition, the, court said that the more stringent standard of
"clear and convincing" evidence, rather than only a "preponder-
ance" of evidence, is required to prove punitive damages are
warranted

"It's a victory for anybody sued in a punitive damage case,"
said Guy O Kornblum, an attorney for Nationwide Life Insur-
ance Co , one of the defendants in the case

"It's a substantial restriction on punitive damages," says Louis
Stahl, who represented the American Council of Life Insurers
and the Health Insurance Assn of America, which filed an
amicus curiae brief m the case "It will be a lot more difficult to
recover punitive damages "

As a result of the decision, Nationwide and Dan R Wagnon
& Associates Inc, a third-party administrator that acted as
Nationwide's Phoenix claims office, will not have to pay $2 mil-
lion in punitive damages awarded by a lower court to the widow
of Jerry Linthicum

Ms Linthicum had claimed her husband was denied coverage
under a group medical policy written by Nationwide

However, Nationwide and Wagnon remain liable for $14,951 in
damages for breach of contract, $150,000 for bad-faith damages
and more than $100,000 in attorneys' fees at the trial and appel-
late level, according to Robert D Myers, the plaintiffs attorney

Although the Supreme Court said Nationwide's conduct did
not warrant punitive damages, Mr Myers said last week he
would ask the high court for a chance to prove to a jury that the
defendants are liable for.punitive damages under the newly
issued standards

The "evil mind" standard required for punitive damages was
handed down in the Linthicum decision one day after the court
used the same standard m another bad-faith case Rawhngs us
Apodaca

Continued on page 30
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Architects

Continued from page 1

If the architect were allowed to
seek help on a particular blueprint,
the underlying problem of not
understanding building codes, for
example, would never be identi-
fied.

Instead, under this program,
peer review would uncover weak-
nesses in the overall skill of the

architect.

"The project is to be applauded,”
says David Lakamp, a broker spe-
cializing in architects' E&O and
president of Professional Practice
Insurance Brokers Inc. in Port of
Redwood City, Calif. "It's only by
taking these kind of initiatives that
a real impact can be made on these
claims.”

"Anytime you bring fellow pro-
fessionals in and have them look
over your shoulder, you're going to
pay more attention to the details,"”
observes Joseph Vaccaro, senior vp
at architectural firm Leo A. Daly

Co. in Los Angeles. Mr. Vaccaro
was chairman of the CCAIA study
committee.

Design Professionals Insurance
Co., a leading architectural E&O
insurer in Monterey, Calif.,
believes in peer review and might
offer premium credits to its policy-
holders who submit their manage-
ment and business practices to
review by their colleagues.

The company already offers a 5%
premium credit to its engineer pol-
icyholders who participate in a
similar review program sponsored
by the American Consulting Engi-
neers Council in Washington, D.C.,
reports DPIC President Peter B.
Hawes.

But the peer review program is
only one of about a dozen different
plans CCAIA is implementing over
the 18-month period that began
last June 1. Other efforts the group
is undertaking to reduce the
potential for professional liability

lawsuits against its members
include:

« Developing one uniform docu-
ment for "standard of care,- an
industry and professional standard
that architects are often accused of
not meeting in E&O claims.

- Compiling a "master list" of
successful seminars, speakers, doc-
uments, books and other resources
designed to help architects control
losses and minimize liability expo-
sures.

- Working with collegiate
schools of architecture in devising
academic programs that teach
skills needed to minimize unneces-
sary risk. Increased scholastic
attention is expected to be sought
on the use of documents, record-
keeping and client communica-
tions.

Good communication is particu-
larly important in avoiding archi-
tectural claims, insurers say.
About 80% of architect E&O claims
are made by people who are parties
to the project, such as the client,
sub-contractors, material suppliers
or other designers, estimates

DPIC's Mr. Hawes.

- Creating greater awareness of
pertinent judicial actions. The
association is developing a pro-
gram for tracking architectural
lawsuits and for joining in the
defense of architects involved in
worthy precedent-setting cases.

< Improving the data base on
California architects’ liability
exposures. This aspect of the
group's loss-reduction campaign
would require surveying about
2,000 firms on such issues as the
types of claims filed against them,
whether they are insured, and how
the uninsured protect themselves
against personal loss.

- Disseminating information
about the architectural liability
exposures unique to California. To
address this, the organization
plans to provide a state-level sup-
plement to various nationally-dis-
tributed architectural papers.

For example, one California-spe-
cific supplement might address the
exposures encountered in renovat-

THAT'S WHYYOUNEEDA MORE-THAN-ONE-COMPANYAGENT

Computer Crash. Pollution
Liabi/ity. Product Recall. D&O
Liabi/ity. Business /nterruption
Losses. Product Liabi/ity. Key
Person Losses. These are just
some of the many risks that
businesses must face every day.
What's the best way to manage
these risks f Many risk managers
turn to their /ndependent /nsur-
ance Agent. They know that an
/ndependent Agent is a true
professional who can recom-
mend creative programs that

uti/ize traditional insurance,
self-insurance, co-insurance,
captives, or a combination that
best suits the specia/ needs of
your business. And because
Independent Agents represent
several insurance companies
not just one, they can help you
se/ect the best business cover-
ages at the best price.

So no matter how big or
small your business, it's a good
idea to consult an independent
/nsurance Agent. They're the

symbo/.

more-than-one-company agents
and helping you manage your
business risks is their business.
Contact your /ndependent
/nsurance Agent today. You'//
f;nd one wherever you find this

YouRdependent 1

\ |nsuronce 1 *GENT J

A SERVES YOU FIRST /

THE MORE-THAN-ONE-COMPANY
INSURANCE AGENT.

ing public buildings laden with
asbestos. Ms. Madamba notes that
California generously used
asbestos in a public school con-
struction boom years ago, and is
now confronted with handling it in
a renovation movement.

California's geology also makes
architects in the state more suscep-
tible to E&O claims.

"The earth moves out here,”
notes Mr. Lakamp. California's
construction community is no
stranger to landslides, cracked
foundations and water manage-
ment problems.

Also, California's infatuation
with the condominium has created
a seemingly inexhaustible pool of
potential plaintiffs.

Condo development on the West
Coast, spurred by the buildings’
highly speculative investment
nature, has been "an unmitigated
disaster,"” he says.

Even if a project is designed
well, its architect frequently loses
control to developers who, during
construction, may not adhere to
the architect's specifications, Mr.
Lakamp explains.

The loss-control programs are
being financed by assessing each
CCAIA member either $25 or
$12.50, depending on whether the
member is a full architect or an
apprentice.

The programs being developed
by CCAIA would complement a
host of liability management
efforts by the American Institute of
Architects in Washington, D.C.,
the CCAIA's national affiliate.
Among the current loss prevention
undertakings of the national orga-
nization is a national "standard of
care" publication, as well as a
book designed to make building
owners more aware of the archi-
tect's role and responsibilities.

Earlier this year, the AIA consid-
ered forming a captive to write
E&O coverage for its approxi-
mately 50,000 members, but
decided against it. The captive
could not price the coverage any
lower than commercial insurers do,
AIlA concluded.

In California, architects' E&O
coverage was the first to tighten
when the professional liability
market began to dry up, which was
about six months to a year before
other commercial casualty lines
followed suit, says Bob Wessel,
senior vp at Alexander & Alex-
ander of California Inc.

The tight E&O market in Cali-
fornia has made the architects’
need to control professional liabil-
ity claims even more acute.

More than three-quarters of Cal-
ifornia's architectural firms have
fewer than 10 professionals,
according to CCAIA. And small
architectural firms-such as those
with one or two professionals whc
might together pull in $100,000 in
fees annually-are especially hard-
hit by the market conditions.

A firm this size can expect to pay
a premium of $25,000-$50,000 and
satisfy a deductible of $25,000 for
$500,000 in per claim and aggre-
gate limits, Mr. Wessel says.

The most coverage an architec-
tural firm could expect to find
today is $20 million or $25 million.
and that's assuming the policy-
holder has a relationship of several
years with an insurer, Mr. Wesse]
says.

Architectural E&O coverage has
been routinely written on claims-
made policies for more than 2C
vears.

According to Mr. Lakamp, th,
biggest writers of architect E&O ir
the state are DPIC and Victor O
Schinnerer & Co. Inc., under-
writing manager for CNA Insur
ance Cos. Underwriting managei
Shand, Morahan & Co. also bind:
these California risks for Evanstor
Insurance Co. And, Western Risl
Specialists, an American Interna-
tional Group Inc. managing gen-
eral agent, writes the coverage foi
Lexington Insurance Co., anothei
L 1 < = - = miEL_ | ]



Wausau earned its reputation in
workers compensation insurance
-- a reputation for exceptional
service over a 75 year period.

Twenty years ago, we formed a
life insurance company to provide
employee benefits off the job as
well as at the workplace. Group

accident and health coverages
include the same attentive service

that earned us our reputation in
the first place. Group life insur-
ance, group retirement plans,
payroll deduction life insurance are
all part of Wausau's responsiveness
to your employee benefit needs.
People who work for a living

need help from the people who
know how to make business

4 WAUSAU

-=* INSURANCE
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WausauWisconsin54401
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A Member of the Nationwide' Group.

/1'4 Li 44#47 . 4

"4-:-4

insurance work for a living.
24 hours a day.
When we say ||fe, We rmean

business.

Contact any Wausau ofAce, or write:
Tom Mack, President, Employers Life
Insurance Company of Wausau,

2000 Westwood Drive, Wausau, Wisconsin
54401. Or phone him at (715) 842-6335.

WAUSAU WORKS
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opinions

Kudos for doing a job well

T70OU CAN DELIGHT a risk manager you admire
1 -nominate the person for the 1987 Business
Insurance Risk Manager of the Year award.

INn doing so, you will be complimenting a risk
manager for a job well done and you will help
enhance the profession of risk management.

Everybody likes to be told they are doing a good
job, especially when the job they are doing is
extremely difficult. And risk managers today have
their hardest job ever, confronting unprecedented
tight commercial insurance market conditions.

Talented risk managers who are succeeding today
in their mission-identifying risk, preventing and
controlling losses and transferring or assuming risk
as appropriate-deserve recognition.

You can provide this recognition, no matter who
you are, because anyone is eligible to nominate a
candidate for The Risk Manager of the Year Award
-staffer, boss, broker, insurer, consultant or col-
league.

The very act of nominating someone for the Risk
Manager of the Year award recognizes the person's
accomplishments. It says, "l think you are doing a
terrific job."

INn addition, since the nomination must be
endorsed as accurate by the risk manager's supe-
rior, the nomination creates more awareness among
top management of the risk manager's accomplish-
ments. Although top management today is well
aware of the challenges confronting risk managers
and is monitoring their performance, seeing all the
risk manager's accomplishments compiled in a
nominating statement is going to impress even the
most informed of top managers.

Finally, the results of the competition, which are
reported in Business Insurance complete with pro-
files of the winning programs, put the spotlight on
your candidate and risk management programs that
have succeeded and are on the cutting edge of risk

management practice.

The winners of the award are announced and

letters

their risk management programs profiled in the
issue of Business Insurance that coincides with the
annual Risk & Insurance Management Society con-
ference, the largest annual gathering of risk manag-
The chances that your candidate could be recog-
nized in the competition are very good. The 10 inde-
pendent judges of the competition could select as
many as five risk managers to receive awards: The
Risk Manager of the Year and four members of the
Risk Management Honor Roll (see story, page 3).
Your candidate need not be a Fortune 500 risk
manager. We have categories in the competition
that recognize outstanding risk management in
large and small companies, in government entities
and not-for-profit institutions and in financial

institutions.

Your candidate also need not be someone whose
only responsibility is risk management. He or she
could be a financial or administrative officer whose
responsibilities include risk management.

And, your candidate need not be someone who
already has a high profile in risk management.
There are many risk managers today who are doing
a terrific job for their employers but few others
know it besides the employer and the risk manager.

That's one of the reasons we created the Risk
Manager of the Year Award nine years ago: to rec-
ognize outstanding achievement by risk managers
who for too long have toiled in obscurity.

We also created the award to heighten the recog-
nition of risk management as a profession, espe-
cially as one that is shaped by creative individuals
who respond to diverse needs of their employers.

Request a nominating form today by writing:
Business Insurance, Risk Manager of the Year
Award, 740 N. Rush St., Chicago, lll. 60611.

The risk manager you admire will be delighted
when you walk into his or her office and announce:

"I'm going to nominate you for The Risk Manager
of the Year Award.”

Market history
repeating itself

To the editor: The insurance market,
especially property insurance, is begin-
ning to "soften.”

This should be good news for the belea-
guered risk manager. How can one tell?

- By a reduction in the number of
applications being received by the spe-
cialty or surplus lines insurers that take
up the slack when the standard insurers
refuse business.

- By the number of policies returned
for cancellation.

- By the number of producers telling
the underwriters the prices charged by
the competition.

When the market is constricting, it is
not in the interest of the producer to
broadcast the pricing of insurers willing
to consider the business.

However, when the market softens,
divulging lower pricing can be advanta-
geous since most neophyte underwriters
react like lemmings.

It is Nnot much different from what
transpired in past cycles.

!

Business Insurance wdcomes let-
ten from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We will not

publish unsigned letters. Send your
comments to Letters to the Editor,

Business Insurance, 740 N. Rush

St., Chicago, lll., 60611.

When pricing becomes too low, the
large "standards" invariably become
ultra-conservative, resulting in lack of
capacity.

It's up to the specialty or surplus lines
insurers to drive up the rates and deduct-
ibles.

Then, when the prices go up, the stan-
dards step back into the fray, cutting
prices, deductibles and invariably paying
more commission.

So, the cycle begins all over again.

Herman Paul Schlander
Insurance broker

Pasadena, Calif.

Let employees buy

their own insurance

To the editor: COBRA, that ill-con-
ceived conception of a Congress gone
addlebrained, has created such a mess
for employers that one must think of
ways out of the quagmire.

Employers should cancel all employee
health insurance plans and pay employ-
ees a per-hour increase (plus taxes
involved) that will cover the cost of their
health insurance.

To keep these costs within group pre-
mium limits, insurance companies will be
invited to write polices for all employees
who wish to be covered under a health
insurance plan.

The employer will then be free of this
new government trap, the employee will
be free to buy as much health insurance

coverage as he needs, and we all will be
free to vote those scoundrels out of

office.
Thorn Williams

Wausau, Wis.

Industry should heed
Bloom's 'nightmares'

To the editor: The "nightmares" out-
lined by Thomas Bloom in his perspective
on the Insurance Services Office's new
claims-made commercial general liability
form (BIl, Aug. 4) should be required
reading for all within the insurance
industry, for they surely will be noted
with great interest by our friends in the
legal profession.

Hopefully, someone out there was lis-
tening, as things cast in concrete do
betimes: unfortunately, end up at the
bottom cf rivers.

Christopher D. Bowles
Bowles & Foster Inc.

Southfield, Mich.
Ohio train derailment

not largest in history

To the editor: You report that the Mia-
misburg, Ohio, evacuation (30,000 peo-
ple) is believed to be the largest in history
following a train derailment (BIl, July
28).

How soon we forget! 250,000 people
were evacuated following the "great Mis-
sissauga train disaster" in Mississauga,
Ontario, in 1979.

| suspect the damages awarded to the
evacuees were for minor expenses only.

wW.J. Bowden

Assistant Superintendent of Agencies

Confederation Life Insurance Co.

Atlanta

- Editor's note: Lawsuits filed following

the Miamisburg, Ohio, train derailment
alleged it was the largest in history.
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| What price,
~ quality health care?

Less than you might think.The CNA Insurance
Companies understand the need to demand quality
health care while containing employee benefit costs.
That's why CNA developed CURE PLUS.

CURE PLUS assures the efficient delivery of
quality health care through advanced utilization
review and case management programs. In addition,
CURE PLUS offers our clients access to one of the
first national PPO networks-available soon in 40
major cities. Our PPO providers must meet rigid
standards in order to ensure quality care

throughout the network.

CNA also negotiates maximum savings with
our PPO providers since we've joined forces with
eight major insurers to form Private Healthcare
Systems (PHS). By combining our resources, we
represent over $5 billion in group health premiums,
rivaling the largest carriers.

CNA’s CURE PLUS program emphasizes quality
health care but still holds the line on costs. Contact
your CNA group representative or insurance broker
for more information.

CNA

For All the Commitments You Make®

Coverage provided by Continental Assurance Company, one of the CNA Insurance Companies.
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Accountants' captive

Continued from page 2
with fewer markets, reduced capacity and higher rates,
according to, Mr. Stone.

A few of the investors, Mr. Stone said, had no coverage at
all. Others are part of a Crum & Forster Managers Corp.
(lll.) program sponsored by the American Institute of Certi-
fied Public Accountants.

This program, which had offered up to $5 million in cover-
age, was recently cut back to $1 million, noted Jay Pierson, a
partner with the Hanover. N.H.-based accounting firm of
Smith Batchelder & Rugg.

Mr. Pierson's firm, which participates in the Crum & For-
ster program, also has joined the captive.

The captive, which has been in the planning stages for
about a year and a half, has so far generated $12 million, of
which $3.6 million.represents capitalization and the remain-
der premium income, Mr. Stone said.

The insurer, known as ALAC, is issuing a "broad-form,

worldwide claims-made indemni:y policy," said Mr. Stone.
The insurer will provide either primary or excess coverage,
depending upon what coverage the investor now has, he
said.

For instance, Altschuler, Melvoin, whose $25 million in
coverage written by Lloyd's of London underwriters was
recently cut back to $10 million, will use the captive's $5
million capacity on an excess basis.

Deductibles and premiums vary- depending on the inves-
tor's revenues, according to John Kenny, the partner in
charge of the Southern California business of Houston-based
Pannell Kerr Forster, the 14th-largest accounting firm in the
United States.

The minimum annual premium is S160,000.

Mr. Kenny said his company, which now has "in excess of
$ 10 million” in coverage from Crum & Forster subsidiaries
and Lloyd's of London, has a $1.8 million deductible.

"We felt we were a preferred risk," Altschuler, Melvoin's
Mr. Stone said, noting that medium-sized accounting firms
do not generally have a substantial number of publicly held

THE GOLDEN GATE OF THE ROYAL GARDENS
OF ERRENHAUSEN IN ANNOVER

companies as clients.

Many claims against accounting firms, Mr. Stone pointed
out, are generated as a result of work done for publicly held
companies.

For this reason, he said, the "Big Eight" accounting firms
will not be invited to join the captive.

Mr. Pierson said he does not know how, or if, the Crum &
Forster program, which is up for renewal in October, will be
coordinated with ALAC.

"We haven't really decided how we're doing it," Mr. Pier-
son said.

Mr. Kenny of Pannell Kerr Forster said his company joined
the captive "to be sure we had alternate means" in case cov-
erage was reduced.

No reinsurance for the captive has been arranged as yet,
said Mr. Stone, who noted, "It's extremely difficult, if not
impossible, to obtain reinsurance at this time."

ALAC is managed by Bermuda-based Minet affiliate Pre-

scott Management, under the direction of David Walker, Mr.
5~ — oo B —— 4 _ e = << 8. _ —

Hawaii OKs
captive law

By STEVE TARAVELLA

HONOLULU-Come July,
businesses interested in forming a

captive insurance company in the
United States can choose an island

domicile-Hawaii. -

The captive law, approved by the
governor May 29, takes effect July
1, 1987. Hawaii will then join five
other states that permit captives-
Vermont, Colorado, Tennessee,
Virginia and Delaware.

The state will permit the forma-
tion of both pure captives-those
established to insure only the risks
of' their parent companies-and
association captives, formed to
insure the risk of the members and
affiliated companies.

Hawaii captives will be able to
write all casualty insurance,
including workers compensation;
property insurance; surety and
title insurance; marine and trans-
portation; marine protection and
indemnity (P&l) coverage; and wet
marine and transportation. They
also will be able to reinsure ri'sks
ceded by other insurers.

They will not, however, be per-
mitted to write any business for
third parties; health or life insur-
ance; homeowners insurance; or
personal automobile insurance.

The law exempts captives from
most of the provisions of the
Hawaii Insurance Law, but sets.
forth numerous new requirements
similar to those applied by other
U.S. captive domiciles.

For example, Hawaii captives
are required to have their principal
place of business in the state, and
their directors must meet there at
least once a year. The captive must
be incorporated by at least three
persons, at least two of whom must
be Hawaii residents, and must
appoint a local broker.

The amount of paid-in capital
and surplus will be determined by
the state's insurance commissioner,
and may differ for pure and asso-
ciation captives. Different amounts
may also be required from stock
association captives than from
mutual association captives.

The funds may be posted in cash
or with an irrevocable letter of

credit from a Federal Reserve Sys-

term bank.

I¥Then others close their doors we
VV keep ours open. For us this is

a time to expand and not to retrench.

In order to be in this fortunate

position we must have managed our

affairs more wisely than some of

our competitors. We have faith in your
market and you can have faith in us.
The financial strength of our company
has grown from year to year.

Standard & Poor's AAA rating speaks

for itsel

HANNOVERRE
Karl-Wiechert-Allee 50 D-3000 Hannover 61 - West Germany
Telephone (0511) 5604-0 Telex 922599 (hanr)

Each captive in the state will
have to submit an annual financial
statement to the Insurance Depart-
ment detailing information such as
known claims and expenses; claims
and expenses incurred but not
reported (IBNR); unearned premi-
ums; and bad debts.

Failure to submit this annual
report is one of nine causes for sus-
pension or revocation of the cap-
tive's license. Another is failure to
maintain actuarially appropriate
loss reserves after one warning
from the insurance commissioner.

Captives will have to consent to
an annual, on-site financial exami-
nation by the state insurance
department. They also must pay a
$1,000 license processing fee and a
$300 annual renewal fee. -
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California studying rate hikes

LOS ANGELES-The California

Insurance Department is holding
hearings this week in Los Angeles
to investigate what Commissioner
Roxani Gillespie calls "extraordi-
nary rate hikes" by property/
casualty insurers operating in Cal-
ifornia.

The hearings, which began ear-
lier this month in San Francisco,
will serve as the basis for a report
from -Commissioner Gillespie to
Gov. Georgs2e Deukmejian.

The governor said in early June
that he would review the current
liability insurance crisis to see if
any changes are needed in the
state's regulation of the insurance
industry.

Industry officials testifying at
the hearings have said current
insurance rates are justified by
actuarial data, while consumer
advocacy groups called for a com-
plete overhaul of insurance regula-
tion in California.

Meanwhile, the Commission on
California State Government
Organization and Economy has
capped a seven-month study of the
state's liability insurance crisis
with 16 recommendations for tort
and insurance reform.

The recommendations range
from a $500,000 cap, with a cost-
if-living allowance, on compensa-
tory damages to prior state
approval of rate increases exceed-
ing 15%.

To highlight the severity of
insurance problems in the state,
the commission reported that the
2ost of commercial general liability
zoverage in California increased by
an average of 81% in 1985.

Other findings by the commis-

ion include:

= Half of California businesses
-esponding to a recent survey have
-aised prices to cover increased
Nnsurance costs.

* Virtually every city in the
;tate is unable to obtain adequate
leneral liability coverage.

+ Of every dollar paid by insur-
.rs for liability claims, 54 cents
foes toward legal costs.

Ms. Gillespie said she applauded
he efforts of the panel, commonly
Enown as the "Little Hoover Com-
nission," and described the report
Is "good overall."

Although Ms. Gillespie said she
lid not agree with all the commis-
:ion's recommendations, she said
he report captures the same spirit
,f insurance reform advocated by
Gov. Deukmejian.

One recommendation with which

lis. Gillespie disagreed would

equire the commissioner to-

pprove rate increases exceeding
5%.

Ms. Gillespie instead recom-
nended that companies increasing
ates over a certain percentage be
equired to report those increases
o the commissioner. If an insurer
-odd not justify an increase, the
ncrease could be denied by the
ommissioner.

Ms. Gillespie also disagreed with
i recommendation by the panel
hat the insurance commissioner's
iost be replaced by a bipartisan,
)art-time, five-member commis-
ion.

"This period of crisis is not the
ime to depend on decisions made
)y a part-time committee,”" Ms.
lillespie stated.

Other reforms proposed by the
,anel include:

« Establishing a much stricter
,urden of proof for punitive dam-
ges claims.

= Placing monetary limits on
ttorneys' fees and establishing
ienalties for frivolous claims or
lefenses.

* Requiring periodic payments
or all future damages exceeding

100,000.

- Establishing a statewide rein-
urance pool for municipalities

around the states

and public entities.

= Considering providing the
state insurance commissioner with
the authority to compel insurers to
participate in market assistance
plans, joint underwriting authori-
ties and FAIR plans if voluntary
participation is inadequate.

- Requiring insurers to take
individual prior practices and
claims history into account when
establishing rates.

« Requiring insurers to disclose
their loss data for California risks
on a line-by-line basis.

* Increasing penalties and fines
for insurers that do not comply
with California insurance law and

regulations.

Insurer liquidated

BEACHWOOD, Ohio-Mer-
chants & Manufacturers Insurance
Co., licensed only in Ohio, is now
in liquidation with its liabilities
exceeding assets by an estimated

$4 million, the department says.
The insurer was in rehabilitation

for less than a month when the
Ohio Insurance Department
decided to seek a liquidation order,
said James J. Schiller, a Cleveland
attorney and the department's out-
side counsel (BI, July 21).
Merchants & Manufacturers,
which wrote fidelity and surety
bonds as well as personal auto and
homeowners insurance policies,

There is no efficient communications system
between insurance underwriters and agents/brokers.
Specific information about a market which
producers need is not readily available. Risk Talk
solves this problem by providing curretit, concise
and credible information through an on-line database.

Trying to match a risk with a market can take many
telephone calls and many rejected subinissions. But
not with Risk Talk. If you need to know who writes
Excess/Umbrella Liabilities, Buffer Layers or
Directors and Officers Liability, just ask Risk Talk.
The answer comes directly from the underwriters,

not hearsay.

1 Developed by Experienced

Z Insurance Agents

Risk Talk was developed by agents/brokers
representing more than 50 years in the commercial
insurance industry. This experience assures you that
the information you get from Risk Talk will be
current, accurate and useful. After all, we have
already "walked a mile in your shoes".

*IBM ,, a registered trademark of IBM Corpontion.
' Trademark of Don Oden insurance Services. inc.

was ordered liquidated Aug. 11,
even though the liquidator has not
yet determined its exact assets and
liabilities. However, the depart-
ment estimated its deficit at about
$4 million based on several audits.

A chief reason for the insurer's
financial difficulties was poor
underwriting of bonds in the early
1980s, when the company was
under different management, said
Stafford MeGuire, the Insurance
Department's chief examiner.

New ownership and an infusion
of between $3 million and $4 mil-
lion in capital did not correct those
problems, he said.

Few outstanding commercial
property/casualty claims are pend-
ing against the insurer, but those
claims, as well as claims from per-
sonal lines insurance policies, are

Continued on nezt page
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around the states

Continued from previous page
being paid by the Ohio Guaranty
Assn. The guaranty fund will pay
1009 of claims up to $300,000, Mr.
MeGuire said, though the fund will
not cover claims involving con-
struction bonds.

The exact amount of outstanding
claims against the insurer has not
been calculated, he said.

The insurers' owner, Walter
Alpaugh, and its president,
Edward E. Evans, were unavail-
able for comment.

Merchants & Manufacturers
reported a policyholder surplus of
about $1.2 million at year-end
1985. It wrote $6.5 million in net

premiums last year.

Michigan work comp

LANSING, Mich.-Statistical
evidence shows a "reasonable
degree of competition” in the
Michigan workers compensation
insurance market, according to a
report by Insurance Commissioner
Herman W. Coleman.

"However, the current pattern of
rate increases and decreased avail-
ability must continue to be moni-
tored to ensure that competition
maintains reasonable rate levels
and restores availability as insur-

ers financial condition improves,"

the report said.

The annual report was mandated
by the Michigan Legislature in
1982 when it enacted legislation
that allowed open rating of work-
ers compensation insurance. That
law took effect Jan. 1, 1983.

"The evidence indicates that the
structure of the workers compen-
sation insurance market is condu-
cive to competition. No one carrier
or group of carriers controls the
market and over 100 insurer
groups actively wrote workers
compensation insurance in 1985,"
the report said.

"Concentration has increased
since 1984, because some insurers
cut back their business because of
reduced capacity. However, con-
centration is still not high enough
to seriously endanger competi-
tion," according to the report.

Manual rates of the leading work
comp insurers in Michigan
increased by 11.5rk in 1985,
according to the report. But, this
has been accompanied by a signifi-
cant rise in the proportion of
employers insured through the
state's workers compensation
assigned risk pool-the Michigan
Workers Compensation Placement
Facility.

AN estimated 4.69* of covered

payroll in the state was insured

through the assigned risk pool in
1985, compared with 1.5% in 1984,
1.6% in 1983, 2.5% in 1982,3.39* in
1981 and 4.19 in 1981

The assigned risk pool generated
about 8.49 of the state's premium
in 1985, compared with 3.11* in
1984, 3% in 1983, 3.4’k in 1982,
3.6% in 1981 and 4.69 in 1980.

And, the assigned risk pool
accounted for 10.19 of the workers
compensation policies issued in
1985, compared with 7% in 1934,
7.61+ in 1983, 9.39 in 1982, 10.29
in 1981 and 9.8% in 1980.

Other statistical information in
the report shows that Michigan
employers paid an estimated $600
million in workers compensation
premiums in 1985, less than two-
thirds of the $930 million paid in
1980.

A "significant portion” of that
reduction can be attributable to
open rating, the report noted.

However, substantial savings
also could be credited to legislated
changes in benefits and eligibility
requirements and other improve-
ments in loss experience, the report
continued.

But, the statistics also show that
premiums in 1985 increased by
about $77 million compared with
1984. According lo the report, this
increase stems from a rise in
covered payroll due to the

improvement in the economy as
well as rate increases.

"AN iNncrease in rates and a

A BRIEF MESSAGE ABOUT INSURANCE
PLACEMENTS FOR

« Security Guards,

W 11

e Patrol Services,

Detective Agencies,
Armored Car Service,
Alarm Monitoring and

Alarm Installation

For rr.ore than a decade Cover X Corporation fas

continuously provided a stable insurance product
for the Security Industry. During that time many
companies and agencies professing to "specialize"
in this industry have come and gone. In today's
diffic,-It insurance marketplace most are simply
gone. COVER X CORPORATION IS STILL

HERE. providing that industry with custom tailored
GENERAL LIABILITY, PROFESSIONAL LIABILITY
and WORKERS COMPENSATION.

If you have current or potential clients in the security industry whose long range
interests lie in obtaining a quality insurance product in a stable ma-ket then you owe

them a Cover X quotation.

For further inforn,ation or applications call or write

COVER CORPORATION

P. O. Box 5096, Southfield, Michigan 48086
Telex: 23-5635

Telephone: (313) 358-4010

decline in availability was
unavoidable after the sub-par
financial performance of insurers
in recent years and the marked
derline in their capacity,” noted
the report.

"At the same time, rates should
not become excessive in relation
to costs. Consequently, future mar-
ke. developments should be closely
monitored to ensure that competi-
tien prevents rates from becoming
exzessive and improves availabil-
it>= as insurers' capacity is res-
tored.”

Pollution conviction

ROCKFORD, Ill.-A former
plating company plant manager is
now in prison while appealing a
three-year sentence for asking an
employee to illegally dump hazard-
ous waste. The company was fined
$600,000.

The convictions were the first by
a jury under the lllinois Criminal
Damage to the Environment Act,
which took effect in January 1984.

The jury conv.cted John Lee
Boyce, plant manager at Alloy
Plating Corp. in Rockford, of ask-
ing employee Kenneth E. Domin to

dispose of plating waste on a regu-
la- basis.

Mr. Domin was arrested on
March 9, 1984, in Loves Park, a
Rockford suburb, while dumping
hazardous waste down a car wash
drain. The waste, poured from
twenty 55-gallon drums, contained
cyanide and a concentration of
metals, notably cadmium and
chromium. said Dennis Porter, the
assistant attorney general who
tr: ed the case.

Mr. Domin pleaded guilty to two
counts of calculated criminal dis-
posal of hazardous waste and one
ccunt of unauthorized use of ha=-
ardous waste. He was sentenced in
Jine 1985 to three years' proba-
tion, 30 days in jail, a $1,000 fine
and 200 hours of community ser-

vize work.

Mr. Domin also served as a wit-
Nness to obtain an indictment
against Mr. Boyce and Alloy Plat-
ing. Mr. Porter said.

"(Mr. Domin) said he was asked

to do it by Boyce," Mr. Porter said.

Since Mr. Domin pleaded guilty
and was sentenced, he technically
is the first conviction under the
state's new law, Mr. Porter said.
But, Mr. Boyce and Alloy Plating,
which pleaded innocent, were the
first convictions obtained after a
jury trial, he noted. The proceed-
ings were held in Winnebagc
County Circuit Court, but physi
cally were held in a neighboring
county because of pretrial public-
ity, he added.

Mr. Boyce was found guilty of
five counts of calculated criminal
disposal of hazardous waste, six
counts of unauthorized use of haz-.
ardous waste, five counts of crimi-
nal disposal of hazardous waste.
five counts of reckless disposal 01
hazardous waste and two counts ot
conspiracy.

Although he was convicted on all
five charges, he was sentenced onD.
on two: three years in prison on the
calculated criminal disposal
charge, and one year o©on the
unauthorized use charge. The sen-
tences, which were handed down
July 16, are to run concurrently.

Gordon C. Ring, the Rockford
attorney who represented Mr
Boyce, is appealing the verdict. He
also filed a motion for his client to
be free on bond during the appeal
process. The lower court judge had
denied a similar request to allow
Mr. Boyce to remain free. Mr.
Boyce turned himself over to auth-
orities Aug. 15.

"There is no question that this
first prosecution of its type in the
state was. a highly political
case,"” Mr. Ring said.

Alloy Plating, which since has
been dissolved and its assets sold
to a company that operates a facil-
ity on the site, was fined $500,00,1
on the calculated criminal disposal
charge and $100,000 on th:
unauthorized use charge.

The owners of the firm were nol
charged because a criminal cassi
requires knowledge of the act 01
furtherance of the crime, Mr. Por-
ter explained.

No other similar cases are pend-
ing in the courts, but several arf
under investigation, he said.

SIIA
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Fred S. James to buy
Nashville brokerage

Fred S. James & Co. Inc. will
acquire The Armistead Group Inc.,
a Nashville, Tenn.-based bro-
kerage.

Under the agreement, James will
acquire all of Armistead's business
for cash and future satisfaction of
some of Armistead's outstanding
debt, for a combined total of $32.5
million, a James spokesman said.

Fred S. James, a subsidiary of
Lloyd's of London broker Sedg-
wick Group P.L.C., is the fifth-lar-
gest broker in the nation, with
1985 gross revenues of $391.5 mil-
lion. Armistead is the 37th-largest
broker ranked by Business Insur-
ance based on 1985 gross revenues
of about $12 million.

Armistead's clients specialize in
such fields as manufacturing,
retail »sales, finance, energy ser-
vices, shipping and construction.

In Nashville, Armistead operates
as Polk & Sullivan Inc.: in Knox-
ville, Tenn., as Broadus-Anderson
& Associates Inc.; in Birmingham,
Ala., as Garner, Meshad, Wood
Agency; and in New Orleans as
Geiseler Simmons Corp.

"This agreement is part of our
strategy to increase our presence in
the South," the James spokesman
said. He could not say when the
acquisition will be completed.

Pension administrator

Equitable Life Insurance Co. of
lowa has formed a new subsidiary
to help employers design and
administer pension plans.

Benefit Architects Ltd.. based in
Des Moines. specializes in admin-
istering defined benefit and
defined contribution plans. said
President Richard Higgins.

For companies designing new
pension plans, the company will
prepare plan documents to be filed
with the government and commu-
nicate the new plans to workers.

For companies whose plans are
already up and running, Benefits
Architects prepares summary plan
descriptions; Form 5500 annual
reports for the Internal Revenue
Service: summary annual reports:
joint and survivor notifications
that inform participants of their
rights to elect or reject survivor
benefits: and benefit statements
for employees who are leaving the
company but are entitled to receive
1 benefit from the plan.

Benefits Architects also will fur- 1
lish quarterly benefit statements |
to participants in defined contri-
oulion plans, like 4(11(k) savings 1
olans. and annual statements lo
oarticipants in plans that have one
—ontribution a year. like profit-
;haring plans.

Benefit Architects is located at
404 Locust St., P.O. Box 1635, Des
Moines. lowa 50306; 515-345-6868.

Delta Dental Plan

Delta Dental Plan of Massaehu-
selts. which has been administered
oy Blue Cross/Blue Shield of Mas-
:achusetts for 17 years, is now
totally independent.

Della. an independent company
that began as Dental Services of
Massachusetts in 1966, had con-
tracted with the Blues since 1969
for administrative services, such as
rlaims administration, said Delta
Executive Vp William J. Clinton.

"We left the Blues in March,”
Mr. Clinton said, "because as we
talked to employers. we found that
they were more interested in hav-
Nng a separate plan that coneen-
rated only on dental care and no
)ther health specialty,- he said.
Employers wanted Delta to admin-

ister their claims, he explained.

"Also, the dentists participating
in our organization wanted to
work more closely with an organi-
zation that would expand in the
state. On our own, we have a
chance to grow," he added.

Some 4,100 dentists provide ser-
vices through Delta, which covers
more than 500,000 people in Mas-
sachusetts and generates an annual
premium volume of about $45 mil-
lion, said Mr. Clinton.

Delta is located at the Welling-
ton Business Center, 10 Cabot
Road, P.O. Box 9104, Medford,
Mass. 02155; 617-391-2700. 1
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Delaware bill

Continued from page 1
tled the "Comprehensive Health
Care Cost Containment and Qual-
ity Enhancement Act.'

Mandating that all employers
offer employees at least the r: ght to
buy health insurance is designed to
"begin eliminating cost-shifting
through the hidden tax," according
to Mr. Levinson.

The hidden tax, he explained, is
the charge hospitals pass on to all
health care payers to cover the cost
of care they cannot recover from
patients who are not insured

While the legislation does not
force employers to pay any of the
health care premium for employ-
ees, Mr. Levinson says, "I'm bet-
ting the odds are that most
employers will offer to pay some
part.”

Including wellness incent.ves in
group health care plans is oartic-
ularly important to Mr. Levinson,
who had endorsed an earlier ver-

sion of the legislation that would
have mandated that all health
plans in Delaware provide cover-
age for health promotion programs
and remium reductions or rebates
for participating covered employ-

The original Senate bill that
would have mandated the ircen-
tives was amended by the Eouse to
make the incentives voluntary for
employers now offering group
health plans.

Now, under the current legisla-
tion, the inclusicn of such benefits
and premium reductions or rebates
is mandatory only for employers
that do not currently offer group
health insurance

Mr. Levinson hopes that provid-
ing "certification"” for plsns that
voluntarily include such benefits
will encourage more employers and
insurers to add wellness inDentives
to their plans. Self-insurers that
provide such benefits also could
obtain state certification of their

plans and communicate that to

BASIC CLAIMS
PROCESSING SYSTEM

INTRODUCES
AN ALTERNATIVE ...

BCPS may be the most cost effective

CLAIMS ADMINISTRATION SYSTEM

available. Designed for ease of installation and immedi-
ate productvity, BCPS offers...

* On-Line Processlig & File Maintenance
» Referrals & Preadmission Certification

« Multi-Tiered Automatic Pricing

- User Maintained Benefit File

* On-Line Adjustments with Void/Refund

« Automated Correspondence Generation

* Growth for Future Capacity Needs

« Multi-Level Security with Audit Trail

* Processing/Management/Ad Hoc Reporting

- 1099 Reporting

For more information on BCPS, please write or call our

Marketing Director.

SYNERGY HEALTH SYSTEMS, INC.
16775 ADDISON ROAD
SUITE 201

DALLAS, TX 75248 -
(214) 248-6241

'With this bill, we are practicing risk underwriting in

health insurance,' says David N. Levinson,

Delaware's insurance commissioner and a proponent
of S.B. 517, the'Comprehensive Health Care Cost
Containment and Quality Enhancement Act.'

their employees.

"With this bill, we are practicing
risk underwriting in health insur-
ar.ce." said Mr. Levinson.

Providing premium reductions
for covered employees who prac-
tice healthy lifestyles could reduce
premium costs, especially for
employees paying their entire
health insurance bill, Mr. Levinson
said. "Because studies indicate
that 50% of all health care costs are
related to lifestyles, | would say
the maximum theoretical savings
employees will have is 509," he
said.

The health promotion programs
that would have to be covered by
a plan to qualify as certified would
include periodic physical examina-
tions and preventive screenings
relative to an individual's age, sex
and health condition; adult immu-
nizations; and rehabilitation ser-
v.ces.

The healthy lifestyles that would
mandate premium reductions or
rebates are to include: no smoking:
regular exercise; weight mainte-
nance; blood pressure screening;
stress control; non-abuse of drugs;
moderate alcohol consumption;
and the use of automobile seat
belts.

Penalties, or "disincentives,”
such as increased deductibles or

Municipal cover

Continued from page 2

The city alleged in its lawsuit
that The Home, which is based in
New York and domiciled in New
Hampshire, breached its contract,
misrepresented facts and
attempted to charge excessive and

discriminatory rates in violation of
the Ohio Insurance Code.

Norwood, which has 27,000 resi-
dents, asked for at least $50,000 in
compensatory damages and $4.5
million in punitive damages.

Under the settlement of the suit,
reached earlier this summer, The
Home agreed to reinstate the city's
general liability policy under the
1985 terms and conditions, includ-

copayments, would be levied
against employees who fraudu-
lently certify their participation in
health promotion programs or
maintenance of a healthy lifestyle.
Regulations will be written gov-
erning the specifies of health pro-
motion programs and how pre-
mium reductions or rebates will be
administered, Mr. Levinson said.
Employers in Delaware say they
are concerned about some of the
provisions contained in the bill.
including the mandate that
employers offer employees the
right to buy health insurance.
"The best way to help people

with their health care costs is to

make sure they have jobs with ade-
quate compensation,” says Pa:
Donahue, manager of health care
cost containment for Dover-based
International Playtex Inc. and act-
ing vice chairman of the Delaware
Health Care Coalition.

The coalition is made up of 38
major Delaware employers thal
provide health care insurance to
more than half the population in

the state, according to Mr. Dona-
hue.

"We think that the bill contains
some very good ideas, but we have
some reservations about some of
the technicalities in the bill," he
added, referring to the wellness

ing reinstating the $500,000 in per-
occurrence limits. The policy
expires Dec. 14 and will not be
renewed, according to the settle-
ment agreement.

As part of the settlement, Nor-
wood also agreed to withdraw its
complaint against The Home and
request that the Insurance Depart-
ment end its investigation.

However, Norwood's request did
not stop the probe because the
complaint was only one of 12 that
had been filed against The Home.
Other municipalities that submit-
ted complaints were Madison
Township; the counties of Trum-
bull, Seneca, Summit and Henry:
the communities of Niles, Beach-
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incentives and premium reduc-
lions.

"How much does an incentive for
not smoking translate into dollars?
| just don't know how to calculate
this,” Mr. Donahue said.

Some benefits consultants agree.

"l have an actuarial background
and | know there aren't many sta-
tistics that tell how much you can
really save from a wellness pro-
gram," said Tom Donlon, a princi-
pal in the Chicago office of Wil-
liam M. Mercer-Meidinger Inc.

Also, because the certification of
health plans is voluntary, "l ques-
tion whether it's worth legislative
action since there is no penalty if
you don't submit your plan to be
Delaware-certified,” Mr. Donahue
said.

Mr. Levinson, however, noted
that employers in the coalition
have expressed concern to him that
the voluntary certification could
cause them problems in both
administration and in employee

'relations. Employers are particu-

larly concerned that unions will
demand certified health plans, Mr.

Levinson said.

Some employers don't want to
offer certified health plans
"because they don't want to edu-
cate their employees about well-
ness," he commented.

Mr. Levinson said the bill is part
of a package developed by Dela-
ware's Health Care Cost Contain-
ment and Quality Enhancement
task force. Mr. Levinson, who is
chairman of the Health Promotion
and Chemical Abuse Task Force of
the National Assn. of Insurance
Commissioners, appointed the Del-
aware task force in 1985 to study
health care cost issues. |

wood, Findlay, Martins Ferry,
Athens and Columbus Grove.

In addition, Brook Park has filed
a complaint against National
Union Fire Insurance Co. of Pitts-

burgh, Pa., an American Interna-

to an Insurance Department
spokesman.

Both insurers will be asked to
explain their pricing policies at
hearings that will focus on the
insurers' alleged violations of
insurance code prohibiti6ns
against excessive pricing as well as
alleged violations of filing require-
ments, Ohio Insurance Director
George Fabe said.

As part of its investigation, the
Insurance Department subpoenaed
records from both insurers, which
had supplied the department with
some, but not all of the informa-
tion it requested.

"They stonewalled us for infor-
mation," Mr. Fabe said.

Spokeswomen for the two insur-
ers declined to comment except to
say that their companies are co-
operating with the Insurance
Department.

The department also hired the
Tillinghast division of consultant
Towers, Perrin, Forster and Crosby
to perform actuarial work in con-
nection with the inquiry.

Regardless of the outcome of the
state inquiry, Norwood is expected
to try to replace the expiring cov-
erage, now written by The Home,
before the end of the year.

Norwood's Mr. Kelly complained
that The Home's willingness to set-
tle controversial claims may hurt
Norwood's ability to find replace-
ment coverage.

In the past three or four years,
The Home has paid out at least
$30,000 in claims on behalf of Nor-
wood, including a $25,000 settle-
ment to a woman injured in a side-
walk-related ease although
sidewalk maintenance in Norwood
is a homeowner's responsibility,
Mr. Kelly said.

He said he favors intervention by
state insurance officials and per-
haps increased regulation of prop-
erty/casualty insurers to make sure
that municipalities can find neces-
SaAary coverage.- -



Afraid to take the first step
into flexible benefits?

You need FLEXTRA.

General American’s new flexible
benefits package takes the worry
out of administration, communica-
tion, and cost.

You probably already know about the many
advantages a flexible benefits plan offers
you...and your employees: control of costs,
choices for employees, tax advantages for
employers and employees. But you're reluctant
to act.

We've identified three major concerns
benefit managers have about a “cafeteria” style
benefits program. And we've designed a new
product called Flextra that can help you over-
come those fears.

Concern #1— The plan will be an administrative
nightmare.

As different employees choose different
options it could become a real headache to
track. But Flextra’s decentralized administrative
approach features a software program that is
tied directly to your payroll system, in your
office. Information is transmitted electronically
so paperwork is kept to a minimum. Flextra
combines benefit information from all plans
into one source.

Concern #2— Employees won't understand their
options and, therefore, make bad choices.

The freedom of choice a flexible benefits
plan allows does shift some burden of respon-
sibility to your employees. So we suggest that
additional options be introduced gradually to
help employees become accustomed to change.
And we help educate them with a complete
communications package that is second to none
at gaining employees’ understanding and sup-
port. It includes: survey form to determine
employee preferences and needs, announce-
ment material, payroll stuffers and posters, audio
visual presentation, and binders for each
employee with complete benefits explanation.

Concern #3— Adverse selection will drive up
plan costs.

The risk is real, but we fight the problems
of adverse selection three ways:

* our underwriting guarantees define your
maximum liability
our pricing struct
choices
our group representatives work with you to de-
sign a plan that controls the range of choices,
which reduces the financial impact of ad-
verse selection.

re encourages desirable

“Top of the Market” in employee benefits

Rather than drive up costs, Flextra will help
you control them. And, since Flextra is a fully
developed program, you'll know up front what
it costs to install and implement.

To learn more about the extras in Flextra,
contact your consultant, broker, or agent, or call
your local General American group sales office.
For a free brochure, mail the coupon below.

Bill Kuehl

Marketing Director—Large Group
700 Market Street

St. Louis, MO 63101

I

I

I

| Please send me without obligation your
|  brochure on “Flextra...a Self-Directed
| Employee Compensation Plan”

: Name

| Company

| Street

| City

L My Broker

Title

Phone
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beneitt beat

Ford offe rs new programs

to trim health

Four new health care cost-con-
tainment programs for Ford Motor
Co. hourly employees and retirees
have been introduced by the Dear-
born, Mich.-based automaker and
the United Auto Workers union.

The new Ford programs include
case management for catastrophic
illnesses, cardiac rehabilitation, a
hospice program and a prescrip-
tion drug plan.

The programs are designed to
stem increasing medical costs,
explained Jack Dunn, supervisor of
employee insurance in Ford's
employee benefits department.

"Our costs increase by leaps and

Just ask our customers. Leading
corporations, TPAs, insurers, unions,
and associations will tell you all about
ClaimFacts support.

Our support starts with our system.
We've built Claim Facts to work for your
business, no matter what business
you're in. You can design a variety of
complicated benefits plans online. Or
change them online. You can set up
rules for payments, define your own

claim edits, and monitor special pro-
grams, such as second surgical opinion.
The choices are yours because Claim-
Facts makes you the manager.

Naturally, ClaimFacts adjudicates claims
online, quickly and accurately on a
single screen. Then it produces man-
agement reports that zero in on claims

cost areas.

Our support continues with our people-

consultants, customer service represen-
tatives, and systems analysts who know
claims management. Add to that the
benefits of the industryb most active
user group. That's support from which
everyone profits.

If you're looking for health claims man-
agement support, it's time you stepped
up to ClaimFacts. Call us today. We'll
show you how ClaimFacts support will
carry your business load.

Ensco

lall acompany of _
El/B The Dun &)éradstreet Corporation

1700 Broadway, New York, N.Y 10019
(212) 765-8500

care costs

bounds every year. Ford's total
health care costs for both hourly
and salaried employees is about
$790 million," he said.

Mr. Dunn could not estimate
projected savings from the pro-
grams, but he noted that the union
and Ford have worked together on
developing cost-containment mea-
sures for the last decade.

Ford's Michigan employees are
covered under a first-dollar, self-
insured indemnity health plan with
no coverage limits, he said. Claims
under the plan are administered by
Blue Cross & Blue Shield of Michi-
gan. Ford employees in other areas
of the country are covered by simi-
lar plans serviced by a variety of
claims administrators. VVarious
HMO options are also available.

The new case management pro-
gram is available nationwide to
150,000 active hourly employees
and surviving spouses covered
under Ford's indemnity health
plan and retirees not covered
under Medicare, Mr. Dunn said.

The case management program is
designed to suggest less costly,
alternative treatments for patients
suffering from chronic or terminal
illnesses that would require long-
term hospital' care. The program
adds coverage for services that
normally are not covered under the
medical plan, such as private-duty
nursing in the patient's home or
nursing home care, Mr. Dunn said.

The case management program,
which was implemented June 1, is
centrally administered by BC/BS
of Michigan, he said.

Participation in the program is
strictly voluntary, and there is no
penalty for not following the
review team's suggestions.

The other three new programs
are available to 80,000 employees,
retirees not covered under Medi-
care and surviving spouses in the
southeastern Michigan area.

Beginning Oct. 1, Ford will offer
a cardiac rehabilitation program
that will provide early outpatient
care for cardiac patients. To par-
ticipate, employees pay $25, which
is refunded upon completion of the
two-phase program, Mr. Dunn
said.

The first phase of the program,
to be conducted at Henry Ford
Hospital and Sinai Hospital, both
in Detroit, will include closely
monitored exercise and testing
immediately after cardiac patients
are released from the hospital.

The second phase also will
include exercise, but will be con-
ducted at "outreach" centers, such
as Ford's employee fithess center.

The hospice program, which
began May 1, covers care and
treatment in special facilities for
terminally ill patients as well as
counseling services for relatives.

Finally, a new prescription drug
program will be offered beginning
Sept. 1.

Under the new program, to be
administered by Medicost Phar-
macy Program Inc. of Southfield,
Mich., Ford employees will pay $2
per prescription if they use a
Medicost-affiliated pharmacist.
Those not using a pharmacist affi-
liated with Medicost will pay $5
per prescription, encouraging
employees to use the contracted
pharmacists.

Under the Ford's current pre-

scription drug program, adminis-
tered by BC/BS, employees pay $5
per prescription.
Made any benefit changes? Write
Donna DiBlase, Business Insur-
ance, 740 N. Rush St., Chicago, lll.
60611,312-649-5393.



Old Star, New Name

Genstar Management Company is now General Star, the new name for the stable
General Star Management Company. market in primary and excess risks.

We changed our name to avoid a conflict
with another company with a similar name.

But only our name has changed. We remain GENEM L
the same well-capitalized, service-oriented group sm R

of underwriters and support staff writing specialty
business through surplus lines brokers. The Stable Market

General Star Management Company, Stamford, CT ® Specialty underwriting for primary and excess risks through appoeinted surplus lines brokers
New York (212) 770-0150 ® Chicago (312) 207-5400 ® Los Angeles (213) 383-7734 ¢ Stamford (203) 328-5700

Amemberof General Re @ Group
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Continued from page 26

operating units and different pen-
sion plans to pass the non-discrim-
ination rules.

But, some experts envision prob-
lems for corporations. For exam-
ple, a company might flunk the test
if it maintains two pension plans
for a single division-one plan for
salaried employees, many of whom
could be highly compensated, and
a second, less-generous plan for
hourly employees.

To avoid problems, companies
could establish non-qualified pen-
sion plans to cover highly compen-
sated employees, experts say.

The new non-discrimination
rules for pension plans would go
into effect on Jan. 1, 1989.

New non-discrimination rules
for welfare plans, like group health
and life insurance programs, will
not be available until the official
conference report and bill is pub-

lished next month.

Pension plan reversions

The conference bill retains a
provision in both the House and
Senate bills that imposes a new
10% excise tax on assets recap
tured when overfunded pension
plans are terminated.

To prevent a last-minute rush of
plan terminations, the effective
date of the tax was made retroac
tive to Dec. 31, 1985.

But the conferees slightly modi
fied the reversion provision so that
asset reversions transferred to an
Employee Stock Ownership Plan
through Dec. 31, 1988, will not be
subject to the excise tax.

The Senate bill did not contain
this expiration date, while the
House provision did not contain
any exemptions for ESOP trans

fers.

Other benefits

The conferees accepted the
House provisions to extend the
tax-favored status of employer
provided educational assistance
and group legal benefits through
1987. The tax-favored status of
both benefits expired Dec. 31.

The Senate bill had called for an
indefinite extension.

The conference bill also sets a
cap-equal to one-eighth of the
Social Security wage base (cur
rently $5,250)-on the maximum
annual tax-free educational assis
tance benefits an employee can
receive. No dollar cap was placed
on group legal benefits.

Conferees also accepted identi
cal provisions in the House and
Senate bills to kill Section 124 of
the tax code, under which employ
ees are not taxed on an employers
cost of providing van pooling ser

vices.
Offshore insurers

The conference agreement
replaces a House provision that
would have increased the federal
:xcise tax on reinsurance premi-
ims paid to foreign insurers to 4%
'rom 1% with a new provision that
will be costly for owners of some
)ffshoreinsurance companies.

Under current tax law, income
,arned by an offshore insurer is
iot subject to current taxation if
he insurer is not a controlled for-
lign corporation. To escape being a
:ontrolled foreign corporation, an
nsurer needs at least 11 owners
ill 6f whom own less than 10% of
he insurer.

Under the conference bill, cur-
-ent tax would be imposed on each
hareholder--regardless of the
-xtent of ownership-that owns
tock in any foreign insurance
ompany that is 25% or more U.S.-
,wned with respect to income from
nsuring risks of U.S. stockholders
ind related parties. A similar rule
vould apply to mutual companies.

However, this new taxation rule
gould not apply to foreign insur-

nce companies whose stock is
,ublicly and freely traded.

The provision "will cause the
axation of owners of broad-based

association captives," 6bserved
James Cameron, a partner with
Baker & MeKenzie in New York.

These would include the new
offshore insurers formed recently,
such as A.C.E. Insurance Co. Ltd.

"A very big tax advantage is
being taken away," added Ernst &
Whinney's Mr. Tepper.

Sources say the provision was
added by House members who crit-
icized new treaties with Barbados

and Bermuda to exempt those
domiciles from federal excise taxes

on direct and reinsurance premi-
ums (BI, July 28).

"This is meant to get more tax
revenue even if the excise taxes are
eliminated,” one source said.

Insurer taxation

Property/casualty insurers will
face an estimated $7.5 billion in
new taxes over the next five years
under the conference bill.

For example, insurers will be
taxed on tax-exempt income gen-
erated by investments acquired on

name and title

or after Aug. 7, the date the com-
mittee decided the issue.

Under this provision, an insurer
will be required to reduce its
deductions for additions to loss
reserves by an amount equal to
15% of the tax-exempt income
generated from investments
acquired after Aug. 7.

For example, if an insurer set up
a $200 million loss reserve and
earned $100 million in tax-exempt
income from investments made
after Aug. 7, the company could
only deduct $185 million of those
reserves from its federal income
taxes.

In addition, insurers will be
taxed on a portion of existing
unearned premium reserves and
future increases in unearned pre-
mium reserves.

Under the measure, 20% of an
insurer's unearned premium
reserve existing at- year-end 1986
will be subject to federal income
taxes over the next six years. In
addition, 20% of any year-to-year
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increase in the unearned premium
reserve would be included as tax-

able income.

For example, if an insurer's
unearned premium income
increased to $300 million from
$100 million, 20% of that $200 mil-
lion increase-or $40 million-
would be taxable income.

Finally, insurers no longer would
be able to take immediate, full tax
deductions for reserves established
for future losses. Instead, insurers
would be required to discount their
loss reserves based on the midterm
applicable federal rate, which is
the market rate of return on U.S.
government obligations with
remaining maturities of betwden
three and nine years.

More detailed rules on the
reserve discounting provision will
be published in the conference
report due next month.

The impact of the new taxes on
insurance rates is uncertain.

"Certainly, it won't help us keep
costs down," said Steve Broadie,

tax counsel with the Alliance of
American Insurers in Washington.

While property/casualty insurers
aren't pleased with the new taxes,
they are relieved that the conferees
rejected several -onerous" provi-
sions in the House-passed tax bill,
such as a special minimum tax
directed specifically at property/
casualty insurers, Mr. Broadie
said.

"It is not as much damage as had
been proposed," added Michael
Gilliland, tax counsel for the
American Insurance Assn.

Blue Cross/Blue Shield

Blue Shield plans will lose their
current tax-exempt status, effec-
tive next year, under a provision in
the conference bill.

The Blues say they are studying
tlie impact of the legislation.

Be/BS officials had earlier said
the loss of the plans' tax-exennpt
status could force them to toughen
underwriting rules governing small
employers.
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Amid the many reference tools available. there
is one unique source book that identifies the major

buyers in the commercial insurance industry.
'The 1986 Business Insurance Directory of Corporate
Buyers of insurance. Benefit Plans and Risk Management
Services. which features listings on more than 2.000 U.S.

corporations. will be available in August.

The Bi Directory provides an expanded list of the major buyers by

plus corporate address and phone. information on

company sales volume and employee population. Access to data is easy

with complete alphabetical listings and condensed indexes by size of company

and geographic region.

Buyers and sellers alike use the Bl Directory. As a buyer. the directory helps you
identify your corporate counterparts; and as a seller. you can pinpoint these influential
buyers and reach them easily.

Avoid commercial insurance gridlock-order your 1986 Bl Directory today. After all...

the Bl Directory is the route to take.

Business Insurance Directory

Single Copy Sales, 965 East Jefferson, Detroit, Ml 48207

Please send me

Bill me

plus $5 additional charge for handling:

Account # Exp. Date Signature

Name- Title

Company

Address

City State Zip Telephone ()

Payment Enclosed: 1 Visa:

81 8/25

copies of the Business insurance Directory of Corporate Buyers of Insurance. Benefit Plans
and Risk Management Services $50 each; $40 each for 5 or more

Mastercard
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the proless™nal-marketplaee

RATES AND CLOSING TIME:
Rates' Display classified 15 $79 50 per column inch, mimmum of one inch Straight Closmg Published every Monday. Copy must be in typewrittenform by noon Tuesday. 6
classifed is $6 50 per hne, minimum of 5 hnes Count 34 characters per kne (include days preceding publishing date No verbal phone copy accepted Prepayment required
each space and punctuation as a character) Additional $13 00 charge for blind box ads Mail ads to Magaret Hikido, Classified Advertismg, 740 N Rush St , Chicago, It

Only those responses which fit mto a business slze envelope will befowarded. Responses 60611 For more information call 312-649-5340

are fowarded daily

HELP WANTED

SMP UNDERWRITER
Aggressive surplus lines agency offers

opportunity for growth Minimum 3 years Retail insurance agency located on
commercial hnes experience Send the West Coast of Flonda looking for

resume to ABIS 414
dale, Pa 19446

Main St, Lans-

STRUCTURED SETTLEMENTS
Our client, a prestigious National Struc-

tured Settlement firm, seeks a talented, opportunity Salary negotiable Send
aggressive individual with structured set- resume Mth salary history to

tlement experience to assume thus key
Southern Calfornia based position Travel
required Salary negotiable Please con-
tact Andrew C Roth.CPC or David H
Covey, CPC (818) 502-1055 ARDCO
Recruiting Specialists Agency 225 W
Broadway, Glendale CA 91204

SYSTEMS & PROCEDURES
ANALYST

Qur Client is located in_a highly desirable

SUNBELT location They seek a candi- ness Needed by Nat'| MGA with

date with strengths in business sistems exclusive Agency Assoc (3000 mem-
andcprocedures |nclud|n°% heavy |nter- bers) and $12MM vol 5 yrs exp with
class. full automation. staff of with strong people and negotiating We orovide an excellent starting
to include Sr Management Heavy invol- underwriters, raters Reins treaty

vement in st§ylng abregsg of and |ntroduc- also possibly aval

level of communicative skills at all Ievels

nique

technologles in business : systems v pos

lions avalilable, one a senior level to the Insurance, 740 N Rush St, Chicago, intl

mid-40 s, the other junior level, to 30K
Contoct Howard Hafner. INSURANCE
RECRUITERS, INC 6060 N Central
Expwy #470, Dallas, TX 75206

HELP WANTED
California interactive computing, Inc ,
(CIC), a well-respected producer o insur-
ance-related systems, is seeking to augu-
ment its staff of highly-motaviated and
talented marketing professionals If you
have a hugh level of motivation and the
enthusiasm to work with an industry inno-
vator, then contact Gary L Smart, at CIC

Severa..Tedngs sxistincluding manage-

hon

California Interactive Computon@, Inc
12517 Chandler Blvd, North Hollywood.
CA 91607 (818) 985-2680

BUSINESS OPPORTUNITIES

Looking tor MGA Program Business with

FRONTING & OFFSHORE
FACILITIES

WANTED - LONG HAUL
TRUCK PRODUCER
Our group own domestic Life & A&H,
Property and Casualty Companies
We FRONT for 5% Our Cayman
Company provides group and asso

producer knowledgeable in lleet truck-
ing Prefer person with present book of
business Must relocate Excellent clation captive facilities for minimum
capital investment Contact Wm T
Harris or Waymond Lightfoot
(512)494-1234, P O Box 32565, San
Antonio, Texas 78284

Box 2099, Business Insurance
740 Rush SL, Chicago, IL 60611

Seeking MGA Contract
CASUALTY CUIM MANAGMENT
For "Main Street" property/SMP bust-
After live years of successful opera-
tion, a Construction Industry Captive

Is seeking high energy level person

skills and a minimum of 10 years of
heavy casualty claim management
Pls respond to Box 2096, Business back%round Must be knowledgeable

e overall supervision of a large

IL 60611 sophistiated reinsurance claims pro-

Sates

Employee Benefits
Account Executive
Cottdigham & Butler, an estab-
lished name m the insurance
industry ts looking for a sales pro-
fessional to help continue our

extraordinary 30% growth rate

This position requ res a strongly
motivated, competitive cantdate
witf outstanding sales talent
Ageqcy, HMO or insurance expen-
ence would be advantageous

Excellent communication and inter-

personal skills are necessary

salary and benefit package includ-
Ing pension and profit sharing as

well as relocation assistance For

confidential consideration, please

gram, including the setting of ade- send your resume vvith salary his-

quate reserves, control of allocated
expenses and audits of ceding com-

This ad reaches pany's claim offices Ability to work

132,000

Corporate Risk, ) )
send resume Including salary history
Employee Benefit & to

Financial Execuitives

with top management of large
insureds required Strong remunera-
lion package Dallas based Please

Box 2098, Business Insurance
740 Rush St., Chicago, IL 60611

CLAIMS SUPERVISOR

71'1&73uarar::PFrf)Testrsr'%; Strong commercial transportation expen-

onslder p Ri;ram partici
oseph
3492

WANTED TO BUY

Fire & Casualty Insurance Co shell with
minimum 30 + state licenses Respond
to Box 2097, Business Insurance 740
Rush St, Chicago, IL 60611

INVITATION TO BID
The City of Aurora, Colorado Is currently

selecting agents to administer, on its
behalf the Clty s self ins f’ance pro-

eln

gct the Clly s R anagement [}

2+H3avane 54302 Aurora,

Business Insurance

Circulation Breakdown™
Commercial Consumers

Administrative

CEO s Presidents and Owners 2,983
Vice-presidents, General Managers
and Other Administrative Personnel

2,758

Financial

Chief Financial Officers and Vice-
2,018
Secretaries, Treasurers, controllers
and other Financial Personnel 6,484

presidents of Finance

Risk/Employee Benefits

Vice-presidents, directors. manag-
ers. and other related depar ment
personnel of insurance, risk,
employee benefits, personnel, com-
pensation. pension. salley. security.
industrial relations, human resources

and employee/labor relations 8,111

Sub-total 22,354

Associations 483
Government, unions and educational
1,252

Institutions

Commercial Consumers

Sub-total 24,089

Insurance Agents and Brokers
10,285

Insurance Companies 6.739
Financial Institutions 748
Actuaries. Attorneys, Adjusters,
Appraisers and Consultants 3,808
Others allied to the field 1,308
TOTAL 46,977

Source Business/Occuparional
breakdown of qualified circulation,
Nov 25, 1985 issue, as submi-ted to
BPA for December 1985 BPA Pub-

lisher s Statement

c03|an§§?t§3%%q§f§céso Telex 28- ence-em phasis in trucking

knowledge of collision, cargo, and liability
claims. Preferred candidate must have in-

surance company training Located In the
Southeast, our company isa leader in the
commercial insurance industry. Ourstrong

(0lo; Yangement Qnortuities Gandidate must

salary and benefit package. Send resume
and salary requirements to.

Box 2069, Business Insurance
740 Rush St., Chicago, 11 60611

BENEFITS
MANAGER

National Medical Enterprises, Inc.. a $3 6 billion health
care corporation. has an excellent career opportunity for
an experienced Benefits Manager to work in our Corpo-
rate Headquarters in West Los Angeles

The successful candidate will research and evaluate ben-
efit plans and recommend changes based on the impact
of business and regulatory conditions.

You will also ensure that the benefit plans meet
regulatory and reporting parameters as well as develop
benefit systems and procedures

We are requiring 5 years experience managing the Ben-
efits function for a medium-sized company. Excellent

verbal, wntten and organizational skills are essential

NME offers its employees an outstanding benefits and

compensation portfolio

For confidential consideration, please send your resume
including salary history to

- NATIONAL NMEDICAL
ENTERPRISES, INC.

Corporate Human Resources
11620 Wilshire Blvd.

Suite 740, Dept. JR-100

Iss Angeles, CA 90025

Equal Opportunity Employer M/F

Thorough U

tory to

Cottingham & Butler,

Inc.
PO Box 28
Dubuque, IA 52001

equal opportunity employer mif/h

ormation. please con- positive growth allows for excellent ad- m,

RISK MANAGEMENT
CONSULTANT
$40,000 to $50,000(Tax Free!)

Sal,ne Water Conversion Corporation (SWCC) is a public
utility owned by the Saudi Arabian Government Plants now in
operation produce approx 500,000,000 gallons of desalinated
water and 3500 MW of electrric power per day Plants with the
installed capacity of 75 MGD and 448 MW are under commis-

sioning stage

Reporting directly to the Deputy Governor of Operation
& Maintenance, you will be responsible for overall supervt-
sion and coordination of our Risk Management Program
including risk indentification and measurement, preparation
of requests for proposals and bid specifications, analysis of
proposals and recommendations to management, mainte-
nance of our property, machinery, casualty, aircraft and
marine policies, claims handling, inspection and loss pre-

vention, and necessary risk management files and records

Minimum requirements include a bachelor's degree and
four years ofinsurance and risk management experience

This is and excellelnt opportunity to live and work in the
ideal coastal climate of Rlyadh Saudi Arabia In addition to
an outstanding, tax-free salary, housing, car (for bus,ness &
personal use), and two round-trips to city of hire with 30
days of paid vacation will be providedi

For full consideration, please send your resume to:
A. Rashid Khan, P.O. Box #6265, Albany, CA 94706

Glaxo Has The

4 Prescription For
4 Career Success

The fas-est growing research-oriented pharma-
ceutical company in the U S has an opening at its

Corporate Headquarters located in Research Triangle Park, NC(near Raleigh/Durham)

SUPERVISOR, RISK MANAGEMENT

As a key member of our Financial Team, you will be responsible for

- Assisting the Manager of Taxes and Insurance In annual commercial insurance renewals.

- Supervising and coordinating yearly insurance inspections at all sites to ensure
adequate levels of insurance protection.

- Developing written claims/loss control procedures

- Supervising and coordinating claims.

+ Developing risk modeling program on a RC
» Coordinating safety policy with Manager, Safety, Health and Environmental Affairs.

Background should include a BS Degree Business Administration, with an emphasis in risk
management and 6- 8 years experience with a brokerage firm, underwriting or corporate
environment ideally with exposure to large risk Experience with claims, risk modeling, stat
work, renewals, workmen's compensation, auto, property, products and general liability,
directors and officers insurance are required

Your abilities and potential will be recognized with a competitive starting salary and benefits
package Our location offers a mild climate year round, access to some of the finest universities
in the country, numerous cultural activities and nearby recreational facilities For prompt
consideration, please forward your resume, including salary history, to

Dept. 86-108E-B

(No Phone Calls, Please)
No Private Agency Referrals, Please

G/axo

R O. Box 13398,

Research Triangle Park, NC 27709

An Equal Opportunity Emplcyer M/F/H/V



Tax bill

Continued from page 1

Employers also will have to cope
with new non-discrimination rules
for both pension and welfare plans
that will add a new layer of com-
plexity to plan administration.

The legislation keeps the maxi-
mum defined contribution and
defined benefit limits at $30,000
and $90,000, respectively, but the
defined contribution limit will be
frozen until the defined benefit
limit reaches $120,000 through
indexing to inflation.

The conferees' agreed to con-
tinue the tax-favored status of
educational assistance and group
legal benefits through 1987, which
means the long-term future of
those benefit programs will have to
be settled another day.

On the property/casualty side,
the tax bill will subject sharehold
ers of group-owned offshore insur
ers to current taxes on captive
income related to insuring share-
holder risks. This change will be
accomplished by essentially
changing the definition of a con-
trolled foreign corporation.

"From pure tax considera-
tions. . .offshore captives may be
no better off than domestic cap-
tives," said Edward Tepper, a part-
ner with Ernst & Whinney in New
York.

U.S. property/casualty insurers
according to trade association esti-
mates, may face as much as $7.5
billion in new federal taxes,
through new taxes on portions of
insurers' tax-exempt income and
inearned premiums and through
the discounting of reserves for tax
ourposes.

Observers believe that at least
some of this new tax burden inevi-
:aoly will be passed on to insur-
mee buyers.

In addition, the conference bill
;trips away the tax-exempt status
f Blue Cross/Blue Shield plans, a
irovision that Blues' officials have
warned could force the plans to
;oughen their underwriting stan-

lards.

With the final enactment of the
:onference bill considered a cer-
:ainty, many believe that the con-
;tant congressional tinkering,
:specially with pension and sav-
ngs plans, will decrease in the

But there is little satisfaction
with the massive mandated pen-
;ion and savings plans changes.

"We are still being driven by tax
:onsiderations, and issues are not
)eing resolved on the basis of
etirement income policy,"” said
Everett Allen, a vp in the Philadel-
,hia office of Towers, Perrin, For-
;ter & Crosby.

"Congress still has not developed

ind implemented an effective
etirement income pol-
cy. . .divorced from revenue con-
iderations,'" said Gerald
Jslander, a principal in the Louis-
,ille, Ky., office of William M.
dercer-Meidinger Inc.

"Tax considerations often pre-
-ailed rather than good benefits
)olicy," added Stuart J. Brahs,

-xecutive director of the Assn. of
irivate Pension & Welfare Plans in
Vashington.

While the Tax Reform Act of
986 may have resolved a slew of
,ension issues, there is no doubt
hat Congress now will turn its
ttention to welfare plans.

"The theme on the next round of
egislation will be access to health
are plans and funding of post-
etirement health care plans," pre-
licted Mr. Butterworth.

Following are details of provi-
ions in the bill that affect

mployee benefit and risk manag-

rs:

401(k) plans

The conference bill allows 401 (k)
lans to continue, but the savings
rograms will be more difficult
nd expensive for employers to
dminister and less attractive to

employees.

Conferees accepted provisions in
both bills that slash the maximum
annual 401 (k) deferral to $7,000
from the current $30,000. The new
limit will be indexed to inflation,
apparently starting in 1988.

In addition, 401 (k) plan discrim-
ination will be tested by compar-
ing deferrals made by a newly
defined group of highly compen-
sated employees with deferrals
made by lower-paid employees.

While the summary of the bill
doesn't define this new group of
highly compensated employees,
sources expect the group will be
defined as:

- Employees who own more
than 5% of a company.

- Employees earning more than
$75,000 annually.

0 Employees earning more than
$50,000 annually 'who also are
among the highest-paid 20% of the
company's workforce.

- Officers who earn at least 11/2
times the maximum defined con-
tribution limit, or $45,000.

This lengthy definition of highly
compensated employees contrasts
sharply with the current non-dis-
crimination test, which simply
compares deferrals made by the
highest-paid one-third of a com-
pany's employees with the lower-
paid two-thirds.

Aside from making the definition
of a highly compensated employee
more complex, the conference bill

UUSTneSS UaUTante, AUgUSI ZO, 1960 / ZO

adopted the House bill's actual
deferral percentage (ADP) test for
401 (k) plans, which is much
tougher than current rules.

Under the conference bill, the
average salary deferral elected by
the highly compensated group can-
not exceed the greater of these two

announts:

= 125% of the ADP of the lower-
paid employees.

- The lesser of either 200% of
the ADP of the lower-paid employ-
ees or the ADP of the lower-paid
employees plus 2%.

By contrast, the current average
deferral percentage test is much
more generous to higher-income
employees.

Under the current test, the aver-

age salary deferral elected by the
top-paid one-third cannot exceed
the greater of two amounts:

= 150% of the ADP of the lower-
paid two-thirds.

* 250% of the ADP among the
lower-paid two-thirds as long as
the difference between the average
of the two groups does not exceed
3%.

It isn't clear when the new non-
discrimination rules will go into
effect, though some believe it could
be as early as Jan. 1.

Also, under the bill any distri-
bution from a 401 (k) plan before
an employee reaches retirement
age (generally 5992) will be sub-
ject to a 10% excise tax unless the

Continued on page 26
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Without FLE]rrRAK; Your Flex Plan
Administration May INlot Be On Solid Ground.

dw&a"'/FLEXTRAK Provides a
Sure-Footed Approach to
Administering Flexible Benefits.
When administering something as
complex as a flexible benefits program,

you're operating in a fragile environ-
ment. Too many false moves could
lead to an eventual breakdown in your
system. But FLEXTRAK, the automated
administration system from Dyer, Wells
& Associates, can help ensure the suc-
cess of your plan.

A Comprehensive System.

Unlike other systems which handle
only parts of your flexible benefits pro-
gram, FLEXTRAK is a total system
capable of handling all essential tasks.
It produces enrollment forms, edits
employee elections, produces confir-
mation reports, processes flexible
spending account claims and per-
forms 401 (k) discrimination testing.
And FLEXTRAK provides comprehen-
sive management reports which allow
you to "fine tune" your plan by more
accurately identifying employee needs
and monitoring current efforts.

A Versatile System.
FLEXTRAK administers a wide range
of flexible benefit plans and a complete

spectrum of benefit types such as med-
ical insurance. life and health insurance,
savings and investment products, and
vacation trades. Benefit costs and cred-
its can be varied by age, length of ser-
vice, salary and plan year. Benefit
changes can be made quickly and
easily with FLEXTRAK.

A"Ready-To-Go" System.

Installation of a flexible benefits
plan with FLEXTRAK is much faster
than developing your software inter-
naily. And unlike processing services,
FLEXTRAK gives you the security of
owning your system instead of paying
endless service fees. Plus it operates
on IBM mainframes and the WANG
VS line of minicomputers, and it can
communicate with your payroll/person-
nel system. Of course, Dyer, Wells &
Associates provides installation assis-
tance and after-sale support, including
system updates necessitated by tax
law changes.

From The
Administration Experts.

Since 1977, we've offered cost-saving
software products for the insurance
industry. And in that time, we've
become benefits software experts.

So send for your free brochure today.
Because anything less than FLEXTRAK
could leave you standing in the middle
of a rather sticky situation.

Send for Your Free Brochure.

C Yes. | want to start my flex plan 7
out on the right foot. Our operat- |

I ing system is: 1
O IBM Mainframe O WANG VS
O Other

—1 NTNNMNa=a=arrraee |
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Title |

1 CCcormpEpeoaSanranyy
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= of Employvees
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— 1 — 1
State
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i Dyer, Wells & Associates i
| Mail to: 1
1 Marketing Administrator Want to talk? 1

1 Dger, Wells & Associates Call us at:
2251 Lake Park Drive (404) 432-5888

| Smyrna, GA 30080 8182586 |
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Conference

bill

Cur,ent law

IRAs/
401(k)s

IRA: No pretax contri-
butions for pension
plan participants

whose inmncome

exceeds $50,000 for

joint mers. or $35.000
for individual filers.

Pretax contributions
retained for those not
covered by pension
plans.

401(k): $7,000 maxi-
mum annual deferral,
with indexing. New.
more complex non-
discrimination rules.

IRA: Permits an

annual $2,000 tax
deduction for contri-

butions.

401(k}: $30,000 maxi-
mum annual deferral.

Simple non-discrimi-

Pension vesting/
maximums

Vesting: Full vesting
after 5 years or 20%
vesting after 3 years
and 2096 annuay for
nexl 4 years.

laximums: $90,000
for defined benefit;
$30,000 for defined
contdbution, *ieh is
frozen until defined

benefit maximum
reaches $120,000
under indexing.

Vesting: Multiple
schedules, generally
after 10 years.

Benefits: $90,000 for
defined benefit;
$30,000 for defined

contribution, both

Pension asset

reversions

10% excise tax; except
on amounts trans-
ferred to an ESOP
through Dec. 31,1988.

No excise tax on pen-
sion plan reversions.

The new tax bill at a glance

Education/

legal benefits

Education: Tax-free to
one.eighth of Social
Security wage base:
$5,250 in 1986. Tax
exclusion expires on
Dec. 31, 1987.

Legal: No ta* through
1987.

Education: Tax exclu-

sion expired Dec. 31,
1985.

Legal: Tax exclusion

expired on Dec. 31,
1985.

Offshore

captlves

Imposes current tax
on shareholders of
offshore captives with
25% or more U.S.
ownership on income
received from insuring
risks of U.S. stock-
hoiders and related

parties.

INncome Nnow tax-

exempt until repa-
triated to U.S.

Insurer

taxation

Property/casualty:
Discounts loss
reserves; taxes a por-
tion of tax-exempt

income and uneamed

premium incorne.

BC/BS: Removes tax-

exempt status.

Property/casualty: No
discounting of loss
reserves; no tax on
unearned premium
and tax-exempt

income.

BC/BS: Tax«xempt.

nation tests.

Tax bill

Continued from page 25
dis:ribution is rolled over into an
Individual Retirement Account or
used to buy certain annuities.

The bill bars tax-exempt orga-
nizations and state and local gov-
ernments from establishing new
401 (k) plans, though plans already
formed would be grandfathered.

WWhile the new restrictions will
tarnish the appeal of 401 (k) plans,
consultants expect the programs to
remain popular.

"'rhe plans remain the best
retirement savings vehicle in
town," says Buck's Mr. Rumack.

However, employers may have to
increase matching contributions to
ensure that a high percentage of
employees continue to participate,
Mr. Uslander of Mercer-Meidinger
said.

scheduled to increase.

Employers also will face the
daunting task of communizating
the new 401 (k) rules to emfloyees,
noted Hewitt's Mr. Butterworth.

IRAs

The conference bill will deny
millions of people tax deductions
for contribution to Individual
Retirement Accounts, which were
once embraced by the Reagan
administration and by Congress as
a retirement-savings device.

Effective next January, only
wage earners not covered by cor-
porale pension plans will retain
the automatic right to contribute
up to $2,000 annually to an IRA
on a tax-deductible basis.

The deductibility of IRA contri-
butions by those covered by pen-
sion plans will be keyed to their
adjusted gross income. Fension
plan participants filing individual

returns with adjusted gross
incomes of less than $25,000 or
participants filing joint returns
with adjusted gross incomes under
$40,000 still will be allowed to
make a $2,000 annual tax-deductz
ible contribution to an IRA.
However, a sliding scale will
determine the maximum deduct-
ible IRA contribution that can be
made by individual filers with
adjusted gross incomes between
$25,000 and $35,000 and joint
filers with adjusted gross incomes
between $40,000 and $50,000. That

scale has not yet been published.
Tax-deductible IRA contribu-

tions will be eliminated for indi-
viduals with adjusted gross
incomes exceeding $35,000 and
couples filing jointly with adjusted
gross incomes exceeding $50,000.

However, funds in existing IRAs
will continue to earn tax-free
interest until withdrawn, and non-
deductible IRA contributions can
still be made. In addition, individ-
uals still will be Able to roll over
pension and savings plans distri-
butions into an IRA.

The IRA provision adopted by
the conferees is a compromise. The
Senate bill proposed eliminating
deductible IRA contributions for
anyone covered by a pension plan.
The House bill called for reducing
IRA contributions by the amount
deferred to a 401 (k) plan.

The conferees voted to limit IRA
eligibility primarily because the
revenue loss attributed to IRA con-
tributions was greater than origi-
nally anticipated.

Pension plan vesting

As benefit experts had predicted.
the conferees accepted the Senate
bill provisions that require rapid
pension vesting schedules and set
new pension integration rules.

The House bill lacked vesting
and integration provisions.

Under the conference bill,
employers will have to offer one of
two minimum vesting schedules:
100% vesting after five years of
service or 20% vesting after three
years of service, with vesting con-
tinuing at a rate of 20% annually
until a worker is 100% vested after
seven years.

For most employers, the new
vesting schedules, which will apply
to both defined benefit and defined
contribution plans, must be in
place by Jan. 1, 1989.

Most employers currently use
10-year vesting schedules.

Vesting provisions for pension
plans offered under collective bar-
gaining agreements will go into
effect after the expiration of the

agreement or Jan. 1, 1991, which-
ever is earlier.

However, 10-year vesting still
will be allowed for multiemployer
pension plans.

The new rapid vesting schedules
will create administrative hassles
and significantly increase pension
costs for employers with a high
rate of employee turnover.

Pension activistshave cham-
pioned five-year vesting, arguing
that 10-year vesting schedules dis-
criminate against women who,
they say, are more likely than men
to leave the workforce after a few
years because of family responsibi-
lities.

While five-year vesting will
mean more pension plan partici-
pants will collect benefits, the size
of those pension benefits could be
small.

"For people who, for example,
leave a company while in their 30s,
you really are talking about an
insignificant benefit,” said
Hewitt's Mr. Butterworth.

The pension integration provi-
sion, which has the same effective
dates as the vesting provision, will
change the way companies can
integrate their pension plans with
Social Security benefits.

Currently, many employers now
reduce benefits payable under
defined benefit plans by an amount
equal to 50% of a retiree's Social
Security benefits.

For example, assume that a
retiree is entitled to a monthly
$500 corporate pension benefit and
a $600 Social Security benefit.
Under a 50% offset, the pension
benefit could be reduced to $200.

While there is some ambiguity
because of some last-minute tech-
nical changes, it appears that
under the conference bill a pension
benefit generally cannot be
reduced by more than 50%.

Thus, the pension benefit pay-
able to the retiree in the preced-
ing example could be reduced only
to $250.

How much a company's pension
costs will increase will depend on
the extent to which it integrated its
benefits with Social Security.

*'For some smaller companies,

costs could go up significantly,”
said Mr. Butterworth.

Maximum pension limits

The conference bill retains the
current maximum limits on pen-
sion benefits and contributions-
with some new twists.

The maximum annual benefit
that can be provided from a
defined benefit plan will remain
$90,000, while the maximum
annual contribution to a defined
contribution plan will stay at
$30,000. These limits were con-
tained in the Senate bill, while the

House had sought a $77,000
defined benefit limit and a $25,000
defined contribution limit.

Current law froze these maxi-
mums until 1988, when they were
scheduled to increase with rises in
the Consumer Price Index.

Under the conference bill, only
the defined benefit limit will be
indexed to inflation in 1988. The
defined contribution limit will be
frozen at $30,000 until the defined
benefit limit hits $120,000. After
that, the maximum defined contri-
bution will be set at 25% of the

maximum defined benefit.

Pension non-discrimination

The conference bill sets new
pension plan non-discrimination
rules that benefit observers say are
much improved over earlier pro-
posals.

A pension plan will have to pass
one of three tests to be considered
non-discriminatory and thus be
able to retain its tax-exempt sta-
tus. Those tests are:

- Seventy percent of a corn-
pany's non-highly compensated
employees must be covered by the
plan. The provision, however, does
Nnot define who is considered a
highly compensated employee.

- The percentage of non-highly
compensated employees covered by
the plan must equal at least 70% of
the percentage of highly compen-
sated employees covered by the
plan.

- A "fair-cross-section”™ of
employees must be covered by the
plan and the average benefit pro-
vided to non-highly compensated
employees must be at least 70% of
the average benefit provided to
highly compensated employees.

INn addition, discrimination test-
ing could be done on a line-of-
business or operating-unit basis.

For example, if a company main-
tains different lines of business-
such as an oil drilling division and
a retail sales division-each divi-
sion's pension plan could be tested
separately.

If, for example, 70% of the oil
division's non-highly compensated
employees were covered under its
plan and 70% of the department
store non-highly compensated
employees were covered under the
retail store plan, the company's
pension plans would be considered
non-discriminatory. It would not
be necessary for 70% of all non-
highly compensated employees to
be covered under one plan to pass
the non-discrimination test.

This separate line-of-business
testing, not found in some earlier-
tax proposals, is essential to enable
corporations with different

Continued on page 27



Workers comp

Continued from page 3
courts have done," Mr. Crosby
said.
Mr. Crosby
seemed doubt-
ful that the
myriad of tort . >

reforrm mea- . a

sures enacted or 4

considered by -t

state legisla- —
tures this year

will really

improve the
civil justice sys-
tenn.

Mr. Feinberg

"Will we have brought back
predictability and certainty to the
liability marketplace? | can't
really say. . - .If we had a more
established system, like workers
compensation, where benefits are
set and rates are set. . .perhaps we

would have a

better system,”
he said.
Also strongly
recommending
4. 4. the workers
compensation
system as a
model for tort
reforrm was
Kevin M. Ryan,

president of the
National Coun-

Mr. Burton

cil on Compensation Insurance,
the national, New York-based
ratemaking and research organi-
zation.

"I very clearly feel that workers
compensation is the system that
responds to the tort reform
needs,"” Mr. Ryan said.

"At the turn of the century,
workers compensation legislation
was significant tort reform. In its
essence, it substitutes medical
benefits and economic assistance

for pain and

suffering,” Mr.

Ryan said.

Uit strikes a
bargain with
the injured-

: you sacrifice
your right to sue
for pain and
suffering and in
returm you
receive quick
and equitable

medical coverage and recompense
for lost wages," he said.

In suggesting the workers com-
pensation system as the model for
reform, Mr. Ryan said there are
several questions to be explored,
but most importantly: Is the
workers compensation system as a
private insurance enterprise suffi-
ciently attractive to convince
insurance companies to continue
to capitalize it?

Because workers compensation
costs can extend over a period of
many years, it takes time to deter-
mine how well or poorly work
comp insurers have fared, Mr.
Ryan noted.

"A best estimate for the year
just past is a pretax loss of $1.2
billion. Bad as the 1985 record is,

it is an improvement over 1984,"
he said.

Mr. Crosby

"The best part of this dismal
picture is the change in the appre-
ciation for adequate prices, both
from the seller as well as the regu-
lator. Despite continued high rate
increases in workers compensa-
tion, an awareness is growing that
the heavy discounts, both man-
dated by regulator and implanted
by competitor, must be exorcised
from the system," Mr. Ryan said.

He cited other potential prob-
lems that should be considered by
those looking at the workers com-
pensation system as a model for
tort reform.

One is capacity, he said.

"Happily, workers compensa-
tion has not been the source of
capacity problems because of its
residual market systems," he said,
referring to the state assigned risk
pools for workers compensation.

"In a technical sense, there is
never an availability crisis in
workers compensation because
the business the carriers refuse to
write voluntarily will be written

through residual market mecha-
Nnisms-the

assigned risk
plans and pools,
and the state -

-However, | =—a &

workers com- . =m-

pensation insur- .-/._. -

ers are in busi- —>»
ness to write viiAh/
workers com- Mr. Ryan
pensation. So
when they start turning down
large numbers of risks, it is a sure
sign of a system not working. In a
sense, the growth of the residual
market can be seen as an analogue
to the availability crisis in other
lines,” Mr. Ryan said.

And, another problem confront-

Continued on page 20
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glement of lawyers in virtually non-disease cases, he noted
every business decision has played
a role in the dulling of our compet- an integration of on- and off-the-
ing both workers comp and tort itive edge," he said, suggesting job disability and health insurance
systems, is the battle between that the legal profession is going to as the distinction between" 111-
insurers and trial lawyers, Mr have to accommodate itself to the nesses and Job-related injuries
Ryan said changing American economy "becomes blurred," Mr Ryan said
"Workers compensation, while Besides these "short-term” con- And, benefit utilization, accord-
the best system, is in need of some cerns, Mr Ryan also noted a few ing to Mr Ryan, is an example of
reform to pull it back from the longer term problems that are spe- how new problems are created
greedy grasp of some segments of clfie to workers compensation while solving old problems
the legal profession," he said « Occupational disease The increased benefit levels
"In workers compensation alone, - Benefit utilization implemented over the last decade
we estimate a 1986 total net pre- - Erosion of the exclusive rem- have made it more attractive for
miurr of $17 7 billion-$12 6 edy doctrine
billion of that amount will go to

Workers comp

Continued from page 19

"l think that we may begin to see

injured workers to stay home and
The discovery of an increasing collect workers compensation than
incurred losses, with the remain- number of occupational diseases to go back to work, he said
der giing to pay various taxes and has resulted in the "blurring of the And, the erosion of the exclusiv-
expenses, including legal costs,"” he distinction between work-related tty of workers compensation,
said causes and the exigencies of life "threatens to burst the bounds of
"One of the reasons for the prob- itself, most of which is spent out- the workers compensation system
lem is that the legal profession has side the place of employment,” Mr and drop immeasurable new Lai*-
grown larger than it needs to be Ryan said lities on businesses and -heir
We all have a tendency to blame Case law has expanded the scope insurers," said Mr Ryan (see story,
the government for encumbrances of both occupational disease and page 21)
to industry, but | think the entan- employer responsibility, even in But even with all these "prob-
lems,"” Mr Ryan still believes the
workers compensation system is "a
system that works well-a system
that perhaps works well enough to
be directly Or indirectly expanded
to face the needs of tort reform "

ccT Can Resist

Anytbintl Except

Temptation

So far, the workers compensa-
tion and tort systems have only
begun to mesh to prevent overlap-

"p ping benefits in product liability
cases, according
to Victor E
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Washington
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from workplace claims

Railroads should be part
of comp system: Attorney

By CAROL CAIN

ORONO, Maine-While many experts are proposing ways to alter
or change the workers compensation system, one attorney says rail-
roads want to be part of that system

"If railroads could go under a workers compensation system
tomorrow, they would be delighted," J Thomas Tidd, vp and
general counsel for the Washington-based Assn of American Rail-
roads, said at the 10th Annual National Symposium on Workers
Compensation

Historically, railroad employees are not covered by state or fed-
eral workers compensation statutes Instead, they are covered by
the Federal Employer's Liabillty Act of 1908, which forces them to
sue their employer to recover for occupational injuries

The FELA is a "great misnomer,"” Mr Tidd said "It doesn't
affect all federal employers, just the railroad industry" and certain

"It's a lousy act,"” he added

Because railroad employees are not covered by a no-fault workers
compensation system, railroads must frequently go to court to
defend negligence charges brought against them by injured work-

And, because employees generally have to prove only the "slight-
est" negligence on the part of the employer to be awarded damages,
railroads often are open to tort Judgments of millions of dollars, Mr
Tidd said

The AAR wants legislation mtroduced m Congress next year that
would repeal the FELA and replace it with a bona fide workers
compensation system, he said

"We would settle, | think, for any reasonable compensation sys-
tem," such as the federal Longshoremen's and Harbor Workers'
Compensation Act, which covers dock workers, Mr Tidd said

The AAR hopes that labor unions and other employers will sup-
port the legislation

It's a logical time to intensify the effort to repeal tKe FELA
because of all the attention focused on the tort system, Mr Tidd
said

"It's getting worse, and more expensive (for railroads)," he noted,
addmg that the current act also is unfair to workers, some of
whom do not receive compensation for injuries

The FELA, which predates state workers compensation systems,
grew out of the "gross inequities" to workers that existed at the
turn of the century, Mr Tidd said

Because the railroad industry at the time was the single largest
industry in the country, it was logical for the federal government to
intervene to protect railroad workers, he explained

However, the railroad Industry today ts one of the safest of the
heavy industries, Mr Tidd said

pensation, Mr Schwartz said, before the Senate Judiciary Com- first place and what will happen If
adding that more than 40% of the mittee Sept 9, and after that, they're eliminated, he said
damages paid and litigation eosts could be sent to the Senate floor
in product liability claims stem for a vote

James Ellenberger, assistant
director of occupational safety,
Specifically, the bill, approved health and social security for the

"What often happens is that the by the Senate Commerce Commit- AFL-CIO in Washington, agreed
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MANAGING EMPLOYEE BENEFITS IN A

CHANGING WORLD tion
A MERCER INTERNATIONAL CONFERENCE

SEPTEMBER 18 & 19,1986 - NEW YORK, NEW YORK

New laws, new accounting methods, economic reform These are developments In
many countries which could have a dramatic effect on youroverseas benefit plans
Learn from top benefits professionals from all parts of the world how to deal with
these and other international benefits changes

Concurrent sessions of Mercer International's conference on MANAGING EM-

PLOYEE BENEFITS IN A CHANGING WORLD will focus on 17 countries and a variety

of benefit related topics

« Experienced benefits managers will get « Less experienced practitioners will get
basic information necessary to under-
to put together an action plan for deal- stand the issues that will shape benefit
programs In the future.

General sessions will Include a panel discussion by benefits managers of leading

detailed, practical information on how

ingwith new developments.

multinational companies

For more Information, contact Lidia Stephan, William M Mercer-Meldinger International,
1211 Aven ue ot the Americas, New York, New York, 10036, (212) 997-8715

workmen compensation insurance tee Aug 14, would offset product He noted that a major result of the
(company) joins in the produc: lia- liability awards by workers com- "liability crisis" is to focus on pro-
bility suit, stands in the shoes of pensation benefits received by posals that take away from vic-
the claimant and collects the those injured in workplace accl- tims
workmen compensation award dents and eliminate subrogation Mr Schwartz, however, noted
from the manufacturing defen- actions between an injured that problems in the tort system
dant That's what subrogation is," worker's employer and the manu- can be eased if something is done
he said facturer found liable (BI, June 30) about Joint and several liability
That would be changed d the Among other changes, the bill also and punitive damages
pending federal product liability would "Until you stabilize the tort
bill-S 2760-is approved The - Eliminate joint and several laws, you're going to have a prob-
I]ty for non-economic dam- lem," he sai
ages in product liability suits without offerlng
- Eliminate most punitive darr- any specific
age awards against pharmaceutical solutions
and aircraft manufacturers whose Mr Ellen-
products were approved by the berger said that
Federal Drug Administration or "any discussion
the Federal Aviation Administra- of product ha-
bility or tort
Punitive damages still could be reform ought to
awarded if drug or aircraft manu- involve submit-
facturers withheld relevant infor- ting the insur- Mr. Ellenberger
mation from the FDA or FAA ance industry to
« Allow punitive damages only more public scrutiny "
if a plaintiff could prove by "clear Such scrutiny is part of a pack-
and convincing evidence" that a age of recommendations adopted
defendant exhibited a "conscious, in May by the AFL-CIO's Execu-
flagrant indifference to the safety tive Council In its policy state-
of those persons who might be ment on hability insurance and
harmed by a product " tort law, the AFL-CIO urges the
* Punish attorneys who file friv- federal and state governments to
olous lawsuits or frivolously delay adopt balanced changes in both
cases by making them liable for systems designed to accommodate
other parties’' legal fees and for the legitimate, yet conflicting
court costs interests of providers and of
The bill "was designed to penak- injured persons
ize lawyers,” and "will not do But, to those who would con-
much to compensate victims," said sider the workers compensation
Donald Elisburg, administrator of system as a model for tort reform,
the Occupational Health Legal Mr Ellenberger advised "You
Rights Foundation, created by a have to remember, workers com-
unit of the AFL-CIO pensation is a social insurance
No one is asking why pain and program that spreads the cost
suffering damages and non-eco- of illness and injury to our
nomic damages are awarded m the society " -
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Exclusive remedy shield not absolute: Expert

By CAROL CAIN « Statutes of limitations under and willful and wanton disregard tional exposure allegedly caused its members from dangerous work-

the workers compensation laws of the employees' health, Mr Elis- by their concealment of asbestos- ing conditions, it assumes the com-

ORONO, Maine-Neither expire burg said related diseases, Mr Elisburg said mon law duty to do so in a reason-
employers nor labor unions can = Injured workers don't receive "The Ohio Supreme Court held "The suggestion in this inten- able and prudent manner And, if a

presume they will be shielded from damages for pain and suffenng or that the workers compensation tional harm business is that in the union fails to meet this standard of
legal actions by the "exclusive punitive damages under workers laws do not give employers immu- area of toxics, even though you've proof, plaintiffs can argue it 8
remedy" provision of state workers compensation laws nity from lawsui ts when an got long-latency diseases, you may guilty of negligence and hable for
compensation statutes, a labor - Workers -are just plain employee claims that the employer have duty to warn-you have right damages under state tort law, Mr
attorney says angry " intentionally caused the injury,” to know," Mr Elisburg said Elisburg said

"The long and the short of it iS Various courts have upheld an Mr Elisburg said "The Du Pont case was interest- "Generally, unions have
that no organization can assume it injured worker's right to sue out- "The Ohio court determined that ing because it also permitted these defeated this theory and escaped
is going to be immune from action side the workers compensation the laws protected the employees workers to sue the doctors who liability for workplace induries by
based on traditional theories of system and such action will con- and employers only in the event of knew what was going on, but asserting one of two defenses," he

exclusiveness or pre-emption or tinue, Mr Elis- unforeseen accidental injuries and didn't tell them If one were to said
other doctrines that protect the burg predicted, that intentional injuries are out- project into the future and were - Convincing a court that it is
employer or union entity,"” said noting the best- side the scope of the workers com- representing employers in this the employer's ultimate responsi-
Donald Elisburg, a Washington known cases pensation act," he said area, you would still have to say bility to prevent hazardous work-
attorney who also is administrator include "Therefore, the court held that 'Don't be so secure in the fact that ing conditions and that the union's
of the Occupational Health Legal - Mandolidis the employees could sue in tort for this exclusiveness doctrine is going role in enforcing collectively bar-
Rights Foundation vs Elkins Manu- failure to warn and report on the to be rigidly upheld ' gained health and safety provi-
The foundation, formed by a unit facturing Co, a dangerous conditions," Mr Ellis- "It will depend on the egregious sions is merely advisory, with no
of the AFL-CIO, was designed in West Virginia burg said nature of the assault on the indi- duties attached
part to teach workers and employ- Supreme Court The Blankenship decision iS vidual It will also depend on the - Successfully challenging state
ers how to prevent occupational ruling (B, v "very unusual,"” according to Mr political climate Certainly, it court lurisdiction by arguing that
diseases (BIl, April 8, 1985) March 26, 1984, Mr. Elisburg Elisburg, and, "it's generally con- depends on the degree of prior the federal duty of fair representa-
Mr Elisburg spoke at the 10th Feb 14, 1983, sidered that Ohio is probably the activity that was going on " tion pre-empts state tort law,
Annual National Symposium on Jan 17,1983, and Aug 30,1982) only place now where you can get Such "prior activity" includes which otherwise would impose lia-
Workers' Compensation held last + Blankenship us Cincinnati this kind of result " whether the employers had been bility on unions for injuries result-
month at the University of Maine Milacron, an Ohio Supreme Court Under workers compensation cited by OSHA or state agencies ing from negligent enforcement of
State workers compensation sys- case (BI, April 11, 1983, Nov 8, reform legislation passed by the for health and safety violations, he collectively bargained safety pro-
tems hinge on the exclusive remedy 1982, and April 26,1982) Ohio Legislature this year, which said visions
doctrine, under which employers The 1978 Mandolidis case took effect Aug 22, employees are Workers compensation-related In situations where unions assist

en]oy tort immunity in exchange involved an injury to a worker who permitted to sue employers How- legal actions could affect labor an employer to manage the com-
for accepting absolute liability for operated a saw without a safety ever, the new law defines "inten- unions as well as employers, Mr pany's affairs, the unions generally

all work-related injuries guard The plaintiff argued that tional tort,” which the court had Elisburg pointed out have included in the labor contract
Some workers compensation the employer, who had previously not defined (BI, June 9) "In situations similar to a provision noting that "regardless
experts contend the exclusive rem- been cited for an Occupational The new law defines intentional employer erosion, cases allowing of a safety committee, regardless of

edy doctrine also gives employers Safety and Health Administration tort as an act committed with the tort actions against labor unions what else we're doing, it is the
immunity from criminal prosecu- violation, knew it was dangerous intent to injure another or commit- for work-related injuries may be employer's responsibility to run
tion for workplace accidents or and that other employees had been ted with the belief that the injury encroaching upon the federal pre- the show and assume all responsi-
diseases (Bl, June 24, 1985) injured, Mr Elisburg said is substantially certain to occur, emption doctrine, which has his- billty,” Mr Elisburg said

For instance, Mr Elisburg cited The West Virginia Supreme meaning the employer acts with torically had the effect of insulat- "Unions are going to have to bal-
the Cook County, lll, case against Court held that deliberate intent to deliberate intent to cause an ing unions from tort hability,” Mr ance very carefully the degree of
officers of the defunct Filmm Recov- produce such injury or death employee to suffer injury, disease, Elisburg said their involvement in the health and
ery Systems Inc, who were found encompassed both specific inten- condition or death Plaintiffs who file tort suits safety operations of an employer,
guilty of murder after a worker tional torts and willful, wanton Mr Elisburg also noted against labor unions argue that while making clear the employer's
allegedly died following exposure and reckless misconduct, he said, employee suits may be allowed in when a union attempts to protect ultimate responsibility -
to cyanide gas That case is now noting that the court's decision "situations involving a cause of
under appeal (BI, July 8, 1985) later was repealed by action taken action for aggravating or contri-

"The evidence in that case is a by the :tate Legislature buting to a workplace illness or
classic example of deliberate The Legislature overruled the injury by concealing the 1nforma-
action in mislabeling chemicals court's broad ruling that deliberate tion about workers' health "
and exposing employees to an intention means willful and reck- He referred specifically to the
awful toxic hazard Until Film less misconduct It modified the December 1985 ruling by the New
Recovery, the only remedies would scope by setting out an elaborate Jersey Supreme Court in Millison
be a workers compensation recov- circumscribed set of requirements, vs E | du Pont de Nemours and
ery, or possibly, in some junsdic- which if satisfied, will support a Co (Bl, Dec 30,1985)

tions, a civil recovery against the damage action in aggravated cases The case involved employees of
employer for intentional toit,” Mr of knowingly maintaining unsafe New Jersey Du Pont plants who I e S t
Elisburg said workplaces in violation of statutes were exposed to asbestos and
"The surprising thing about Film or regulations, he said claimed the company and staff
Recovery is not about the case The 1982 Blankenship case physicians failed to warn of the
reemfintohrees:gs'et isAtnhda't 1;hter nevrianeYnteilaoby.ietsy shao rcelsaudf :ZSsreasasnodciet:nUtaarArtnos
newspapers are any indication, exposure to noxious fumes while cealed ItS hazards, he said o u I S e
local prosecutors are beginning to working The workers also charged that
see a new product in criminal pros- The employees claimed the results of medical tests showing
ecutions of employers for employ- employer knew that poisonous the effects of asbestosis were
ment related inJury and death fumes in the plant were causing "fraudulently concealed" and that

Besides criminal prosecution, disease and that the company employees were allowed to return
employers also continue to face the failed to correct the hazardous to Jobs where they were further
threat of lawsuits filed by employ- conditions, failed to warn the exposed, he said
ees following workplace in]Urles, employees, failed to provide medi- The New Jersey Supreme Court
he noted cal examinations as required by ultimately ruled that the injured

Employees go outside the work law and failed to report the haz- workers could not sue Du Pont
comp system and sue their employ- ardous conditions to the various outside the workers compensation
ers for several reasons, Mr Elis- state and federal agencies as system for damages caused by their

burg said, including required by law initial asbestos exposure However,

= They believe the workers com- I t was charged tha t the the court allowed the workers to
pensation benefits they are employer's conduct constituted press their claim against Du Pont El Do you want to know more
awarded are insufficient intentional, malicious wrongdoing, and its physicians for any addi- about employee benefits?

El Do you want others to know you're the best?

Insurers absent from comp conference EI Will you sacrifice a little to gain a lot?

ORONO, Maine-Insurers were conspicuously Despite the absence of insurers, workers compen- If you answer "yes" to one or more of the above questions,
absent from the 10th Annual National Symposium sation issues were taken up with New England you should be enrolled in the Certified Employee Benefit
on Workers' Compensation, but so were other par- vigor by the 80 employers, lawmakers, state work Specialist program It's a sure way to gain the professional
ticipants who normally attend the work comp think comp administrators, insurers and labor union rep- recognition you desire The CEBS designation Is awarded to
tank held each summer on the University of Maine resentatives who attended the July 13-18 confer- individuals who complete ten college level courses in
campus ence employee benefits The program is cosponsored by the

"A lot of companies cut back on their travel bud- Topics of discussion and debate included second International Foundation of Employee Benefit Plans and the
gets,"” surmised workers compensation consultant injury and special funds, employees' involvement in Wharton School of the University of Pennsylvania
J Howard Bunn Jr, who organizes the event with the workers compensation system, medical issues For a free catalog, contact the
Robert B Collyer, another consultant like AIDS in the workplace and pending federal CEBS Department. International Foundation. PO Box 69.

However, Mr Bunn acknowledged that some legislation Brookfield. WI 53008-0069 (414) 786-6700
insurers also may have stayed away because they The symposium first was held in 1977 as an out-

=are "upset” about last year's legislative mandate growth of the attention workers compensation

requiring workers compensation insurers in Maine received in the 19705 by the Report of the National

to reduce rates by 8% This mandate, according to Commission on State Workmen's Compensation C E BS
insurers, is particularly unfair since they believe an Laws, various congressional proposals and the acti-

average 130% increase in rates is needed to stabilize vities of the federal Interdepartmental Task Force

the market (Bl, June 23) on Workers' Compensation, Mr Bunn said



We don't have to tell you that liability insur-
ance coverage is harder to get than ever before. It's
in the news every day.

But we would like you to know that we're
doing everything we can to help insureds, agents
and brokers solve their liability problems.

And at a time when other insurers are with-
drawing from the market, we're enhancing our
ability to underwrite critical coverages like
Directors and Officers, Excess/Umbrella and
Municipalities liability.

IT'S NOT JUST TALK

AlG has raised nearly $1 billion of new
capital to support underwriting risks, bringing
our total capital funds to nearly $4 billion.

We were able to raise that much money
because of our sound financial position. A direct
result of our adherence to basic underwriting prin-
ciples during the industry down cycle.

We need capacity now more than ever.

Because reinsurers, the companies that tradition-
ally have helped insurers spread risks, are having

their own capacity problems. And we have to help
fill the void.

WE'RE PUSHING FOR TORT REFORM, TOO

The crisis in our civil courts compounds the
problem. Because nothing reduces capacity faster
than excessive liability judgements. Here again,
AIG is taking action. By seizing every oppor-
tunity to focus public attention on the lawsuit
crisis that is placing a burden on our whole society.

All these policies have one goal. To provide
our customers with the coverage they need at a
realistic price.

And that's the best capacity of all. Capacity

you can count on.

Al AMERICAN INTERNATIONAL GROUP
OF INSURANCE COMPANIES

Our Policies Are Your Best Insurance.
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Nominees evaluated

Ten criteria will be used to score the nominations
submitted for the 1987 Business Insurance Risk

Manager of the Y€ar Award and Risk Management
Honor Roll.

The 10 independent judges of the annual competi-
tion will score each candidate on a scale of one to 10
according to how well he or she:

- Established and implements an effective risk
management program within the organization.

= Tackled and solved one or more major prob-
lems for his or her organization.

= Innovatively applies the diverse tools of risk
management and insurance.

- Creatively and effectively uses the insurance
markets to structure an insurance program that
serves the needs of the organization (specifically
addressing the types of policies purchased and
manuscripted policies, if any, developed).

- Established a workable intelligence system
inside and outside the organization, culminating in

a flow of information about events and activities

that affect the organization's risk management and

in 10 different areas

insurance. (How the risk manager secures informa-
tion on risks from other departments and the use of
risk management information systems are
addressed in this criterion.)

= Skillfully performs the functions of manage-
ment in the overall organization and within the risk
management/insurance department. (The functions
include planning, organizing, directing and control-
ling.)

- Achieves the most effective program at the
optimum cost over the long term.

- Developed technical expertise in any or all of
the broad categories included within risk manage-
ment, leading to a better managerial grasp of the
operations aspects of the job.

- Exhibits an attitude and performs activities
fostering the advancement of the risk nvanagement
profession (such as professional activities, speaking
engagements, teaching and related activities).

- Develops in his or her career (as exhibited by
job history, including current job description, edu-
cation, honors and memberships).

Nominations

Continuedfrom page 3

N.Y ., representing government
entities; and William Ryan, insur-
ance and risk manager of the Uni-
versity of Michigan at Ann Arbor,
representing not-for-profit institu-
tions.

Mr. Bieber is now president of
Ebasco Risk Management Consul-
tants Inc. in New Yofk.

No one was named to represent
companies with sales of less than
$300 miillion.

In 1982, the Risk Management
Honor Roll was expanded to recog-
nize a runner-up to ihe Risk Man-
ager of the Year when the judges'
scores are very close. Spencer J.

RE CAPITAL CORPORATION

is pleased to announce
the election of the following officers:

CHARLES E. HARRIS

CHAIRMAN

PAUL-LOUIS DURAND-RUEL

VICE-CHAIRMAN

DONALD E. CHISHOLM

PRESIDENT AND CHIEF EXECUTIVE OFFICER

JAMES E. ROBERTS

SENIOR VICE PRESIDENT/UNDERWRITING

DAVID C. SMITH
SENIOR VICE PRESIDENT/MARKETING

BARRY RAPOPORT

SENIOR VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER

RE CAPITAL CORPORATION

has acquired

FESTER, FOTHERGILL & HARTUNG, LID.

The undersigned
assisted in this transaction

WORMS AMERICAN CORPORATION

-) a wholly-owned subsidiary of

Traver, then assistant treasurer of
BFGoodrich Co. in Akron, Ohio,
was named runner-up.

Mr. Traver is president of Pine
States Risk Management Inc. in
Charlotte, N.C.

Other 1982 Honor Roll Members
were: George N. Pierce, risk man-
ager of Orange County, Fla., repre-
senting government entities; Paul
B. Harvey, then risk manager of
Ponderosa Homes in Irvine, Calif.,
representing small companies; and
Gene M. Marsh, then executive vp
for risk management for the Gen-
eral Conference of Seventh-day
Adventists in Takoma Park, Md.,
representing a not-for-profit
entity.

Mr. Marsh is now president of
California Hospital Assn. Insur-
ance Services Inc.

The Risk Management Honor
Roll in 1983 included: Jerri Nelson
MacMiillian, then risk manager of
Aetna Life & Casualty Co.'s real
estate investment department-
now subsidiary Realty Investors
Inc.-in Hartford, Conn., repre-
senting large corporations; and
Robert L. Sinclair, then risk man-
ager of the Metropolitan Govern-
ment of Nashville and Davidson
County, Tenn., representing a gov-
ernment entity.

Mr. Sinclair is now director of
risk and insurance management at

Vanderbilt University, also in
Nashville.

No winner was named o5
senting companies with less than
$300 million in sales.

The 1984 Risk Management
Honor Roll included: Sidney D.
Blatt, risk and administrative
manager of the Holloway Cos. in
Wixom, Mich., representing cor-
porations with less than $300 mil-

lion in annual sales; and Gene
Snyder, administrator of the
Department of General Services'
Risk Management Division for the
state of Oregon.

No winner was named repre-
senting not-for-profit institutions.

The 1985 Risk Management
Honor Roll included: Susan N.
Weiner, executive director of the
division of risk management for
Dade County Public Schools in
Florida, representing a government
entity; and Eva F. Goodrich, man-
ager of insurance and risk manage-
ment for Cincinnati Electronics
Corp., representing corporations
with sales of less than $300 mil-
lion.

No winner was named repre-
senting not-for-profit institutions.

The 1986 Risk Management
Honor Roll included: Delmer Ison,
risk manager for the Washington
Metropolitan Area Transit
Authority, representing govern-
ment entities; and William E.
Rogers, director of community
health services and risk manage-
ment for Conemaugh Valley Memo-
rial Hospital, representing not-for-
profit institutions.

No winner was named ,cpre-
senting small companies or finan-
cial institutions.

To nominate a candidate for the

1987 Business Insurance Risk

Manager of the Year Award,
request a nominating form by
writing: Business Insurance, 740
N. Rush St., Chicago, lll. 60611.
Information supplied in the
nominating statements, which
must be endorsed by the candi-
date's superior, will be kept in
strictest confidence. Only the
names of the winners will be

=EAararascocarzscescd o n

Wyoming names regulator

CHEYENNE, Wyo.-A former
president and owner of a multiline
insurance agency in Wyoming says
his experience as an agent is one of
the assets he brings to the state
insurance commissioner's post.

Gordon W. Taylor Jr., 38, took
over as Wyoming insurance com-
missioner last month from Monroe
Lauer, who had been serving as
acting commissioner. Mr. Lauer
was appointed by Gov. Ed
Herschler to replace Robert W.
Schrader, who resigned in March
(Bl, May 5).

"One of the things that | am
bringing to the department is a
working knowledge of the insur-
ance industry,” Mr. Taylor says.

"Frankly, | do believe we have
an insurance crisis in this country
and believe we need to work with
insurance companies.

A lot of communication is
needed," he adds.

Mr. Taylor is a graduate of the
University of Wyoming in Laramie,
where he majored in English and
social studies.

He taught junior high and high
school for three years before

operating a small chain of clothing
stores.

Mr. Taylor became a licensed
agent for Metropolitan Life Insur-
ance Co. in 1974, and in 1977 he
joined First Insurance Agency in
Glenrock, Wyo., a multiline
agency. Mr. Taylor bought the firm
a year later and sold it in 1984.

Just prior to his appointment as
insurance commissioner, Mr. Tay-
lor had been a vp at Security Bank
in Glenrock, where he was respon-
sible for personnel and marketing.

Mr. Taylor also will continue to
serve as one of three Converse
County commissioners, an elected
position, as well as insurance com-
missioner until his term as insur-
ance commissioner expires in Jan-
uary, he said.

Mr. Taylor also is a director for
the Glenrock Chamber of Com-
merce.

Mr. Lauer, who had been acting
INsurance commissioner since
March, returned to his previous job
as manager of the insurance sec-

tion of the Wyoming Department
of Administration and Fiscal Con-

T T - —
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INSTALLING A SYSTEM

Final steps in RMIS process are just as important as the first

By David A. Tweedy

INALE Yo THERQUS Joumey
management information system is
nearly over.

You have carefully identified your
company's risk management
information system needs through a
methodical needs determination
process. Through a comprehensive
cost/benefit analysis and preliminary
study, you have convinced senior
management of the worth of the RMIS
project.

Then, you have formed a needs
identification committee to conduct
extensive interviews, both inside and
outside the company, to consolidate
information flows, gaps and pressure
points.

System specifications were designed
to respond to the data and information
needs procured in the preceding step.

Next, a carefully run bid project was
conducted with outside RMIS vendors
(including the corporation's own data
processing department) to find the best
response to your needs in hardware,
software and personnel areas. A
vendor was selected and is now ready
to begin installation.

What's next? Is your work over?
Certainly not!

Although you may be tempted to
relax at this stage, it is now that you
must continue to exert considerable
energy to make sure that the risk
management information system is
implemented in the most expeditious
fashion, yet with full adherence to the
specifications and the assurance that
your department employees have a full
grasp of how to use the system.

Then, you must continue to monitor
the development of the system as it is
used over the next few months to
ensure that any and all "bugs" are
worked out of the system and that the
vendor's service department is
adequately responding to both small
and large problems (and there will be
problems).

The implementation-or system
installation-phase should not be
rushed. This is especially true for
large, time-sharing/mainframe-based
systems.

After all, you have just invested a lot
of the company's money into this
RMIS; be sure it is "plugged in"
correctly.

No matter how sophisticated the
system or responsive the vendor, a
myriad of minor to major
problems-which can easily be
resolved during the implementation
stage-could make your decision look
disastrous to senior management if
they are overlooked.

The key parts of the implementation
phase are:

- Personnel training.

Your RMIS specifications should
have included a section on your
requirements for the vendor to train
your department's personnel in
operating the system-from data base
input to ad hoc inquiries to full

reports.

Most vendors will include this
service within their proposal, but you
should be sure that you are ask for it in
your specification.

You need as much flexibility as
possible, since you do not want to
"sign off" on the system until you are
certain that all presonnel-including
data entry clerks, line or staff ,
managers and yourself-can fully
operate the new system.

Depending on the size of the RMIS,
many vendors offer a variety of
training courses.

With the larger systems, such as
mainframe products and

corporatewide systems, the client's

Telecommunications hookups with a

master data base located elsewhere in
the country should be rigorously tested
to ensure an accurate transmission.

And, much attention should be
focused on any customized feature of
an RMIS to be certain that all parts of
the system are operating as requested
by the specifications.

= Installation time.

Depending upon the size and
complexity of the risk management
information system, the length of time
from the approval date to final system
installation will vary. At this point, the
needs identification committee can be

assigned different responsibilities for

the varied modules or sections of the
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system users will participate in
weeklong (and sometimes longer)
training programs at the vendor's site.
Refresher courses are also offered as
the vendors make changes in the
systems they support.

Some vendors will train the system
users at the client's location. Both
methods have their advantages and
disadvantages. But, whichever method
is chosen, be certain that the vendor
will provide a complete training
program with "hands-on"use of the
system.

The training program should focus
on both familiarizing the users with
how to operate the system as well as
how to solve common problems that
may arise during data entry or report
generating functions.

The old Chinese proverb of teaching
the student how to fish rather than
simply giving him the fish is quite
applicable here.

- System testing.

The other key part of the
implementation phase is the actual
on-site installation of the equipment
and communication lines.

Obviously, for stand-alone systems,
the procedure will be less complex.
The software is simply tested within
the hardware environment. Ad hoc or
standard reports should be run by the
vendor in the presence of the risk
manager and the support personnel
who will use the system.

The more complicated setups-such
as the time-sharing systems, especially
those that use a personal computer to
perform side analyses within the
overall system structure-require

much more testing.

By David A. Tweedy

system.

For example, one committee member
might be assigned to the data base
creation, another to the installation of
the financial models, another to the
report-writing section, etc. Each of the
committee members would be
interfacing with the technical
personnel of the vendor (or the
company's internal data processing
department).

Time deadlines should be
reasonable, given the complexity of the
system, the needs of the organization
and the capabilities of the vendor.

Flexibility is the key; meeting a
deadline is not nearly as important as
making sure that the installed system
will work.

The risk manager must use his or her
judgment as to the rigorous
enforcement of the various phases of
installation.

After the actual system installation,
the final stage is monitoring the RMIS
to be sure that it continues to comply
with the needs of the organization.
Generally, there are three sections to
this phase:

- Appoint a system project manager.

After the system is installed, the
needs identification/RMIS committee
can be disbanded. However, a project
manager should be appointed to act as
liaison between.the company and the
vendor (or the internal data processing
department).

This person could be the risk
manager, but preferably should be a
staff member with familiarity with
computer systems in general and the
organization's RMIS in particular.

System changes, either at the

direction of the company or vendor,
should be cleared through the project
manager. He or she would have

.responsibility for training-or

directing the training-of new system
users. He or she also would be the focal
point for questions on system
operation.

= A responsive maintenance
agreement.

Another essential element of the
monitoring phase is a solid
maintenance agreement with the
vendor.

Again, this may be requested in the
bid specification and provided for in
the proposal of the vendor.

Usually, this maintenance agreement
will provide a specified number of
hours on troubleshooting (answering
system problems), providing
specialized reports and guaranteeing
that any innovations by the vendor
will be provided to the client, which
may or may not be included in the
original cost.

A telephone hot line, to be used in
case of emergencies, should be
established with the vendor.

Most of the large, well-known
vendors have such a service available.
This is a very valuable asset if the
system is "down" for any number of
reasons and the risk manager faces a
deadline for getting a particular loss
report to senior management.

- Join a user group.

Many vendors are starting to
establish such groups for the clients as
a forum for discussing problems.
requesting system enhancement and
the like (BI, July 28)

Solutions found by co-members of
a user group may ease the frustrations
experienced by other members.
Therefore, a user group can be a good
source of applied expertise.

Implementation and monitoring are
very crucial stages of the RMIS
process-as important as the needs
determination or the system selection
phases.

No matter how well the
specifications were designed and the
system planned, improper
implementation and monitoring could
damage the credibility of the risk
manager in the eyes of his or her
superiors.

Because most risk management
information systems involve
considerable investment in terms of
time and expense, a careful watch on

the system is necessary.

David A. Tweedy is a risk management
consultant for D.A. Bettertey Risk
Consultants Inc. in Worcester, Mass.
He is the assistant editor of Bettertey
Risk Management Commentary and
the author Of RMIS Update, a yearly
lill publication analy=ing
major risk manage-
- I ment information sys-
tems and vendors. His

./ column on risk man-
.B- | agement information
| systems appears the
r third Monday of every

i i rmaormth o
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ASK A

Keeping senior management
abreast of insurance issues

Do you use any special
techniques to bring senior
management into your

renewal discussions?

The initial iesponse | have to this
question is that | would as,,ume
that senior management a
well-awaze of the inuiance
market conditions and would be
undeistanding of pioblerns you
ale encounteling
Upon ietlection. howevei
based on some ot oui seniol managets attitude'
towaid insuiance expense; | can undeistand vout
concern and vour question | know | sometimes
wonder if senioi management heats me 01 it they
just beheve this insuiance Clisis iS affecting othets
and not oui companys insurance piogiam
While news aiticles aie helpful. manv die long.
and vou must dig in the stoly to find a point that
will make the point vou might be inteieted in
getting across Ifindthataiticles fiom
non-insuiance publications on the insuiance c-11614
sometimes have bettel ' attention-getting appeal

particulailv if | am trying to get a message actoss

to operations manageis Taking the time to highlight statute it has today Twenty yeais ago it wa4 in its

Just one good point in an aiticle always helps
Staff meetings ate a good way to an one m two
insuiance marketplace pioblems, and it is always

woithwhile to relate a stoiv that bi ings in a

neighboring cotpoiation'sexperience Some savthis piofessionviatheranks ofan insuiance company
makes yout points believable These staff meetings agency oi biokerage The focus was on buying

don t always leach enough levels of management so insurance-tiansferring the r.sk for a good pi ice

RISK MANAGE R

insurance companies' financial lesults, the effect the daily stimulating challenge as vou woik in .1
ieinsurance business has in the mai ketplace and business world of short-teim pi ofit-oi iented people
some of the major catastrophe losses that insuieis You are close to the operations and financial sides of
have paid your business and are concerned with a divelsily of
I try to avoid leaving the one-pagei on a negative business opetations

note, so | promote the need for continued stiong lisk Financially, it seems to opelate fiom one quaite A
control and safety management at divisional and statement to the next Most people aiound vou air
local levels, pointing out that attention to this effoi t concerned with increasing sales and ievenue*, and
influences, bv far, the gieatest dollai expense in the are submerged in the marketing activity that

budget the self-insured expense surrounds this effort

The risk manager fits into this enviz onment bv
supporting the sales and marketing activities in an
all-encompassing way-concerned and involved in
all phases of the business He or she must have an
intimate knowledge of all businesses within the

Risk management demands
broad knowledge of business

corporation
The risk manager's involvement in evei y aspect of
Why should an insurance the business is necessary if the effoit to identifv and
professional want to get into measure risk is to be successful How else can vou
confidently give those 1 isks a dollai value <ind
determine if they shol.ld be assumed, funded 01

transferred to othersi

the risk management

business?

What other Job offels this oveiall view of business
activity)

! This is a question that has been This identification of the risk manage, 1 job 16 just

challenging 989 0 f zisk nianagers the beginning We haven't touched on the activities

particulailv foi the p.ht two surrounding the financial, claims, lisk conti 01 and

years insurance management oppoitunitles ill lisk

Risk management, as it lelates management
to foituitous-tvpe losses 115,k
contiol, loss funding and

Would you tike advice from an expenenced colleague
on a risk management, benefzts management or actuar-
tal problem9 Four features zn the Perspective sectzon of
make it appealing Ten years ago it had little of the Business Insurance can g:ve you some answers

Ask A Risk Manager, Ask A Benefit Manager, Ask
A Benefat Actuary and Ask A Casualty Actuary answer
written questions from readers on risk and benefits
management issues and actuanal
Over the veais, most risk managets came into the problems

insurance. -s still an emeiging

piofession This mav be reason enough foi some to

infancy Some Say it Still iS in its infancy tocay This

makes it appealing to many | know it did foi me

"insurance buyels' or ' insuiance managets This month's column, on risk man-
agement issues, is written by Ralph F
Perry Jr, up and director of nsk man-
agement at Amfac Inc in San Fran-

ctsco Joseph VW Duva, director of

vou may want to hit the finance/contiollei gioup in Most of the time was spent on negotiating covelage employee beneflts at Allied-Signal Inc

your companyv at budget time

We issue a detailed budget booklet each vedi toi

each gioup and profit center (we call them divisions)

within out company The book contains, all the

foims-the tiaditional

"teims and conditions of

insurance contracts

For some, the insurance world mav have become

in Mornstown, NJ, answers benefit
management questions Wzil:am J
Miner, an actuary with The Wyatt Co

in Chicago, answers actuanal ques-
boring The insurance business IS conti olled in many tions on benefit issues And, Richard

Mr Perry

expense details you are erpected to plovide actual lespects, static in its opelations, and some beheve it E Sherman. a pr:nctpal with Coopers & Lybrand in San

expense for the pieceding year and estimates fol the cannot stimulate a person's imagination

current vear

| begin the explanation of all these numbets with d person 24 hours a day
'one paget "of notes | call "Insuiance Maiketplace " Perhaps this is not the case today since the
This yearthetitle is 'Insurance Maiketplace-Yeai tiaditional insurance enviionment has been taken

2 This memo explains the commei cial insuiance
environment in which we opmate and buy out

"insuied" piogram The emphasis this yeai is on

Francisco, answers actuarial questions in the casualty
fteld Mr Duva's and Mr Perry's columns usually
appear atternately on the second Monday Of each
month Mr Miner's and Mr Sherman's columns appear
alternately on the first Monday Of each month Mr
peTry,S nert column will appear in October

Address your questions to ASK, Bus,ness Insurance,
740 N Rush St, Chicago, Ill 60611 Please give us your
name, title and employer, however, Buszness Insurance
Risk management in its theoretical sense can bea will consider unsigned letters

Insuiance-01 iented relationships seem to suiround a

ovel by frustiation, inadequacies in the mai ketp.ace

and new risk financing oppoitunities

Disability with dual cause compensable: Court

Woikets compensation benefits ate
still allowed if a worker's disability
has two causes, one related to
employment and one unrelated, a
Virginia appellate court says

Carlton Shelton, while at work,
moved a heavy floor lack and
immediately suffered a pain in his
right shoulder He previously had

shoulder that he had not claimed to

be work-related Aftei his doctor had causes” rule and the "Just as probable” an exclusion m an "all-risks"

operated and indicated a complete
repair, Mr Shelton returned to work

on his doctor's advice but on

compensation is denied for a

claimant's failure to sustain the

These abstracts were prepared by
Cases Unlimited Inc Copies of these

light-duty work He was examined by from a non-work-related cause The
a second treating doctor who indicated case was remanded for further

that the second indury was
work-related Mr Shelton filed foi

benefits, but was denied

On appeal, the court concluded that

suffeied a rotator cuff tear in the same the Industrial Commission had

confused two rules of law The "two

rule Under the former, the court said, insurance policy was not ambiguous
if a disability has two causes, one

related and one unrelated, benefits at e mere disappearance of the

allowed Under the latter rule,

burden of proof when it is just as
decisions are temporarily unavadable probable that the disability resulted

. loss or shortage of property disclosed
Iegal brlefs in taking inventory In 1978, Dommo
received a shipment of 4,800 units of

sweaters at its warehouse, consisting

of 200 cartons valued at $86,400 Two
proceedings Shelton us Ennis weeks later, Domino's clerk discoveted
Bustness Forms Inc, Court of Appeals the sweaters missing Despite a seatch.
of Virginia, Sept 3,1985

the sweaters were nevei found

. Domino submitted a proof of loss on
Exclusionary clause .

October 1978, asserting a loss due to
theft and a claim for $81,400 (aftei
taking a $5,000 deductible)

Southern paid under a reservation of

A California appellate court ruled

and clearly excluded coverage for the rights provision and then brought this

suit seeking a declaration that it was
policyholder's property

not liable The trial court ruled that

Southern Insurance Co issued an the exclusion applied Southern

all-risks policy to Domino of Insurance Co us Dommo of
California that excluded coverage for California, California Court of Appeal,

the mere disappearance of property oi Oct 22,1985
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SEPT 9-10. Principles of Petroleum Insur- SEPT 10-12. Techniques of Risk Manage-
ance '86 workshop m Dallas,sponsored by Pro- ment course in Honolulu, sponsored by the
fessional Developmenet Institute, $450 Also Risk & Insurance Management Society, $445 for
Sept. 24-25 m Houston, Oct. 28-29 m Oklahoma RIMS member, $545 for nonmember, $45 more if
City, Nov. 11-12 m Fort Worth, Texas Profes- registered after six weeks prior to course
monal Development Institute, PO Box 13288, Also Sept. 15-17 m Dallas and Dec 10-12 m
North Texas State University, Denton, Texas Atlanta Risk & Insurance Management Society,

76203-3288, 800-433-5676, withm Texas 817- 205 E 42nd St, New York, N Y 10017, 212-286-
565-2483 9202

datebook

SEPT. 9. Law Control and Safety-The Bot-
tom Line in Risk Reduction semnar m St
Louis, sponsored by the Pubhc Risk & Insurance
Management Assn, $110 for PRIMA members,
$160 for non-members Also Nov 6 |n Bingh- SEPT 10. Coping with COBRA seminar in

NY, Nov. 14 m ubhc Risk Chicago, sponsored by the lllinois State

SEPT 11. Understanding the Actuarial
Hocus-Pocus workshop m Iks Angeles, spon-
sored by the National Institute of Pension
Administrators, $125 Linda Brady, National
Institute of Pension Administrators, P O

Box 15466, Santa Ana, Calif 92705, 714-
250-8749

G St NW, Washington DC 20005 O for non- members Carol Jensen,
Illlnols State Chamber of Commerce, 20 N

Wacker Dnve, Chicago, Ill 60606, 312-272-

SC-3=<.KE: SEPT. 9. Questions on the New CGL and CP 7sTs

Policies? Ask the Cl-im. Department work- SEPT 11-13. National Conference and Trade
shop m Chicago, sponsored by the Society of SEPT 10-12. The Latest Word in Workers Show on the Management of Health Data m

CPCU members, $150 for non-members Also for ISIA members, $125 for non-members IIh- merce), $425 Duane Busa, Management of
SepL 16 m Boston, Sept. 18 m San Francisco nois Self-Insurers Assn, Suite 3200,69 W Health Data Expo, 4104 Ponce de Leon Blvd,
Mari Jennings, Society of CPCU, Kahler Hall, Washington St, Chicago, Ill 60602, 312-630- Second Floor, Coral Gables, Fla 33146, 305-

Pheas 720 Provadence Road. Malvern, Pa 19355 4304 44a8-6242
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California probe

Continued from page 2

+ <« > O

sage of Proposition 51

She said the insurance industry

Insurers that received the sub- 15 "such an independent-minded
poenas were specifically named by industry that insurers make their
insurance buyers or brokers as own marketing decisions indivi-

possibly involved in the alleged dually "

boycott of the municipal liability

Imarket, Mr Dove said

IMr Dove said they essentially ask counties

whether the insurer was ever asked The California Insurance
i to write municipal liability cover- Department is not involved in the
age in California and, if it refused investigation, according to John
Farber, deputy insurance commis-
Marialice Foley, counsel to sioner Mr Farber said the depart-

to do so, why

2 *Ti
ig §ligR im? *TIEIFERB (G

C- -2- 7 D Crr ffi#sA
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Ms Foley pointed to large losses
and a tight insurance market as the
While he would not disclose the reason for the dearth of liability
iexact contents of the subpoenas, coverage for California cities and

The 6th annual Principles of Petroleum  About coverage options

Insurance Conference is a 2-day available to you & your

update on the current status of the company.

petroleum insurance market.

PPI '86 is designed especially for pe- Principles of Petroleum
troleum insurance agents and buyers. Insurance 1986

A t Dallas September 9-10
S an agent... Houston September 24-25
You will learn: Ok. City October 28-29

Fort Worth November 11-12

» How to structure your account.
» About coverage options.

« About coverage availability.

« About insurance pricing. New Orleans March 1987

* How to present a petroleum .
Still Available...

Petroleum Insurance Conference

risk to an underwriter.
The Petroleum Industry Risk & Insurance
Management Manua/ by Keith Kakacek &

As a buyer...
Roy Adams.

You will learn:
- How to structure and For More Information Call:
formalize self-insurance.

= About high deductible

American Insurance Assn Inc in ment has seen no evidence "of any
1 San Francisco, said there is "abso- kind of a conspiracy or concerted
lutely no evidence" that insurers action” with respect to a boycott of
boycotted the municipal liability the municipal hability insurance

insurance programs.
* How to purchase insur-

ance in a tight market.

market in an attempt to gain pas- market -

r--»:S
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Executive Placement

Nationwide specialists in

For $79 50 this ad reaches

* Risk Managers

1 COMPENSATION & BENEFITS * Employee Benefits Managers

VIP RESOURCES, INC
278 Crafton Avenue
Staten Island, NY 10314
(718) 494-6725 Joseph Grose

Marketing Manager
Established New York insurance broker
seeks expenenced, demanding individ-
ual to handle marketing (placement) of
commercial P&C accounts in standard
and specialty markets Knowledge of NY
markets preferred The person we hire
must be tough, articulate, possess good
technical skills and have the ability to
work well with our account execs We
oHer competitive salary with excellent
benefits Qualified persons send
resume, marked CONFIDENTIAL, to

Mr Jay Levy
Amatgamated Programs
85 John St., New York, NY 10038

* Safety Engineers

* Insurance Underwriters

Insurance Brokers/Agents

* and more

PPO Joint Venture!

For profit preferred provider organiza-
tion (PPO) seeks 10:nt venture partners
for nationwide network The ideal
partners will be small to mid-sized in-
surance carriers strong brokerage
firms and large TPA s which control at
least 30 000 lives in the companys pri-
mary service area There will be 2 to 4
partners in each 10:nt venture There
will be one partnership per state and
the partnership will have an exclusive
for that state PPO will supply person-
nel provider selection and recruit-
ment opeational procedures and
PPO data system as well as access to
national network For more informa-
lion call Thomas H Stateman at (312)
943-9229

ACCOUNT EXECUTIVE

National Insurance Brokerage firm has opening for experienced Account Exec-

utive for Energy & Mining Department in our Portland office Will be responsible

for servicing existing accounts and assisting in the production of new business

A quallhed canidate should have

« 10 years expenence in servicing large property/casualty accounts

- At least 5 years agency or brokerage expenence

Thus challenging and rewarding position In a progressive organization We offer

an outstanding benefits program which includes salary. bonus. company car, long-
term savings plan with company participation, retirement and insurance package

If you are quallhed and interested In joining our team, send resume to

Virginia V-Tyler

Alexander & Alexander

851 S W Gth Ave Suite 700

Portland, Oregon 97204

EQUAL OPPORTUNITY EMPLOYER

E & S REINSURANCE
BROKERS-E & 0 INSURANCE
To assist the shortfall of E&O Ca-
pacity, a Capt,ve Company is in the
planning stage for an Oct 1 start

up Interested Brokers write to
Box 2090, Business insurance
740 Rush St, Chicago, IL 60611
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MANAGER - RISK AND LOSS CONTROL

The City of San Jose is seeking an expenenced, creative, high performance

manager for its Risk and Loss Control function who will be responsible for

development, management, and evaluation of City-wide programs Reports to

the Director of Finance

The successful canidate will have a college degree plus six (6) yrs nsk man-

agement expenence A background in commercial insurance, self-insurance

and worker's compensation benefits together with excellent interpersonal skills

and the ability to communicate with the top level executives are required

The City oHers an excellent salary and fnnge benefits package

To apply, send resume before 9/26/86, to City of San Jose, Personnel Dept ,
801 N First St,Room 207, San Jose, Ca 95110 Attn Bob Turk (408)277-

4204 EOE

REQUEST FOR PROPOSALS

The State of Wisconsin Group Insurance Board is seeking Adminis-
trative-Services-Only (ASO) bid proposals on the Group Health In-
surance Program for state employes.

Thecurrent contract Is self-insuredand renewedannuallyon Jan 1
The plan covers approximately 26.000 active and retired employes
plus 42,000 dependents The plan includes hospitalization, profes-
sional services and major medical Proposals must be submitted for
self-insured (ASO) claim processing services

Companies determined to be capable of handling claims processing
for an account of this size will be furnished copies of the specifications

For further information and a copy of the specifications write or call
Wis Group Insurance Board, P O Box 7931. Madison, WI 53707
Telephone 608-266-0207 Completed bid proposals are due in this
office by Friday September 26.1986

— N LB ——T

=111,11=lll Professional Development Institute
U Toll Free Outside Texas
-' 800-33-5676

D/FW Metro 267-5671 (817) 565-2483

OFFICE OF THE CITY ATTORNEY
RISK MANAGER
$28,851-31,804/yr. DOQ

Requires three years experience in insurance and risk management with
emphasis on Insurance claims processing, risk management or related,
demonstrated ability to interpret and apply technical specifications and
regulations, establish safety standards and procedures analyze and col-
led statistical data, completion of college level courses in public or business
administration, enviromental safety, industrial management Significant
coursework in risk management and insurance highly desirable

City applications and supplemental qualification questionna, res must be
recleved in the Personnel Office by 500pm, September 16,1986 These
forms may be obtained at the Personnel Services Department, 301 King
Street, Room 2500, Alexandria, Virginia 22313 or by calling 703/838-4422

WORKERS' COMPENSATION ADMINISTRATOR

The Regional Headquarters of Browning-Ferris Industries,
located in San Jose, Ca, is looking for a licensed Workers'
Compensation Administrator to help start-up and manage
our in-house Worker's Comp Dept. This is a hands-on
position requiring unique skills In all areas of management
including people, communication, and claims We are a
service company with approx 1,500 employees in various
locations throughout Calif. - therefore the anticipated case
load will be considerably lower than the insurance aver-
age This will allow for quality case managing, not volume
If you have been looking for the opportunity to run your
dept, in pnvate industry, and want to have the time and
support necessary to do innovative, quality work, please
send your resume and salary history to- Michael Baldin-
elli, CSP - BFIl, 55 Almaden Blvd., 4th Floor, San Jose, Ca
95113. Salary to mid-30's, Company paid benefits, car

allowance, EOE.
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Equal Opportunities

Pu nitive a ardS the conduct and mental state
required for punitive damages has

Continued from page 3 broadened ItS scope but loosened
However, that decision, which its impact,” the court said

did not address the burden of proof Because the type of conduct lus-

for punitive damages, expanded tifying punitive damages should be

Eac h we eklyissue of _ the circumstances under which limited to "consciously malicious

ITTS Ccan recover from insur- or outrageous acts of misconduct

Business insurance 9ives ers for gganfadh (see related story) where punishment and deterrence

you an equal opportunity
to reach and motivate

Bl's more than 132,000
purchasing influentials
. . . top administrative
and financial executives,

risk managers, employee employer, Arizona Optical Co
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PUBLISHING CLOSING

DATES DATES

Jun 2 May 20
Jun 9O May 28

Junmn 16 Jurm 4
Jun - Jun 10
Jun 30 Jun 18
Jul 7 Junrm 21
Jul 14 Jul 1
Jul 1 Jul 8
Jul 28 Jul 16

Aug 4 Jul 23
Aug 11 Jul 29
Aug 18 Aug 6
Aug 25 Aug 13
Sep 1 Aug 10
Sep 8 Aug 26

Sep 15 Sep 3 Linthicum's doctors whet

In the Linthicum case, a tumor is both paramount and likely to be
diagnosed as benign had been achieved," the court concluded a
removed from one of Mr Linthi- narrower standard for punitive
cum's parathyroid glands in Sep- damages is needed
tember 1980 "The key IS the wrongdoer's

Shortly after the diagnosis, Mr intent to injure the plaintiff or his
Linthicum's wife obtained medical deliberate interference with the
insurance that also covered her rights of others, consciously dis-
husband from Nationwide under a regarding the unlustifiably sub-
group policy purchased by her stantial risk of significant harm to
them," the court said
The policy excluded coverage for The court also found that a more
illnesses for which the insured stringent burden of proof should
received medical care or treatment be required to obtain punitive
90 days prior to the effective date damages
of the policy During that period, "Therefore, while a plaintiff may
Mr Linthicum had visited his fam- collect compensatory damages
ily doctor for blood tests on three upon proof by a preponderance of
occasions and received medication the evidence of his inlures due to

Shortly after the policy's effec- the tort of another, we conclude
tive date, Mr Linthicum was found that recovery of punitive damages
to have cancer of the parathyroid should be awardable only upon
gland, and doctors concluded that clear and convincing evidence of
the tumor discovered in 1979 had the defendant's evil mind,"” the
been malignant, not benign as ear- court added
her diagnosed The court found insufficient evi-

Nationwide subsequently deter- dence of an evil mind to warrant
mined that Mr Linthicum's claim punitive damages against the
should be denied because he had defendants in the Linthicum case
been receiving treatment for can- "Admittedly, Nationwide does
cer during the 90-day exclusion appear to construe its policy
period, even though the malig- strictly in its own favor,"” the court
nancy was undiagnosed at the said "Investigating all dependent
time, according to court papers claims filed within the first year

Mr Linthicum subsequently for potential denial and denying all
required care at home and as a claims upon any possible support-
charity patient at a local hospital, able basis iS definitely not in the
and, in the opinion of his family insured's interest
doctor, became paralyzed because "Nationwide follows a tough
of a delay in treatment Mr Linth- claims policy, but it is not 'aggra-
icum died in February 1982

Following his death, Mr Linthi- fraudulent," the court said
It added that if it had been

vated, outrageous. oppressive or

cum's wife sued Nationwide and
Wagnon for breach of contract and shown that Nationwide delibera-
bad faith tely ignored the Linthicums' rights
Among the acts by the defen- and needs, then punitive damages
dants that the suit alleged war- might have been awardable How-
ranted punitive damages were ever, the court noted that Nation-
- Sending a denial-of-claim let- wide had reviewed the file sev-
ter to Arizona Optical, not directly eral times because of the gravity of
to Ms Linthicum, even though the the situation
insurer knew she no longer worked "While the petitioner may not be

for that company satisfied with the procedures uti-

= Not disclosing the medical lized in these reviews, they do not ' 1

basis for the denial appear to be designed to deny valid

- Investigating all dependent claims "
claims filed in the first year of
coverage for potential denial

= Not directlpasking any of Mr

Attorneys last week agreed on
the ruling's broad significance
"It is one of the most sidgpificant

er they opinions the court has issued in the

had treated Mr Linthicum during last 10 years," said Mr Stahl, who

Sep 22 Sep 9 the 90-day exclusionary period represents the insurer trade

Sep 29 Sep 16
Oct 6 Sep 24

Oct 13 Oct 1
Oct 20 Oct 7
Oct 27 Oct 15

Nowvwv 3 Oct 22

Nov 10 Oct 28
Nov 17 Nov 5
Nov 24 Nov 11
Dec 1 Nov 18
Dec 8 Nov 25
Dec 15 Dec 3
Dec 22 Dec 9
Dec 29 Dec 16

.business
iNnNsurance
New York: (212)210-0133

Chicago. (312)649-5275
Los Angeles: (213)651-3710

before issuing its denial
O Strictly construing its policy

groups

Punitive damages have become a
against the policyholder very serious problem in Arizona,

- Refusing to provide Ms Mr Stahl said, and the threat of
Linthicum with a copy of the pol- punitive damages has resulted in
1cy settlement of cases for more than

The trial court Jury awarded they are actually worth
Mrs Linthicum $14,951 for breach Nationwide and Wagnon's attor-
of contract, $150,000 for bad faith ney, Mr Kornblum, also said the
and $2 million in punitive dam- decision was "very significant "
ages -These are very maljor victories,"

The state Court of Appeals said Mr Kornblum of the San
affirmed the breach-of-contract Francisco firm of Kornblum, Kelly
and bad-faith awards but reversed & Herlihy "It's the most signifi-
the punitive damage award The cant insurance law decision in the
state Supreme Court granted punitive damages area outside of
review of the punitive damages California in the last 10 years "

In its decision, the high court The California court, however,
said punitive damages should be has made it easier to obtain puni-
based on a wrongdoer's -evil tive damages
mind"and aggravated and outra- Attorneys also said the decision
geous conduct may be, in part, a recognition of

Past attempts by plaintiffs to the need for tort reform
win punitive damages have The state Supreme Court is not
resulted in an "ambiguous, over- immune from the political climate,
board list of catch phrases" from Mr Stahl noted
which attorneys can choose, the Plaintiffs' attorney Mr Myers
court said

The court said these have a response to a "real or perceived
included malice, spite or 111 will, tort crisis "That certainly is a rea-
evil intent or bad motive, gross sonable conclusion that can be
negligence, wanton, reckless or drawn," he said

Insurance Software Packages, Inc

observed that the decision could be

Court expands grounds
for bad4aith awards

By STEPHEN TARNOFF

PHOENIX, Artz -While the Arizona Supreme Court has made It
more difficult for plaintiffs to collect punitive damages, another
ruling by the court makes it easier to recover compensatory dam-
ages from insurers for bad faith

The high court ruled last month in Rawlings us Apodaca that
payment of the hmits of an insurance policy and the performance of
other expressed promises does not insulate an insurer from liability
for breach of the implied covenant of good faith and fair dealing

The implied covenant is breached-whether or not the insurer
pays the claim-when the insurer's conduct damages the yery
protection or security that the policyholder sought to gain by buy-
ing the policy, the court said

The case concerned a homeowners policy with a $10,000 limit
written by Farmers Insurance Co of Arizona for David and Eliz-
abeth Rawlings The policy covered the Rawlings' hay barn, which
was destroyed in a fire that was started by the Apodacas, neighbors
who were negligently burning trash The Rawlings' total loss was
$40,000 The Apodacas were covered by a $100,000 liability policy,
also written by Farmers

Although Farmers paid the $10,000 to the Rawlings under their
policy, the Rawlings alleged that Farmers did not cooperate in
investigating the fire and in the Rawlings' pursuit of a claim
against the Apodacas to recover the uninsured portion of the loss

The Rawlings' suit alleged that the Apodacas negligently caused
the fire and that Farmers breached its obligation of good faith and
fair dealing

The trial court awarded the Rawlings $1,000 in compensatory
damages from the Apodacas and $50,000 in punitive damages from
Farmers. An appellate court affirmed the compensatory award, but
reversed the punitive award It said that because Farmers had
paid the Rawlings' claim m full and without delay, It could not be
liable for punitive damages for bad faith

However, the Arizona Supreme Court noted that an insurance
contract and the relationship it creates contain more than the com-
pany's bare promise to pay claims when forced to do so

"We hold, therefore, that one of the benefits that flow from the
insurance contract is the insured's expectation that his insurance
company will not wrongfully deprive him of the very security for
which he bargained or expose him to the catastrophe from which he
sought protection

In addition, the court found that because of the special relation-
ship between an insurer and a policyholder and because Farmers
intended to interfere with the Rawlings' rights to recovery, it
could be liable for tort damages

Fmally, the Supreme Court remanded to the trial court the issue
of whether Farmers should be liable for punitive damages under the
“evil mind" standard (see story, page 3)
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Second-quarter results confirm
iInsurers' recove ry is on track

ter, there was a wide disparity in results The age, and 11 posted ratios that were worse

By MYRON M. PICOULT
Special to Business Insurance
Q ECOND-QUARTER results for the prop-

Aderty/casualty insurance Industry con-
tinue to confirm the underwriting recovery

e : 31 Virtually all segments of the industry

"20"™98##am «Mmit# ji

At

The Business insurance index of insurance premiums are now grow-
industry stocks continued to advance last ing at a faster pace as li-

previous week to close Aug. 13 at 523.4, up their way through the
from 498.6 on Aug. 6. A total of 31 stocks income statement

posted gains, 21 decl,ned and nine remained

appear to be participating in the recovery
Although written pre-

at a strong rate, earned

--f treﬁd

Notable is the fact that 07

unchanged during the most recent trading those underwriters that

period. Stocks posting the largest gains were: have been traditionally

Mr. Picoult

Aneco Reinsurance Ltd., up 33.3%; Tokio perceived as the "more

ance Group Inc., up 9.5%; and Fremont General

4.1%; Fairmont Financial Inc., down 3.9%;

Likewise, the stock market also seems to

As we have noted in several previous col-

Arthur J. Gallagher, down 3.8%; and Zenith umns, we believe that the ingredients for a
National Insurance Corp., down 2.7%. The sustained recovery are present as long as key
major market indicators slightly outpaced the industry participants do not get carried insurer managements continue to emphasize compared with a $ 161,473 net loss in the

8/ index's 1.6% average increase. The New York away with their new-found and improving
Stock Exchange composite advanced 1.696, the wealth

Standard & Poor's 500 index climbed 1.7% and

The current level of profitability, while

1he Dow Jones 30 Industrials average surged quite good when compared with prior years,

2.0% during the trading period.

British issues
1 Week
Aug 19 Price P/E Div. Yield High-Low

Companies pence pence % pencepence
Commi Union 308 23 7 18 3 59 314 305

Gent Accident 822 14 4 37 7 45 833 817
Gdn Royal Exch 827 159 465 56 832818
Royal 822 116 422 St
Sun Alliance 667 22 2 28 2 42 667 653

831 814

Brokers
CE Heath 495 79 380 77 505-495
Hogg Robinson 323 111 162 50 323-311
251 97 141 56 251-245
Sedg Grp 365 140 183 50 365362
Stew Wrightson 423 134 190 45 433-423
420 158 155 37 425-417

JH Minet

Willis Faber

Source, RhilinQlsen/AlanGlifton.Jasurance industrv Assn of Insurance &

London

is far from ebullient It iS fallacious to

rected in 18 months

Our review of major property/casualty
insurance companies' second-quarter under-
writing and operating results showed the
following

* Net written premiums among the 20
companies surveyed rose an average of
25 6%, which was a little below the first-

net premium growth
However, as was the case in the first quar-

0 ' 10 mium increases range
-- maqus r&un(?fnsu 8

&ercenta%e increases ran
emper
national Group Inc

ed from 1 8% for However, both AIG and SAFECO Corp were
roup to 61 6% for American Inter- flirting with the 100% mark

* The statutory premium-to-surplus ratio

Nine companies were above the average for the group was 2 43-to-1, while the
gain and 11 were below the average reserve-to-surplus ratio equaled 2 79-to-1

« Earned premiums increased 27 3%

“I; that began to manifest itself in the first Approximately three-quarters,of the com- All of these ratios were virtually

unchanged from the March 30 figures
Loss reserves on average rose 181% and

Unlike the first quarter, this increase out- paid claims rose 32% in the quarter The
paced the rise in net written premiums as the increase in reserves was a tad below the

miums continue tdmpashof.pror rate increases begins to flow first-quarter number, while the paid-claim
through insurers' income statements This figure was materially lower

should continue for a while

The decline in paid losses in part mirrors a

2 ] 1 ste Seven underwriters' earned premium 63 7% decline in second-quarter catastrophe
week, closing at 531.6 points on Aug. 20, a 8.3 previously initiated rate -- t*471ll growth was above the average, while 13 losses
point jump. The B/ index soared 24.7 points the increases begin to work IS :A Posted below-average increases Earned pre- ¢« Finally, property/casualty insurers'

rance Cos to 84 7% at

from 76% at Fire- earnings continued to show significant
{%/ AIG improvement In fact,alop’% ) a

f? These two companies also occupied the high the we survey showed black ink for the quar-

€ companies

and the low positions in the first-quarter ter

survey

The only problem with the second-quarter

0 Pretax net investment income expanded results is that the "mortgaging" of some
Marine & Fire Insurance Ltd., up 15.5%; Crown quality-oriented entities" appear to be an average of 17 5% This was a tad stronger lines of business-the refusal to write certain
Life Insurance Co., up 10.4%; Selective Insur- showing their colors

than the first-quarter gain

lines- and some quasi-"redlining" is giving

Seven of the companies surveyed were the industry a black eye )
Corp., up 7.8%. Stocks that posted the biggest be placing somewhat more emphasis on these above the average gain for the quarter, and
losses were: Great West Life Assurance Co., underwriters We would expect this trend to 13 were below The spread for the quarter
down 6.5%; General Reinsurance Corp., down continue

ranged from a 4% decline in investment

income at GEICO Corp to a 673% gain
at USF&G Corp

Aneco Reinsurance

Bermuda-based Aneco Reinsurance

Underwriting Ltd reported $3 4 million in

Aftertax investment gains were lower as net income for the first six months of 1985,

taxable instruments
Cash-flow trends continue to show

first half of last year
Premiums assumed declined 14 8% to $9 8

improvement Most underwriters are now in million in the first half of this year from

a positive position

$11 4 million in the first six months of 1985

Using what we have dubbed "the candy Net premiums written dropped 7% to $27
believe that a seven-year debacle can be cor_ store approach," which calculates cash-flow million this year from about $9 million in the
as written premiums less underwriting first half of 1985

expenses and paid claims, the only major
underwriters in the minus column were
CIGNA Corp and Kemper These companies

were in the same position at the end of the
first quarter

Trenwick Group

Trenwick Group Inc reported net income
of $1 5 million in the first half of 1986, com-

 The surveyed insurers' aggregate com- pared with a $1 1 million net loss in the first
blned ratio after policyholder dividends six months of 1985
quarter gain All reporting companies posted equaled 1074% in the second quarter, com- Net written premiums totaled $23 9 mil-
Qggsed with 1164% in the second quarter of hon in the first half, a 1244% increase over

the $10 7 million in net premiums written in

This nine-point improvement compared the first six months of 1985

with an 83-point improvement in the com-

Myron M Picoutt :s senior up and senior bined ratio in this year's first quarter

insurance analyst with Oppenhe:mer & Co
in New York He is the paE,t presi

Inancia
a member of the New York Society of

- rity Analysts

Bl Industry Stock Report

Knt of the ratio, two points came
nalysts and ratio and'seven points from the loss ratio
ecu- Nine underwriters posted second-quarter

August 20,1986

Westport, Conn -based Trenwick's com-
bined ratio improved to 110 7% in the first

Of the nine-point swin? in the combined six months of this year from 141 2% in the
T

combined ratios that were better than aver-

8/14/86 thru 8/20/86

om the expense first half of 1985

TPA of America

TPA of America Inc has filed a registra-
tion statement with the Securities and
Exchange Commission for a public offering
of $25 million in convertible subordinated
debentures due in the year 2006

The Los Angeles-based company will use
proceeds from next month's offering to pur-
chase a subsidiary of Northwestern Mutual
Life Insurance Co, said David Adamoli, TPA

Brokers Price % Chg P/E $ Div % YId High Low Vol (000) Price % Chg P/E $ Div % Ylid High Low Vol (000) i - i . .
of America senior vp and chief financial
Continental Corp . . . . .y
Aloxander & Alexancer Sies MY SIE 36.00 0 3 260 0 1.00 2 6 30.08 38.88 3098 Grewn Life Ins Go NYSE 49,63 2.41.0,02,60,5.2 49,83 48.13 748.7 officer He declined to identify the subsidi-
Baldwin & Lyons Inc ore 24.00 0.0 30 8 ©0.16 O.7 32.00 2a.00 0.3 Durham Corp oTc 44.000 0 12.3 1.36 31 44.00 44.00 as ary
Corroon & Black Corp NYSE 36.75 -2.3 18 5 0.65 1.8 38.13 36.75 284 5 Farmers Group Inc oTc 44.25 1 7 154 1.00 2 3 a4a.25 a42.38 a75.6 . v . .
Crump E H Cos Inc orc  zo.75 -0.8 231 0.25 08  s0.25%2o.75 1417 oot it e AMEX 168.63 3.0 16 2 0.00 0.0 1690 15.05 s TPA of America's first offering of convert-
Gallagner Arthur J & Co oTc 28.88 -3 7 23 3 0.20 O 7 30.00 28.88 152 8 = H S
ible debentures will be underwritten b
Fireman Fd Corp NYSE 39.50 -O0.3 04 030 Oo.8 40.13 39.38 583 5 y
Hall Frzr‘lkrB a coClnc NYSE 23 00 -2.1 0.0 0.00 0.0 23.63 22.50 138.6 Fremont Gen Corp ot 26.00 7.8 0.0 0.as 1 8 26.00 25.00 136.7 Bear, Stearns & Co Inc, company SpOkeS-
Marsh Milennan os Inc NYSE 69 75 3 0 24 6 1.50 2 2 69.75" 68.25 664.0 Great West Life Assurn Co OTC 795.00 -6.5 8 O 18.00 2 3 795.00 795.00 oo men said
Poe & Assoc Inc ore 12.25 0 0 0.0 0.32 2.6 12.25 12.25 12.9 Home Group Inc AMEK 24.25 2.1 115.5 0.00 0.0 24.25 23.00 aza.2

Hanover Ins Co otc 66 0O 1 © 19.0 O.56 O.8 66.00~ 64 75 43.0

AGENTS/BROKERS AVERAGE -53.1 -1.5=
Hartford Steam Boiler Insptn OTC 49.S0O 2.6 27.8 0.84 1.7 49.50 48.63 103.4
Kans City L.fe Ins oTCc 33.00 0.0 13.0 0.87 2.6 33.00 33 0O 12.2
Kemper Corp oTC 32 50 0.0 14 8 0O.60 1.8

Liberty Corp S C NYSE 42.25 3 7 15.6 0.72 1.7 Net income at FGIC Corp , parent of

Lincoin Nt Corp ing NYSE 54.25 1.2 12.6 2.00 3.7 54.63 53.S0 324.6 municipal bond insurer Financial Guaranty

FGIC Corp.

Conglomerates & Holding Cos.
American Express(Fireman's Fd) NYSE 64 38 2.6 12.2 1 36 2 1 64.38 61.88 2,946.3

33.25 32.25 827 0

Anderson Clayton(Ranger/PanAm) NYSE 55.88 0.0 31.9 0.00 0.0 0.00 0.00 0.0
Armeco Inc NYSE ess 5.2 OO OO0 OO 713 6.88 587.4 o o
Berkley w R Corp otc 35.00 2 2 26.5 0.24 0.7 35.00 34.50 146.7 Mission Ins Group Inc ore <.00 0.0 0.0 0.00 0.0 4.22 2.88 54.0 Insurance Co , rose 108 5% to $17 2 million
g . Monumental Corp oTc 55.38 0.2 18 7 0.00 O O 55.50 55.13 28.9 . " T -
Berkshire Hathaway Inc Del OTC 2990 00 0 3 727 5 0.00 O O 3050.00*2990.00 1.6
Y Nac Re Corp ore 5375 0.0 0.0 OO0 OO 5400 33.00 10 in the first half of 1986 from $82 million in

Nobel Ins Lta
NYSE 59.25 -0 6 0.0 2.60 4.4 60 75 59.00 1,976.4

64.38 63.25 105.2

OTC 16.00-1.521.10.37 2.3 16.50 132:.158 67.5 the first six months of 1985 despite a
' ' decrease in gross premium volume

CIGNA Corp
CNA Finl Corp (CNA)

General Re Corp

Northwestern Natl Life Ins
NYSE 63 63 -0.6 17 6 0.00 O O
NYSE cass —a4.1 252 oS8 1 a4

67.50 ca.ss 731.2

ITT (Hartford Group) NYSE 53 SO 0.029 1 100 1.9 53 75 52.88 2,355 7 g?;f’:as ﬁz:’i:or Z:: 22(5)2 3126 117227 igz 217 B80S0 78.50 mrs Gross premiums written in the first half
Sears Rouou < & C, (Altstate) NYSE 46.50 51 13 3 1.76 3.8 46.50 44.50 3,390 3 d Rep P ' -1 - : 39.50 38.00 260.7 . o . .
Orion Cap Corp NYSE 35.63 44 00 0.76 21 35 75 34.75 47.1 declined 16 1% to $64 1 million in 1986 from
Protective Corp oTc 21.88 1.7 11.8 0O.70 3.2 21.88 21.50 117.4 rpe . .
Teledyne Inc (Argonaut) NYSE 321.75 -1.3 11.8 0.00 0.0 324.13 321.75 144.1
Transamenca Corp (Occidental) NYSE 35.88 0.7 15 7 1.68 4.7 36.00 35.63 s7e.2 Provident Life & Acc Ins Co  ote 2513 -2.0 9.2 0.84 3.3  26.0025.13  379.8 $76 4 rT‘!I“IOI’l in 1985 However, ne_t Premlum
ot et oo volume increased 9 1% to $56 9 million in the
CONGLO! S/HO G cos t Paul Cos Ine OTC 39.50 0.0 23 1 1.50 3.8 40.SO 39.SO 1,561.3 . T .
NELOMERATESIHOLEI nveRaes rese o2 SAFEGO Corp o 6300 34 15.0 168 27 es.is- 6226 2450 first half of 1986 from $52 1 million in the
Se.bels Bruce Group Inc oTC 15.63-310.00.805 1 15 75 15 SO 21.3 corresponding period of 1985
INnsurers Selective Ins Group Inc oTc 23.00 9.5 0.0 0.92 4.0 23.00* 21.00 166.0
Statesman Group Inc orc  5.75 4.5 63.9 0.05 0.5 575  sss 1302 Capital and surplus increased to $294.9
Tolio Marine & Fire Ins Co OTC 604.50 15.5 113.8 1.66 0.3 604.50* 528 00 140 million as of June 30, Compared with $207

Aetna Life & Cas Co NYSE 62.25 -2.0 12.4 264 4 2 63.13 61.63 1,286 8

849.9

Torchmark Corp NYSE 31.2500 12.6 0.60 1.9 31.63 31.00 1,268.0 million at year-end 1985
Travelers Corp NYSE 46.50 1.1 11.6 2.16 4.6 47.38 46.50 1,212.2 L
Trenwick Group Inc oTe 21.00 -1.2 0.0 0.00 0.0 22.00 21.00 132.2 In addition, the company has reported net

griea e seae oo OTC 30.25 3.4 15.8 0.80 2.6 30.25* 30.00 31.6 proceeds of $104 million from a 46 million-

3.00 2 50 25.0 united Stapt;es Fid & Gty Co NYSE 40.63 2.2 0.0 2 32 5.7 41 25 40.63 1,737.4 Share Common Stock offering made last
on NYSE 24.25 0.8 11.6 1.12 2.5 45.50 4455  1a7.6

2.4

American Indty Finl Corp otc 1750 29 0.0 112 6a. 1763 1T=2S 16.1

Amen, an Intl Group Inc NYSE 138.13 -0.6 22.5 0.44 0.3 140.50~ 138.13 532.4

Aneco Reins Lea otc 3.00 33.3 0 O 0.00 ©.0
Avemco Corp NYSE 31.13 0.8 16.4 0.50 1 & 31.38* 31.13 5.0 US"'? c month

Business Mens Assurn Co Amer OTC 2775 2.8 22.7 1.10 40 27.75 27.25 19.9 Washington Natt Corp NYSE 33.00 5.6 14.9 1.08 3.3 33.00 31.00 361.0

Chubb Corp NYSE 74 50 -1 © 556 1.56 =1 +7.00" 74.50 611.2 Zenith Nat: Ins Corp oTe 27.50 -2.7 47.4 0.80 2.9 28.25 27.25 1s9.3 The company said it insured 35% of the

=ZZ1L Z1L Z estimated $86 million in new./muunicipral
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You won't hear that from Zurich-American.What you
will hear are solid ideas on how to help build your
property insurance business.

Zurich-American has special territorial and
account management teams that know about your
marketplace-and know how to help you reach it
And because we're committed to writing properly
business, Zuridh-Ametican can help you make the
most ofawide rangeof products-from com-
mercial packages to boiler and machinery through
excess property and large lines.

Which is just one more creative approach to

better insurance. And one you can depend on. From
Zurich-American.

ZURICH-AMERICAN

American Creativit¥ Swiss Dependability

ZURICH-AMERICAN INSURANCE GROUP
Zurich Insurance Company - Americen Guarantee and Uability Insurance Company - Schaumburg, IL 60196

A MEMBER OF THE WORLDWIDE ZURICH INSURANCE GROUP



